
MULTINATIONAL OIL COMPANIES AND OPEC: 7
IMPLICATIONS FOR U.S. POLICY

HEARINGS
BEFORE THE

SUBCOMMITTEE ON ENERGY
OF THE

JOINT ECONOMIC COMMITTEE
CONGRESS OF THE UNITED STATES

NINETY-FOURTH CONGRESS
SECOND SESSION

JUNE 2, 3, AND 8, 1976

Printed for the use of the Joint Economic Committee

U.S. GOVERNMENT PRINTING OFFICE

80-939 WASHINGTON: 1977

For sale by the Superintendent of Documents, U.S. Government Printing Office
Washington, D.C. 20402 - Price $3.00

I



JOINT ECONOMIC COMMITTEE

(Created pursuant to sec. 5(a) of Public Law 304, 79th Cong.)

HUBERT H. HUMPHREY, Minnesota, Chairman
RICHARD BOLLING, Missouri, Vice Chairman

SENATE

JOHN SPARKMAN, Alabama
WILLIAM PROXMIRE, Wisconsin
ABRAHAM RIBICOFF, Connecticut
LLOYD M. BENTSEN, JR., Texas
EDWARD M. KENNEDY, Massachusetts
JACOB K. JAVITS, New York
CHARLES H. PERCY, Illinois
ROBERT TAFT, JR., Ohio
PAUL J. FANNIN, Arizona

HOUSE OF REPRESENTATIVES

HENRY S. REUSS, Wisconsin
WILLIAM S. MOORHEAD, Pennsylvania
LEE H-. HAMILTON, Indiana
GILLIS W. LONG, Louisiana
OTIS G. PIKE, New York
CLARENCE J. BROWN, Ohio

'-GARRY BROW-N. Michigan
MARGARET ZI. HECKLER, Massachusetts
JOHN H. ROUSSELOT, California

JOHN R. STARE, Executive Director

SENIOR STAFF ECONOMISTS

WILLIAM A. Cox JOHN R. KARLIK

JERRY J. JASINOWEI -K COURTENAY M. SLATER

RICHARD F. KAUFMAN, General Counsel

ECONOMllsTS

WILLIAMA R. BUECHNER

ROBERT D. HAMRIN
RALPH L. SCHLOSSTEIN

SARAH JACKSON

GEORGE R. TYLER

Lucy A. FALCONE
L. DoUGLAs LEE
LARRY YUSPEH

MINORITY

CHARLES H. BRADFORD (Senior Economist)

GEORGE D. KnRtUMBHAAR, Jr. (COunsel) M. CATHERINE MILLER (Economist)

SUBCOMMIITTEE ON ENERGY

EDWARD 21. KENNEDY, Massachusetts, Cliairman

SENATE

HUBERT H. HUMPHREY, Minnesota
WILLIAM PROXMIRE, Wisconsin
ABRAHAM RIBICOFF, Connecticut
JACOB K. JAVITS, New York
CHARLES H. PERCY, Illinois
ROBERT TAFT, JR., Ohio

HOUSE OF REPRESENTATIVES

WILLIAM S. MOORHEAD, Pennsylvania
LEE H. HAMILTON, Indiana
GILLIS W. LONG, Louisiana
OTIS G. PIKE, New York
CLARENCE J. BROWN, Ohio
GARRY BROWN, Michigan
JOHN H. ROUSSELOT, California

JOHN G. STEWART, Professional Staff Member

(II)



CONTENTS

WITNESSES AND STATEMENTS

WEDNESDAY, JUNE 2, 1976

Kennedy, Hon. Edward M., chairman of the Subcommittee on Energy: Page
Opening statement-------------------------------------------------- 1

Javits, Hon. Jacob K., member of the Subcommittee on Energy: Opening
statement _____________________ . - --_-_ 4

Tavoulareas, William P., president, Mobile Oil Corp., accompanied by
George Birrell, general counsel; and Larry Woods, vice president of
planning ---------------------------------------------------------- 6

MeAfee, Jerry, chairman of the board, Gulf Oil Corp., accompanied by
.Tames.E. Lee, president; C. L. Campbell, senior vice president, Gulf
Trading & Transportation Co.; and W. C. King, director, corporate policy
analysis ---------------------------------------------------------- 34

Buckley, John G., vice president, Northeast Petroleum Industries, Inc---- 50

THURSDAY, JUNE 3, 1976

Kennedy, Hon. Edward M., chairman of the Subcommittee on Energy:
Opening statement… ___________________-_ - 97

Frankel, Paul H., chairman of the board, Petroleum Economics, Ltd.,
London, England ---------------------------------------------- 98

Krueger, Robert B., attorney, law firm of Nossaman, Waters, Krueger,
Marsh & Riordan, Los Angeles, Calif--------------------------------- 103

Akins, James E., consultant, Washington, D.C:, and former U.S. Ambassa-
dor to Saudi Arabia------------------------------------------------ 172

Lamont, William J., attorney, law firm of Lobel, Novins & Lamont,
Washington, D.C .----- -------------------- ____________________ 186

TUESDAY, JUNE 8, 1976

Kennedy, Eon. Edward AI., chairman of the Subcommittee on Energy:-
Opening statement------------------------------------ 209

Richardson, -EHon. Elliot L., Secretary of Commerce, accompanied by
Frank Hodsoll, Deputy Assistant Secretary for Energy and Strategic
Resources Policy; and Robert Shepherd, Director, Office of Energy
Programs _________--______________________________________________- 212

Zarb, Hon. Frank G., Administrator, Federal Energy Administration,
accompanied by Clement B. Malin, Assistant Administrator----------- 218

Robinson, Hon. Charles W., Deputy Secretary of State ----------------- 232

SUBMISSIONS FOR THE RECORD

WEDNESDAY, JUNE 2, 1976
Buckley, John G.:

Prepared statement----------------------------------------------- 54
Response to additional written questions posed by Chairman Ken-

nedy_________________________________________________________-_ 8
Response to additional written questions posed by Senator Percy____ 91

McAfee, Jerry, et al.:
Response to additional written questions posed by Chairman Ken-

nedy -_____________________________________________ 78S
Response to additional written questions posed by Senator Percy____ 84

(III)



IV

'Tavoulareas, William P., et al.:
Response to additional written questions posed by Chairman Ken- Page

nedy------------------------------------------------ 70
Response to additional written questions posed by Senator Percy---- 75

THURSDAY, JUNE 3, 1976
Akins, James E.:

Prepared statem ent…----------------------------------------------- 178
Krueger, Robert B.:

Prepared statem ent…----------------------------------------------- 109
Summary of a report entitled "An Evaluation of the Options of the

U.S. Government in Its Relationship to U.S. Firms in International
Petroleum Affairs"…--------------- --------------- --------------- 116

Lamont, William J.: : .:: , -. .
Prepared statem ent…----------------------------------------------- 189

Taft, Hon. Robert, Jr.:
Opening statement_----------------------_----------______________ 195

-TUESDAY, JUNE 8, 1976

Richardson, Hon. Elliot L., et al.:
Prepared statement---------------------------------------------- 214
Response of Hon. Edward 0. Vetter, Acting Secretary of Commerce,

to additional written questions posed by Chairman Kennedy------ 253
Robinson, Hon. Charles W.:

Prepared statement-------------------------------------------- 236
Response to additional written questions posed by Chairman Kennedy

and comments on the Krueger report policy options…--------------
Response to additional written questions posed by Senator Percy____ 274

Zarb, Hon. Frank G., et al.:
- Prepared statement- -___ ------------------------------- 220

Response to additional written questions posed by Senator Percy____ 261

Response to certain subcommittee members' expressed Interest in the
analysis and policy options contained in the Krueger report_______- 264

APPENDIX

Letter to Chairman Kennedy, dated June 17, 1976, from C. C. Garvin, Jr.,
chairman of the board, the Exxon Corp., regarding the implications for.
U.S. policy of the evolving relationship between the major U.S. oil com-

panies and OPEC-------------------------------------------------- 279

Statistical survey entitled "International Oil Developments," prepared by
the Office of Economic Research, CIA, dated September 9, 1976_____--- 282

Study entitled "Prospects for Non-OPEC Oil Imports," prepared by the
Congressional Research Service, Library of Congress…----------------- 315

Articles entitled:
"Oil Import. Quota Auctions" ____________ …___________ ___ 324
"Saudi Arabia's Approaching Choice"… - __________ _ 329



MULTINATIONAL, OIL COMPANIES AND OPEC:
IMPLICATIONS FOR U.S. POLICY

WEDNESDAY, JUNXE'2, 1976

CONGrESS Or TITE UNITED STATES,
StBCOMIMITTEE ON ENERGY-

OF THIE IJOINT ECoNOMIC COMMITTEE,
Washin~gton, D.C.,

The subcommnittee met, pursuant'to notice, at 10:20'a.m.; in room
1114, Dirksen Senate Office Buildinig, Hon. Edward M. Kennedy
(chairman bf the subcommittee) presiding -'

Present: Senators; Kennedy, Javits, 'and: Percy. and Representa-
tives Hamilton, Long, and Bro'vn of Ohio.

Also present John G. -Stewart, subcommittee professional staff
member; William A' Cox and Sarah'Jackson, Professional staff mem-
bers; Michael J. Runde, administrative assistant; Charles H. Brad-
ford, 'senior minority economist; and' George 'D. Krumbhaar, Jr.,
minority counsel.

OPENING STATEMENT OF CH-TAzrWhAN KENNEDY.

Chairman KENNEDY. We will come to order.
This is the first of 3 days of hearings before the Subcommittee on

Energy of the Joint Economic Committee to examine the implications
for U.S. energy policy of the evolving relationships between multi-
national oil companies and OPEC. -

We hope these hearings will help illuminate the-basic policychoices
open to the U.S. Government in its efforts to design a-moreeffective
international energy policy. Nearly 3-years- after the oil embargo, we
are still very much iii the-posture simply of responding to external
events that can have the most serious impact on energy supply and
prices, whether these events are meetings of the OPEC-oil ministers
in Indonesia or negotiations between representatives of Aramco, and
Shiek Yamani of Saudi Arabia in Panama City, Fla.

At the request of the Joint Economic Committee, the General Ac-
counting. Office is conducting. a major study that evaluates thesechoices in light of the near total control over foreign oil resources
now exercised by the producing countries, the apparent continuing
strength of the OPEC cartel, the significant role still played by U.S.
companies in the production and marketing- of OPEC oil, and the
growing dependence of the United States on imports.

These factors are, as usual, of special concern to Massachusetts and
all of the New England States, given our historic dependence on im-
ported oil and our heavy reliance on oil to heat our homes and run
our factories.

(1)
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The American people want to know whether the price of oil will
keep going up and what our Government and our oil companies can
do about it. They want to know what our Government and companies
are doing to offset another possible oil embargo.

On the basis of the testimony at these and whatever subsequent
hearings may be held by the Energy Subcommittee, and drawing from
the study now being conducted by the GAO, the Joint Economic Com-
mittee will offer specific policy recommendations to Congress.

We welcome our witnesses today. In recent years there has been no
lack of criticism of our oil companies, much of it quite merited. But
some of it, I suspect, has come about by a failure on both sides to
explore these difficult problems with an open mind and a willingness
to listen to the other fellow's point of view. We hope this exchange
can be frank, candid. outspoken-but respectful.

These hearings will not dwell unduly on past events since other
committees of Congress have conducted exhaustive inquiries into the
historical record. Nonetheless, the perspective of history is important
in understanding three major areas of concern.

First, the new relationships that now exist between multinational
oil companies and producing countries have raised questions about the
companies' priorities. Is it to get the best price for the American con-
sumer? Or is mere access to crude the companies' top priority. regard-
less of the price imposed by the cartel? Whrliat is the best interest of the
United States?

It is clear that OPEC governments are rapidly assuming full owner-
ship of the means of producing oil within their respective boundaries.
Exporting nations have increased their share of ownership from 12
percent in 1972 to 62 percent as of last January. When the final ar-
rangements between the Aramco partners and the Government of
Saudi Arabia are completed. national participation will increase dra-
matically and Aramco will become independent of the multinational
oil companies-Socol. Texaco, Exxon, and Mobil-which now share
its ownership. It will become, in effect, an "Eighth Sister," in reserves
the largest oil company in the world.

But this historic shift from ownership to participation has not elim-
inated the essential role that major multinational oil companies per-
form for OPEC governments. The companies explore for, transport,
refine, and sell most of OPEC's oil. Countries which have nationalized
concessions have not waved goodbye to the concessionary companies.
Instead, they negotiate continuing long term, preferential sales con-
tracts with the companies as a way of guaranteeing outlets for their
production in world markets.

The companies. many observers believe, give priority concern to
achieving long-term access to these crude supplies that are essential in
maintaining the operations of their vertically integrated structure.
Mfore than this, there is growing concern about whether the companies
are playing a vital role in helping proration crude production among
OPEC countries in a way that protects the basic price set by the cartel.

In short, many Americans want to know whether the major com a-
nies and the producing countries have important common interests that
often work against the goal of achieving lower oil prices for
consumers.



3

Second, the perspective of history is necessary in evaluating the im-
pact of these supply arrangements upon the price of imported oil.

Viewed from the standpoint of a refiner in the United States, the
delivered cost of crude oil imported from overseas more' than quad-
rupled, from less than $3 to more than $13 per barrel, between 1970
and late 1975. From the standpoint of the oil-producing countries who
are members of OPEC, the same 5 years have seen their "take" or
revenues per barrel of crude, jump. by a factor of 11, from a little
over $1 to a little over $11.

Opinion is divided as to whether this is a reflection of the power of
OPEC as an organization or of the power of the individual govern-
ments which control large shares of the world's oil productivity and
which happen to be members of the organization. Either way, the
spiral of crude costs and the explosion in government "take" resulted
from the actions of governments, emboldened by the walling poqwer of
the oligopoly of international major oil companies.

The producing governments first succeeded in asserting their power
to set the "posted prices" of the oil produced in their countries. Then
they raised those prices. With each successive hike in posted prices,
the cost of oil to the companies operating in the OPEC countries went
up.

The lion's share of the price increase occurred in the winter of
1973-74, coincident with a supply shortage which was "artificial" in
the sense that it arose not to natural, physical constraints on produc-
tive capacity, but rather to governmentally imposed cutbacks of pro-
duction in aid of the anti-Israel embargo. Artificial as it was, the
reduction in supply brought the law of supply and demand to the aid
of the decreed high prices and, theoretically, helped to make them
stick.

We might have expected prices to recede after the end of the em-
bargo, owing to the great excess of supply' over the depressed world
demand for OPEC oil. Some authorities invoked classic economic
theory to predict that this would happen. But it has not. On the con-
trary, the 21/2 years since the embargo have seen OPEC succeed in
raising prices even further in the teeth of an oversupply situation that
has sometimes been labeled a "glut."

We cannot avoid asking the question: Did the multinational oil
companies play a key role in helping set production quotas among the
OPEC members, and thus support OPEC's ability to maintain the
cartel price?

Third, the perspective of history helps illuminate the inadequacy of
present policies of the U.S. Government in regard to international.
oil.

The exhaustive hearings conducted by Senator Frank Church be-
fore the Senate Subcomnnittee on Multinational Corporations con-
clusively demonstrated that for most' of the postwar era the U.S.
Government viewed the multinational oil companies as instruments
of U.S. foreign policy, especially in the Middle East, and that the
U.S. Government also considered the interests of the companies basi-
cally identical with the U.S. national interest. Out of these two as-'
sumptions evolved the system of oil allocation administered by the
majors and relied upon by the consumer nations.
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This system has now collapsed. As a consequence, the policy assump-
tions on which the system was founded can no longer be relied upon.
It would appear, however, that our Government has yet to recognize
this fact or adjust itself to the new realities of the international oil
market.' In fact, if one steps back and assesses the record of the last
6 years', it would be hard to devise a series of U.S. policies-includingo
the oil tariff and threats to invade producer countries-that could
have better served the interests of OPEC. It is largely a record of
confusion and false starts, misunderstandings, and limited success.

The hearings on which we embark today are premised on the belief
that it is time, to put aside our feelings of futility-and hostility-
in our dealings with OPEC and look to our strengths in 'the 'inter-
national oil trade, without, however, resorting to the bluster' and empty
threats of our initial response to the embargo and the 'OPEC-in-
duced price increases.

I have long believed that our best hope lies in an effort to cooperate
with oil-producing states, as wvell as with consumers. BRut this does not
mean that we'should do any less than try to maximize'onur onadvan-
tages and strike the toughest bargains possible. This 'means giving the
OPEC members solid means for 'not raising the price of oil or"
instituting another embargo.

A number of propositions need to be examined and evahuaied. For
example, should the United States assume a more direct role in the
negotiations between multinational companies and the producing
nations, such as requiring U.S. approval of all long-term supply con-
tracts? Or should the United States simply require the companies to
provide, the Government with full and complete information about
such negotiations while reserving the right to intervene if U.S. inter-
ests require-it? Should the United States become the principal pur-
chasing agent of OPEC oil, thereby removing the companies from
their new'role of de facto managers of production levels among OPEC
members? Or, alternatively, should the Government support the com-
panies in a common effort to force a lower price by their refusing to
market oil at irrational and inflated prices.? Should the production
subsidiaries of the major oil companies be separated from their trans-
portation, refining, and marketing subsidiaries as a way of cenierating
greater'competition among companies in the purchase of OPEC oil
and as a way of denying to OPEC the guaranteed markets of the
vertically integrated companies? Finally, what institutional''reforms
within the U.S. Government are needed to provide the United States
with the capacity to play a more direct and coherent role in the
international oil market?

The answers to these and related questions are, neither simple nor
self-evident. This is a policy area of great complexity, one ill-suited
to gimmicks or pat answers in the search for lasting solutions. But
this much is certain, we, as -a Nation, can no longer afford to lurch
along from crisis-to-crisis, simply hoping for the best, in the absence
of an international energy policy based on the realities of today's
world.

Senator Javits.

OPENING STATEMENT OF SENATOR JAVITS

Senator JAVITS. Mr. Chairman, I will be very brief.
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Mr. Chairman, I consider this one of the most important hearings
the Joint Economic Committee has had because I find, a state of con-
placency' ii.the cdountry and in theG6veinrnent about 6ne of th? iost
critical problems of American'life, and that is the c'iftinued effective
operation of our economic system and our industrial plaiit, 'vhich
'indispensably is fueled' by '611. The world cannot bear up uinder-
notwithstanding that we seem to have tried to adjust to itL-~so cata-
clysmic a rise in the price of raw materials as has taken place in the
price of oil.

I attribute to the rise in the price of oil the principal reason for the
near depression beginning .in December of 1974, and for the rate of
intolerable inflation experienced in 1975. I don't think even the OPEC
oiuntries' realize whiat they have done to this world in which thtey live.

Sedond,coinplacency: is evidenced by a complete lack of conserva-
tion of energy in this country: The lack which is so grossly negligent
as to be almost criminal in terms of its eventual impact on the American
people. -

We are not less dependent, Mr. Chairman; we'are moie dep'n'dent
upon'foreign soil sources of a highly unstable and difficult political
nature; And finally, by our failure in 6ther'respects, we have been
driven to the- drastic remedies of enforcing antitrust laws by legisla-
tion which are inherent in the divestiture concept. We would not be
anywhere near such'drastic decisions, both in American politics where
we abhor bills of attainder and ex post facto actions as a principle of
life and as a principle of justice; but nevertheless, we are driven to
their serious consideration because of lack of effective bargaining with
the OPEC countries, attributable to our own weakness

I will appreciate, as will the Chair, the view of these witnesses on
the question of divestiture, and whether it will do us more harm than
good. I know that they are prejudiced nonetheless, they are the people
in the business and we know that they have their point of view for very
selfish and understandable reasons. But the facts are critically impor-
tant, as to what it will mean.

For myself, I have been unwilling as yet to vote for divestiture until
I know what it means. It is easy enough to divest, but it's awfully hard
to put the "scrambled eggs" together again if you find you have made
a horrible mistake.

So, Mr. Chairman, I would like to compliment you and Senator
Humphrey, the chairman of our committee. We are not a legislative
committee, but we are the "think" committee of the Congress, and of
all the things we need in this field it is thought and energy and getting
rid of the idea that it is all okay, business is as usual, and that you can
still drive 60 miles to dinner. We simply cannot afford it we cannot
do it. As I say, it is so grossly negligent of our future as to be criminal
in its implications.

Thank'you, Mr. Chairman.
Chairman IENNEDy. Thank you very much, Senator Javits.
We will;'start off with our first witness, Mr. Tavoulareas, and his

associates. He is in his present position as director president and vice
chairman of the executive committee of Mobil Oil Corp. since 1969; he
joined Mobil in 1947 to work in the Middle East accounting depart-
ment'; since then he has worked in corporate planning, analysis, the
supply and distribution of international sales. Since 1965, as senior
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vice president. he became responsible for planning, supply, transpor-
tation in Middle East and Indonesian affairs. In 1967, he was chosen
president of the North American division, and we are looking forward
to his remarks.

I want to welcome you, Mr. Tavoulareas, please introduce your
associates.

STATEMENT OF WILLIAM P. TAVOULAREAS, PRESIDENT, MOBIL
OIL CORP., ACCOMPANIED BY GEORGE BIRRELL, GENERAL

COUNSEL; AND LARRY WOODS, VICE PRESIDENT OF PLANNING

Mr. TAVOuLAREAS. Mr. Chairman, I would like to introduce George
Birrell, general counsel of Mobil Oil Corp. and Larry Woods, vice
president of planning, Mobil Oil Corp.

Chairman KENNEDY. Thank you. Proceed.
Mr. TAVOULAREAS. 1 have a prepared statement, and I would like to

read the statement, if I may.
My name is William P. Tavoulareas. I am the president of Mobil

Oil Corp., and I appreciate the opportunity to appear before you today
to say a few words about the international oil situation.

Today. I would like to discuss the relationships which the companies
have with the major producing countries. to indicate what appear to
me to be logical ambitions for these countries and to explain the role
which the companies perform in the world of international petroleum
trade. I hope thereby to demonstrate wlhv the U.S. Government should
understand these various matters which bear on the welfare not onlv
of the companies and producing countries but, more importantly, of
the United States and the free world. Finally, I will outline the steps
which the United States should take to lessen its dependence upon
foreign oil.

Our company's operations in the Middle East began in Iraq before
the Second World W1,rar, after that war -we secured participation in
the Arabian American Oil Co.. better known as ARAMCO, and the
Iran Consortium. While the history of oil in the Middle East has at
times been colorful and interesting, I do not believe that reviewing
historv will contribute meaningfully to the objectives of these hear-
ingys. There have been many discussions and negotiations in the last
25 years, and I have participated in most of them; it would take hours
for me to go over the details of those events.

There is, however. one observation I would like to make with respect
to our historv in the Middle East. since the late H40's there has hardly
been a period when we were not negotiating some open issue with one
or more of the producing governments. In this regard I would like to
make two points.

First, the producing governments have shown great tenacity and in-
creasing sophistication in the negotiations which have been held over
the many years; in short, they are very intelligent and experienced and
are not pushovers for gimmicky arguments or ploys, as some people
believe. They require tliesame kind of hard facts and persuasive argu-
mnent that vou would expect in any negotiation conducted with the top-
ranking economists. businessmen, or politicians in any country. Perti-
Ilent to this point is a quotation which appeared in the May 17 issue
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of Petroleum Intelligence Weekly from an interview with Howard
Page, former director of Exxon and the dean of the oil company nego-
tiators during much of this period.

I have the feeling that many of the proposals and theories start with the
premise that.the OPEC people are stupid and naive and can be easily fooled
or frightened. My personal experience is that those OPEC representatives I have
dealt with are far smarter than any of the people who make these kinds of
suggestions.

Second, these negotiations have been conducted against an ever-
changing background of economic and political developments. 'We have
found it necessarv to revise our agreements on the basis of changed
circumstances. We have learned there are no quick fixes that will settle
all issues for the indefinite future. Thus, we have seen our financial
ar rangerments with the producing governments change from payment
of a royalty only in the 1940's to a payment of a royalty and a tax in
1950. Between 1950 and 1970 we saw the Iranian nationalization, the
partial nationalization in Iraq, the overthrow of the Iraqi Government,
interruptions of supplies, endless negotiations on crude oil realizations,
and a multitude of ministers with whom we had to deal; through all
of this, crude production constantly increased to meet the world
demand.

In 1970, following the closing of the Suez Canal and the surge 'in
freight -rates which that event occasioned, Libya was able to obtain
greatly increased prices for export of their crude, which was so con-
veniently located in relation to the large European market. Then, in
February 1971, we negotiated a 5-year agreement with the OPEC
countries in Teheran. We had every right to expect that this agreement
would endure for the full 5-year period. And yet, within a relatively
few months there was a fundamental shift in the parity of the U.S.
dollar against nmajor foreign currencies. There are differences of opin-
ion in the industry as to whether the 1971 agreement contemplated the
possibility of such a change, and it is fruitless to argue whether the
words could be read to contemplate such la change, but the fact is that
a deterioration' in the value of the dollar was a shocking event to the
producing countries; it was unprecedented and unpredicted, it greatly
decreased their oil revenues, and it caused them to insist upon a cur-
rency adjustment.

'lWhen OPEC was established, the question had arisen as to whether
the companies should be able to set oil prices unilaterally. In 1971 we
agreed to negotiate with the governments the tax reference or posted
price, and the companies continued to have a role in setting prices un-
til the latter part of 1973 when the governments set prices unilaterally.
With the benefit of hindsight, I believe it might 'have been possible to
have had a further negotiation for new price levels even as late as the
fall of 1973, but I do not believe that such a negotiation could have been
concluded on an acceptable basis to the oil companies and the govern-
inents. It was my belief at that time that the price expectations of the
producing countries were greater than the companies could have
accepted.

While the shock of the devaluation of the dollar was unsettling, a
more fundamental change was also occurring. Oil demand, particu-
larly for U.S. imports, was growing faster than anyone's expectations.
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In the years immediately preceding October 1973, the United States
had moved from a relatively minor importer of petroleum-imported
crude was 11 to 13 percent of U.S. total refinery runs over the 1960-70
period-until by the fall of 1973 the United States had surpassed Ja-
pan as the world's No. 1 petroleum importing country- (6.3 Mbbl/d
versus 5.4 Mbbl/d), and imported crude represented 25 percent of
refinery runs. Production in the OPEC countries was rapidly increas-
ing toward the limits of capacity, and the producing governments
could see that they had increasing strength on their side, causing con-
tinuing pressure for higher prices, over and above the amount neces-
sary to correct for the devaluation of the dollar.

In any case, by October 1973 the companies had lost their freedom
to price crude oil exports. The "War'? began on October 6, and at a
meeting in Kuwait on October 16, the companies were not even invited
to take part in the price deliberations. These OPEC deliberations re-
sulted in a unilateral increase for the price of the marker crude-
marker crude is the price of Arabian crude used as benchmark-from
$3.01/bbl to $5.22/bbl, an increase of about 70 percent and the clear
precursor of the much higher crude prices which were to follow.

On October 18 an embargo was instituted against the United States;
it was later expanded to certain other consuming countries. In Decem-
ber the OPEC members met again, this time in Teheran. At this meet-
ing a further increase in crude prices was agreed upon, although
apparently not without some internal dissension. Effective in January
1974, the price for the marker crude rose to $11.65 a barrel, more than
double the price they had set unilaterally only 2 months earlier.

Over this same period the producing countries increased their em-
phasis on the need for modifying the old concession agreements to
achieve participation. Participation was not a new idea, but had orig-
inated with Resolution No. 90 passed by OPEC on July 26, 1968; the
term was taken generally to mean the entry by the Government into
the marketing of some production and also the contractual right to
influence operating decisions. *With the oil received from participa-
tion, the producing countries could do some direct marketing of crude
oil, including some through auction sales. I should perhaps pause here
to state in a bit more detail the events surrounding the auction sales of
1973, since there is a body of opinion in this country to the effect that
the auction of U.S. crude oil imports somehow could produce a lower
price.

In an auction, a company with few alternative sources of supply
tends to bid a price high enough to secure the required quantities. On
the-.other hand,: the company which has alternatives tends to bid a
price liclh is competitive with those alternatives.

So, what happened? In the crisis atmosphere of the embargo many
of the smaller companies panicked, and at the Iran auction in the fall
of 1-973 a high bid of $17 a barrel was made, more than triple the then
posted price. In Nigeria, some independents bid as high as $22 a barrel
for the low-sulfur, conveniently located Nigerian crude. Certain
OPEC countries then used these prices to justify the OPEC price
increases of December 1973.

That an auction system holds no promise for reduction of. crude
prices for the United States seems obvious to me, but I leave it to the
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unbiased observers to judge for themselves from the facts. Ceitainly,
at the time when.the question is most critical-when there is a short-
age-the auction alternative will only produce higher prices; and if
there is a surplus, the seller can either. set an upset price or refuse to
sell, in much the same fashion as the U.S. 'Government now establishes
minimum bonus prices for offshore lease tracts.

There has been considerable talk about the so-called final takeover
of. the producing company assets in. the OPEC countries, often re-
ferred to in terms of an end of an era or some other equally dramatic
appellation. To my way of thinking, the end of an era label overstates
the case; I believe one can discern a clear evolutionary' trend-with
some benefit, of hindsight-as the following few facts regarding the
profitability of oil 'companies operating' n the Middle East may
indicate. .

The table' attached to my statement shows' certaiih years,. 1948
right through 1975.; and' then the posted price-there is no posted
price shown for 1948 because there was no posted price in 1948-the
price at which we sell to our affiliated companies; the average govern-
mnent take; the' operating cost, and"the company.'profit. Now, if you
look at the last column, you will see how our profit has constantly
declined over the years 'from 1948 to 1975. So, to say that we favor
increasing, prices and lowering profitability, wvhich some people ap-
parently say, to me is unbelievable.

As you can see, the margin per barrel for 'the international com-
panies ...operating in the Middle East ha's continually decined since
Middle East oil became a factor in 'international. trade, while the
"profit" on the government, side has steadily increased. This evolu-
tionary process took 'place even while the companies owned 100 per-

.cent of the concession and controlled prices. The ?reent .move toward
100-percent ownership by the countries can be Viewed as yet another
step in a steady erosion of company unit profitability. I don't mean
to oversimplify the situation by implying that this is.the only con-
sequence 'of' 100-percent ownership, ,since it is clear that., the. 'host
governments have obtained access to substantial 4uantities of' crude
oil which they can utilize as they see fit and as economic conditions
warrant. Thus, for example, during periods of surplus we can expect
pressure on the-companies to lift 'a 'substantial part of the govern-
inert share, while the government will want to -market separately dur-
ing periods when supplies are tighter.

We are still seeing the emergence of the thinking of the host govern-
*jments as to what their future' role, in the international oil markets
should be, and only time will tell how they will ultimately decide to
proceed. Nevertheless,' at the 'present time they. appear to have very
little interest in investing in downstream ,marketing and' refinery
facilities in foreign countries. I believe there are. several, reasons for
this reluctance. First, these downstream functions are not as profitable
for 'them as the producing investments and other investments. they
believe they can or should make. In addition,' these downstream func-
tions are very capital intensive. The required investment for a daily
barrel of 'Middle East crude production 'has been as low as $300, and
.even now is running somewhat over $1;0Q0, while a comparable Etiro-

a See table, p. 15.
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pean marketing and refining investment would be $6,000 per daily

barrel, or more.
Mforeover, investments in consuming countries would have to be care-

fully selected to match the economic yield pattern from the crude

which each country has available. Finally, the downstream invest-

inents would be vulnerable to future expropriation by the consuming

country.
There does appear to be some interest in the part of certain OPEC

countries to become involved with ocean transportation. The depressed

nature of the tanker market has both helped and hindered this move-

ment. On the one hand, the depressed freight rates allow for low-cost

acquisition while, on the other hand, they restrict profitability. Over

a period of time the proliferation of producing country fleets may

well create inflexibility in the international movement of petroleum.

In their own countries, the producing governments have large plans

for future investments. There are substantial new investments on the

drawing boards for refineries and petrochemical plants, as well as for

facilities to export natural gas. One of the driving forces behind these

investments is the desire to retain more of the value added in the pro-

ducing countries than would be the case with the mere export of

crude oil. Moreover, investments in their own country are immune

from the risk of expropriation.
Apart from petroleum investments, there are of course large in-

dustrialization and military projects in all the OPEC countries, and

in particular in Saudi Arabia and Iran. Extrapolation of the current

trends of spending in the various OPEC countries in relation to the

likely levels of revenue suggest that some of these countries will be

far outspending their revenue sources, while others-and in particu-

lar Saudi Arabia-will amass large surpluses of dollars.
I would be remiss if I did not point out the importance of the

OPEC countries' crude reserves in the long term energy balances of

the free world. It is always risky to discuss reserve estimates because,

in spite of the technological progress the petroleum industry has

made, the only way to find out for certain whether hydrocarbons

exist is to drill. Bearing this uncertainty in mind, the OPEC coun-

tries currently process about 65 percent of the free world's known

crude reserves, and Saudi Arabia alone possesses rather more than

one-third of OPEC's total reserves. The important concept is the

pivotal role Saudia Arabia and Iran play. Indeed, so long as these

two OPEC countries continue to support OPEC, the cartel will last.

Generally, the Saudis have adopted more moderate positions on

price than other OPEC members. The more pressing revenue needs

and'political objectives of some other producing states have led them

to demand higher prices than the Saudis considered necessary, or felt

the economies of the free world could tolerate. It is of vital impor-

tance to the interests of the United States and the rest of the free

world that Saudi Arabia continue to feel justified in increasing pro-

duction, even though it will thereby also continue to amass dollar

surpluses. While Saudi Arabia wants to continue to be a close friend

of the United States, it is also sensitive to the problems of its part-

ners in OPEC and in the Arab world. Neither they nor their associ-

ates are immune to worldwide economic developments, including in-

flation. Recently King Klhalid stated that continued inflation in im-
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ports of manufactured goods would lead to a further increase in
crude prices. I believe his statement dealt more with long term trends
than with the short term position of Saudi Arabia on crude pricing.

This statement was written before the welcome action by OPEC
last week not to raise prices, mainly because of Saudi Arabia.

Because of the strains which will accompany too rapid a growth of
production, the Saudis and some other OPEC states would actually
be relieved to see us develop alternative, energy resources. They recog-
nize that there will be 'long leadtimes to develop coal, nuclear and
other alternatives, but if these other sources are not developed in
timely fashion, the pressure of energy demand growth throughout
the world can increase the risks of confrontation between OPEC and
the consuming countries. After all, we cannot expect these countries
to deplete their limited natural resources quickly, merely because we
won't face up to our own energy problems.

I expect that -we will continue to see adjustments in crude' prices to
reflect quality variations, locational differentials, and from time to
time, sweetners to enable countries with greater revenue needs to sell
somewhat more crude. They will continue to argue about these rela-
tively minor points, but I see no sign at present that the cartel will not
hold together. In February of this year, as an example, Iran lowered
the price of Iranian heavy crude by 9.5 cents a barrel. I could give you
other examples to- indicate that crude prices have been and are in a
continual state of flux within relatively narrow ranges, but make no
mistake-these are relatively small and do not significantly affect the
overall level of crude prices.

It is appropriate at this point to say a word about the role which
the international oil companies can or may play in the future, particu-
larly in the producing areas. We have now had experience with a num-
ber of years of Government "takeovers" in producing areas, and that
experience has shown that without exception the same or other Western
producing companies have been invited to return or to continue to sup-
ply services that are required iii these countries. To be sure, the com-
panies have not retained access to all of the crude they once had, and
the profitability has been less than before, as I already indicated. None-
theless, the fact that the W17estern companies are needed to play a role
in the exploration, producing, and transporting petroleum is an im-
portant one for us to understand in trying to asses the future. Let me
state the point more categorically.

Those who direct the affairs of most OPEC Governments have no
doubt that in their self-interest it is desirable to retain the services of
integrated Western oil companies and pay them-in cash and in access
to crude oil-to retain those services into the indefinite future. It is
important to understand, moreover, that while our profits are less than
formerly, the-vast majdrity-if not all-of the new capital will be pro-
vided by the countries and thus relieve the companies of the carrying
cost and risks of those investments.

By the same token, there is also emerging an understanding among
the OPEC countries that the companies with the large diverse markets
for a variety of types of crude are logical purchasers of crude oil which
the OPEC countries have to sell. There are literally hundreds of types
of crude oil varying from the very- heavy, high-sulfur Eoceiie crude
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produced in the neutral zone between Saudi Arabia and Kuwait to
light, sweet, high-gravity Nigerian crude which yields a large gasoline
fraction.. Since the demand pattern in the different areas around the
world is by. no means similar, the international companies have, for a
long time been, able to direct the crude oils which are most economic
in terms of yield pattern to those countries that can best use the types of
products that crude oil will produce.

Thus, for. example, the markets in Australia and the. United States
are heavily oriented towards gasoline, while many of the industrialized
countries in northwest Europe and Japan require large quantities of
heavy fuel oil. The typical U.S. refinery produces a very high yield
of gasoline and distillate-the so-called "light ends"-from a barrel of
crude oil-about 80 percent-whereas in Japan the refinery yield pat-
tern is 45-50 percent heavy fuel oil. In addition, about 60 percent of the
refining capacity in the Unite States has been specifically constructed to
run on sweet.-low-sulfur--crudes, and therefore cannot use high-sul-
fur crude oil; whereas much of the crude oil in the Middle East is high
sulfur. ;

If the: US. multinationals were to disappear rrom the scene for
whatever, reason, the foreign multinationals-many of them govern-
ment-supported and subsidized-could be expected to step into our
shoes. before they scarcely cooled to provide the services we had of-
fered. Such a development would be contrary to the interests of the
United States, but probably would be of less longrun concern to
OPEC; the world's oil demand would still be there and non-U.S.
companies would be dealing-with OPEC. How secure will the United
States feel iwhen it has to acquire oil directly from -foreign govern-
ments or foreign multinationals? The International Energy Agency
has designed an allocation system that relies on the major oil com-
panies for its implementation; how will this system work if there,
are no major U.S. multinationals?

Destroying the U.S. oil industry will scarcely contribute to the need
to find the new oil that we believe still exists in quantity overseas, both
inside the OPEC countries and outside them. Can the U.S. Govern-
ment playthe role that U.S. companies are now performing in vast
exploration-efforts around the world? Destroying the incentive or op-
portunity, to explore for additional supplies will only result in our
becoming increasingly dependent on OPEC.

Much of the constructive concern in the United' States over our rela-
tions awith the OPEC countries stems from our undue dependence
upon these foreign powers for our future energy resources. I believe
such concern is justified. What steps, therefore, can we take to improve
U.S.' self-snfliciency? Domestic crude production is falling. Increased
coal production is hampered by the combination of economic uncer-
tainties and, environmental restrictions. Similarly, growth of nuclear
power has been dramatically slowed down. Those who oppose increas-
ing our energy supplies offer only conservation as an alternative. While
we oppose waste, and favor conservation, conservation alone cannot
do the job. I would like to outline what I believe are the constructive
steps the United States should take in energy matters.

First, it' seems obvious to -me that we have what is a scarcity of de-
liverability of energy in this country, and not a scarcity of basic energy
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resouFces. Consequently,'we must With: all deliberate haste reach a con-
sensus on the'way in which wve will utilize-with 'appropriate safe-
guards-the' strengths we have inr coal and nuclear energy.

Second, on the matter of conservation, we must first define what is
meant by conservation. 'Unfortunately, some who talk about con-
servation have motivations which have very little to do with meeting
the energy needs of the American consumers.

They oppose all measures to increase supplies, and they believe that
if there is less ener&y to consume, these limited supplies will then have
to be allocated by ever-increasing prices or by gigantic governmental
controls. Of course, we can and should be careful not to waste energy,
and we can be a good deal more efficient in the waysiin which we use
energ--efforts to encourage such action must continue. But there are
still a great many. people in this country whose standard of living and
working conditions are not adequate.' In my view, developing addi-
tional supplies at'th'e'same time we eliminate waste of energy will
'avoid the inevitable confrontation associated with massive redistribu-
tion of .energy among consumers, and will also avoid the Federal
bureaucracy necessary to administer such a redistribution 'program.

Third, the United States will have to obtain increasing supplies of
energy no matter what 'steps 'are taken to reduce our consumption
levels:. As. the chart l attached to my statement indicates, American
energy' consumption will continue t6 grow even if we are able. t cut
our consumption 'levels to about one-half historical rates.

I think if we study the chart for just a moment, it will portray our
probleif. People talk about conservation, and'we welcome all measures
that will encourage conservation. But the fact remains that existing
production will only decline, as we can see from the-line called "pro-
duction." And consumption will continue to grow, even if we assume
that through higher prices and conservation we cut the growth'rate by
one-half-which is the lowest I have seen predicted by any of the
energy stidies.

There are only two ways of filling the gap, from U.S. resources, or
from imports. I just think we have not had enough emphasis on the
supply side of the equation. People have talked about conservation and
have talked very little about increased supplies.

Quite! apart from the need to supply growth in energy use, there is
also the need to overcome the production decline which has been and
will continue to be experienced from our domestic resources. As you
can see from this chart, between now and 1986 we will need to obtain
2.8 MMB/D from new energy sources just to replace the amount by
which our crude production from existing reserves will have declined
by then.

Having said that, the question arises 'as to where these supplies will
come from. Obviously, in the next few years we are going to be import-
ing ever-increasing quantities of oil from overseas. Even if we take
the most aggressive stance in utilization of coal and other energy
sources, we will not be able to stem the tide of imports for a considera-
ble period of time. While we are-and should be-uncomfortable with
ever-increasing levels of imports, we should remind ourselves that
major countries overseas have had an even larger dependence on im-

I See chart, p. 16.
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ports-in relative terms-for many years. Japan, for example, has
little domestic energy and therefore no alternative to dependence on
imported energy; the United States on the other hand has alternatives.

While the subject is not within the area your committee asked me
to discuss, let me just complete my list of elements for a U.S. energy
policy by saying that one of the ways that we can take somle of the
pressure off our import needs is to permit the domestic industr to
explore vigorously in virgin areas offshore in the United States. Triere
are signs that this effort is going forward, and for that I am grateful;
bitt the delays have been costly to the American economy.

At the time when the United States felt affluent enough in energy
matters to mark time with desultory debate, the countries surround-
ing the North Sea have fostered the most massive exploration and
development investments this industry has ever seen, even under the
most onerous physical operating conditions, with the result that the
United Kingdom is within sight of being self-sufficient in oil, for the
first time in its history, and Norway can look forward to being an
exporter of some importance. There are lessons to be learned from
these examples, and I trust that we will not have to learn them too
late.

In summary, I believe the best policy for the Government is to
encourage the development of domestic energy resources and at the
samie time to support the American companies overseas; at least until
we redress our overdependence on foreign oil, we must turn to over-
seas sources.

I think the U.S. Government should support the American com-
panies as other governments support their companies; destroying the
U.S. industry will only bring harm to the consuming countries and
ultimately to the United States itself. Let me say bluntly that I be-
lieve the American companies overseas represent a great strength to
the American economy and to the American Government. If you do
not agree with me, I would suggest that You talk with some of the
governments overseas to get their views; many of them have strug-
gled for years to try to secure a position which is only a fraction of
that enjoyed by our American companies. The American companies,
if properly supported, should be able to continue to secure the sup-
plies which America will need to import and to do so at the best price
available.
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It is my belief that the A-mericaii companies havc accomplished
much, and so I'm happy to have played some part in those
accomplishments.

Thank you. I shall be pleased to try to answer alny questions you
might have.

Chairman KENNEDY. Thank you very mnuch.
[The table and chart attached to Mr. Tavoulareas' statement

follow:]
COMPANY MARGINS ON ARAB LIGHT CRUDE, 1948-75

[Dollars per barrel]

Sales Average
Posted price to Government Operating Company

price affiliate, take cost margins

Date:
1948 - - -0.21 0.27 1. 56
1951- --- 1. 75 1. 75 .58 .27 .90
1965 -1.80 1. 49 .92 .10 .47
1971-Teheran (February) 2.18 1.85 1.26 .11 .48
1972-Geneva (January) -2.48 1.95 1.44 .11 .40
1973-Geneva (April) -2.74 2.30 1.69 .13 .48
1973-Kuwait (October) . 5.12 3.65 3.40 .13 .12
1974-Kuwait (January) . 11. 65 9.00 '9. 18 .17 (. 35)
1974-Kuwait (March) -11.65 9.50 9.18 .17 . 15
1975-Kuwait (January). 11.25 10.46 9.95 .29 .22
1975-Kuwait (October) 12.38 11. 51 10.98 .29 . 24

This figure would vary by company and transaction.
' Before United States taxes, if any.
'Government participation and take increased retroactive to Jan. 1.
Note.-Averaged over equity and buy-back crude from 1973 onwards.
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Chairman KENNEDY. We are going to follow the 10-minute rule for
questions that we follow in the full committee.

I am interested in your final comment and statement about the
relationship between the companies themselves and American policy.
I suppose one of the key questions which we have to consider is
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whether the companies are representing just the stockholders, -or
really looking at the interests of the consumers, whether''these. are
parallel or divergent interests. No doubt, they are representing and
trying to carry through the best interests, of the stockholders. But we
also recognize that this is a national energy issue. and we are trying
to fashion a national energy policy that will have many ir' plications
in terms of our whole economic strength, and the role of the United
States in the international economy. What we do here has' obvious
implications for many other nations. I hope to come back and get
some impressions of you on that issue.

Can we get to a matter about which I am sure you can be very
helpful,'and that is the increase in the cost of marker crude. We saw
in the results of the Bali conference that there wasn't any increase, and
someone. pointed out that it was basically an inability' to settle their
differences, over price differentials, and they never: really got down
to the hard bargaining, or decisionmaking on the marker crude.'

What do you expect to happen, in the market by the end' of this
vear e

Mr. TAVOULAREAS. You mean in the marketplace regarding the
crude price?

Chairman KENNEDY. Yes.
* Mr. TAvOULAREAS.. Well, I do not expect any more action by OPEC

toward the'end of this year.
Chairman KENNEDY. And then what do you see, how long will there

be price stability, now?
Mr. TAVOULAREAS. I think, if you read King Khalid's statement very

closely, I believe what you can look for in the future is price increases
which are parallel to inflationary trends.

Chairman KENNEDY. As principal executive officeri 'of one'of the
major and successful oil companies in the world, what are your own
views, or projections over the period, let~s say, of the'next year,'or
next '2 years, in terms of increased costs?

Mr. TAVOULAREAS. Increased cost of crude, as I said. I think will
follow inflationary trends.

Chairman KENNEDY. Well, inflationary, basically those of the
United States of 6 to 7 percent?

Mr. TAVOULAREAS. I think inflation for the goods they buy from the
free world.

Chairinan KENNEDY. Well, of course, that is such a varialie, isn't it?
I mean, obviously food products are different from'arms and all the
rest. Can you define it any further, I mean, is it 5 to 10 percent?

Mr. TAVOULAREAS. I could not'guess what the inflationary trend'is
going to be.

Chairman KENNEDY. But you are making decisions, over the next
year or 2 years, that it will be basically-a ball park figure-the basic
inflationary, international inflationary increase..

Mr. TAVOULAREAS. If I had to make a guess, that is the'guess I
would make. I hope that does not happen, I hope it will stay still for a
while because they have increased so rapidly a few years ago..

Chairman KENNEDY. But that is what you basically assumne,'as far as
your own personal 'view' as a person who has had a great deal of
experience.
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Mr. TAVOULArtEAS. Over a period of time. I think that is what we
ought to assume.

Chairman KENNEDY. Let me turn to another area of enormous in-
terest, I am sure, in terms of all the consumers, and particularly all
Americans who are very much interested in the stability in the Middle
East, and who are also trying to achieve some resolution of that com-
plex and difficult issue.

If there should be a deterioration there, and if there would be an
embargo, are we better off now to deal with that effectively as we were,
say, in 1973, or not?

Mr. TAVOULAREAS. I think we are worse off because we are more de-
pendent on foreign imports, much more dependent on Arab oil than
we were in 1973.

Chairman KENNEDY. Do you have any doubt. if there was an active
hostility in the Middle East, that there would be a resumption of the
embargo?

Mr. T.&vourAREAs. I would not really know. There was the recent
statement made by Saudi Arabian officials to the effect that an embargo
may not ever be used again, and need not be used even if there was a
war.

Chairman KENNEi)Y. What do you think?
Mr. TAVOUFIREAS. I really don't know. I could argue both ways. I

hope it is never used again.
Chairman KENNEDY. Is that generally the feeling in the industry?
Mr. TAVOULAREAS. I hope it is. Let me say something about price,

sometimes it is not good to express an opinion publicly, because they
may take it as a floor for a price increase.

Chairman KENNEDY. We appreciate that. but I think we appreciate
your candor, as well, and want to thank you for it.

But your own view is. if there were to be an embargo, as far as the
American economy, you feel that we may very well be. given the figures
of imports. the percentages. perhaps more vulnerable now.

Mr. TAVOUrAREAS. The whole world is more vulnerable now than it
wa s in 1973.

Chairman KENNEDY. Even -with the actions that have been taken by
the Con-ress in terms of strategic reserves, and all the rest.

Mr. TAVOULAREAS. I think -we have had a lot of action, but I don't
see one additional barrel of supply resulting from that action. We have
got to get additional energy resources developed. We have got to show
OPEC that we are serious about our energy problems. I do not be-
lieve we have to wait until the dav we develop self-sufficiency to have
a better bargaining position. I think if the OPEC countries see that
we are serious about solving our energy problems long before we
actually solve them, we will see some amelioration in their actions.

Chairman KENNEDY. W1i7haft is your impression. do you think that
they are impresced with what steps have been taken, or not so im-
pressed. or very little impressed?

Mr. TAVOULAREAS. Verv little impressed. They kid and needle us
about. "What are vou doing about the environmentalists lately: what
are vou doing about the Congress. they don't like you fellows very
miuch. do thev ?"

So, thev needle mis constantly. Theyr are verv clever. They are not
impressed with Vwhat the United States has clone in the energy field.
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Chairman KENNEDY. *What about the TEA, has that made any
difference -with regards to an embargo?

Mr. TAVOULAREAS. This is a subject on which I am sure a lot of
people would disagree. Some look upon TEA as a means of confr onta-
tion. In the last war the oil companies quietly were able to allocate
supplies in an equitable manner, and we have been congratulated by
the Government committee and by the EEC committee.

I, myself, would still prefer that method in the future. I think when
you create a force which becomes a focal point for confrontation, you
are more apt to get confrontation. I have had this view for some time.
Just this last week I read the communiques from Indonesia, and that
was one of the items they referred to, saying, "We still have to deal
with the consuming countries trying to confront us."

I am not arguing whether there is going to be a confrontation or
not, but if you. have a confrontation, you had better have the leverage
to carry it through. They have the supplies.

Chairman KENINEDY. Let me ask you, moving quickly to another
subject, what amount of your foreign investment is invested, just
approximately, in OPEC countries?

Mr. TAVOULAREAS. Oh, my goodness. I will try to get that figure, I
don't have it with me.

Chairman KENNEDY. Just approximately.
Mr. TAVOmAREAS. Well, right, now it is a very sniall figure because

little by little we have taken our investment out; I would say certainly
less than 10 percent.

Chairman KENNEDY. You can supply that for the record. The point
I am trying to get at is, what is invested in OPEC, and what is in-
vested in-non-OPEC countries.

Mr. TAVOULAREAS. W~Ve will give you that figure.'
Chairman KENNEDY. Would you say as a general policy matter that

most of the investment of the major companies is in the OPEC coun-
tries,rather. than non-OPEC?

Mr. TAVOuLXREARkS. Oh, no. a very small investment of the major
companies is in the OPEC countries. As I referred to in my statement.
we were developing a barrel of oil in the Middle East for as low as
$300 a daily barrel, where we spent as much.as $6;000 per daily barrel
to develop refining and marketing assets in Europe-$6,000 per daily
barrel. So, there is no comparison of -lwhat we spent in downstream
facilities versus what we spent in OPEC countries.

Chairman KENNEDY. Well, where are you drilling, are you drilling
in OPE C?

Mr. TkvouLAiREAS. Well, as a consortium we are drilling in and out
of OPEC. We are drilling around the world. I think we will continue
to drill, hope to create surpluses; that is one of the better means we
have of alleviating demands for higher prices. I think we should con-
tinmie to drill, continue to explore.

Chairman KENNEDY. On the question about where these decisions are
made, is it a conscious decision, a corporate decision, that you are going
to do so in OPEC countries, or are you going to Slant it over in non-
OPEC countries.? . ..

1 See response of Ir. Tavoulareas to additional written questions posed by Chairman
Kennedy, beginning on p .70.
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Mr. TAVOULAREAS. We drill in both areas. We are constantly drill-
ing in both areas.

Chairman. KENNEDY. Are there any incentives for drilling in the
non-OPEC, should there be more incentives for drilling in non-OPEC
areas, do you believe? Have you given any thought to that?

Mr. TAVOULAREAS. As you know, there has been a tremendous effort
in the North Sea; Alaska and the North Sea are the two largest invest-
ments outside the OPEC area. When the British Government finishes
with its demand for participation, I will give you an idea how great
the incentive is. Certainly, the incentive to secure supplies outside the
OPEC area is very great; we think it is good to drill outside the OPEC
area, as well as insi e.

Can I just make one other statement, Senator? You said in your
opening statement that sometimes the interests of our stockholders
and the consumers -will conflict. I must say, I don't know how different
companies operate at their board level, but I don't think they are too
different from us.

We realize that we are not in business for a day. If we'don't meet
the long term needs of the consumers, we won't meet the needs of our
stockholders. I don't find any conflict there.

Chairman KENNEDY. I suppose you would have to ask in terms of
American consumers, they begin to wonder, when a major oil company
has as much going overseas as they do-what kind of an incentive do
they have for trying to see a control of price overseas when they know
the international price is going up, there is going to be that much
greater profit here at home?

Mr. TAVOUILAREAS. I would like to answer that question.
Chairman KENNEDY. All right. And this goes back to the question

of whether you are really representing stockholders in this, or the
consumers..

Mr. TAVOuLAREAS. Well, let me tell you what happens.. We wel-
comed the action last week of OPEC to freeze prices. We would wel-
come even more action by OPEC to lower prices. Now, that is just a
fact. We have been accused of not wanting that, but in our board meet-
ing last week when we got the word that OPEC had frozen the price,
we were very thankful.

Now, it is wrong to think that we can just ever pass on to the con-
sumer the ever-increasing price, we never assume that. A part of the
strategy of a business organization is to keep its cost down all the time,
and OPEC taxes are only one element of cost.

So, even, let's assume on the small production in the United States
vou would make more money. if we had no price controls, but just
think of the volumes that come from the OPEC area, on which you
would make more, by having lower prices.

So, even to figure the economics out, I would rather see lower prices,
not higher prices. I know others say the opposite, but it's just not
true.

Chairman KEBN'NEDY. Senator Javits.
Senator JAvrrs. Mr. Tavoulareas, you say in your statement, "De-

stroying the U.S. oil industry will scarcely contribute to the need to
find the new oil that we believe still exists in quantity overseas, both
inside the OPEC countries and outside them. Can the U.S. Government
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play the role that U.S. companies are now performing in vast explora-
tion efforts around the world?"

Now, do you 'conceive of the divestiture effort as being' one which
would'destory the U.S.' oil industry, and if so, why; bearing in mind
that divestiture is simply expected to divide production from'refining.
and marketing, so that a company like your own would, letus-say, by
distribution with security holdersj still retain the effectiveness of the
three major branches of your business.

Why would divestiture destroy the U.S. oil industry?
Mr. TAVOULAREAS.. Well, let'me first go to the first part of your ques-

tion. I referred before to the need to continually drill, and continually
find more reserves, even though we take great political risks around
the world. I am a great believer that the best 'way to improve our
negotiating position is'not by fighting to divide up the' existing pie,
which a lot of the proposals are--such as how' do we get into. Aramco,
how do we get into Iran? - ..'

The' answer is that we want to tdo more exploration .around the
world-create more surplus-the more the surplus is the better chance
we have of lowering prices.

Now, when we find oil, oil has to go some place. We'go'into. the
OPECGc6untries, and they want us to supply some services. -They.want
us to explore, they want us to develop oil. In exchange for. that they
give us access to oil.

iNow, if the'United States said, "Well, we dont. really care 'foi you,
'Mr.- Producing Company,'- to operate in Saudi Arabia if you have
production-'let somebody else go over and bnv oil." The foreign pro-
ducing countries will then turn to a non-U.S. company that is not
broken up, and they deal with him; they give him oil supplies. Svif
in exchange for our providing service in a producing country they will
give us access to oil, why do we want to give up that access to oil-
when we want it for our markets? If you start separating us into
different parts, we will have no market that we will need oil 'for. So,
there 'will be plenty of European companies,: or Japanese companies
that will' take' over that role. . - - .

Senator JAvrrs. Well, when you say, "We have'no markets that we
provide oil for,"' one of the' wonders of the recent recession was why
Mobil invested invested $800 'million in Marcor. instead of investing.
it and :finding' more oil, or some other form of energy production.
Now, if'Mobil "sought' to diversify their operations 'in Marcor; then
owning a retail operation implies that'you don't make everything v'ou
sell, you don't get it out of the ground, you don't' makedit on a sewing
machine, you buy it from others.

So if -our company considered it good business to be an independ-
ent operator 'mnd buy from others in order to sell to consumers in the
retail field, why wouldn't it feel the same wav about oil? You would
be gettinf the oiL'you are confident of customers as AmericaIns are
using millions of barrels a day. and there will be compani'es-includ-
ing a Tart of your own-who will be in the refiningand selling busi-
ness. What is the difference? ' ' s -

Mr. TAvOULAREAs. There was 'a time' when the major parts of our'
profits' already were in the' producing end of our bu.siness, and that-
shifted to where more of our profits come from refining and market-
ing, in the last couple of years.
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We had to build platforms in the North Sea. The first platform
we built cost about $350 million, and the second platform, it looks
like, will cost double that amount of money. 'We are, able, now, to use
the cash flow from our entire corporation to develop that oil, and when
we develop that oil, the world has more supplies.

If you break us into small oil companties, who is going to be able
to handle the $350 million, $700 million platforms?

Now, as to Marcor, if I may say, there are two aspects to Marcor.
First of all, not one opportunity in the United States to look for oil
was turned down because we needed $800 million for Marcor. So, I
can assure you that no money was diverted from the search for oil
in the United States because of Marcor. I sit on the board, and I can
tell you that is a fact. As a matter of fact, in terms of bonuses on off-
shore between 1970 and 1975, Mobil outbid the whole industry. So, you
can see that we did not take money away from the oil side;

On the other hand, I must say, if you read the amount of bills in
Congress, including divestiture, that want to break us up, there is
even more reason in the future to look for Ma rcors.

If we have a limited opportunity to find oil, and then even with
that limited opportunity, we are going also to be broken up into little
pieces, I would say those attacks would make one look more toward
diversification.

Senator .JAVTvs. As a practical matter. having little experience in
the oil field myself, it is a fact. is it not. that you don't generate in-
vestment capital solely out of earnings and cash flow, you depend
enormously upon capital markets; you depend enormously upon joint
ventures, just as you have in Aramco. Isn't that true?

Mr. TAVOULAREAS. That's true.
Senator JAvrrS. See, frankly, I am asking you these provocative

questions because they are the questions before the Congress. We are
neutral.

Mir. TAVOUILABEAS. We appreciate that.
Senator JAVITS. I am neutral on divestiture, and I would like to

know why. The more information von give us on that score the better
as far as I'm concerned.

I would like to ask you just one other thing, which relates to your
statement, where you say what you think we ought to do. You say,
"'While the subject is not within the area your committee asked me
to discuss, let me just complete my list of elements for a U.S. energy
policy by saying that one of the ways that we can take some of the
pressure off our import needs is to permit the domestic industrv to
explore vigorously in virgin areas offshore in the United States."

Now, are we doing anything to prevent you. or keep you, or inhibit
you, or limit you in virgin areas offshore the United States and if so,
what is it?

Mr. TAVOULAREAS. WVell, the only way we call drill in offshoie areas
is for the Federal Governmnent. or in some instances the State govern-
ments, to put up the acreage. The acreage has been very slow coming
on the market. There are constant debates, constant lawsuits, and con-
stant delays; some unbelievable-some very necessary-others not so
necessary-restrictions on where the pipeline will go-where you will
put that refinery if you do drill offshore-so, we have been slowed
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down by the pace at wNlhich acreage is being put up and by the amount
of environmental restrictions that are put on operations. A good ex-
ample has been Alaska. We all think a certain amount of environ-
mental restrictions is great, but I think that Alaska is a good case
where we went far and lost a lot of energy for a lot of years for the
United States. If we had the energy in 1973, as we were supposed to
have it, I think we may have had a different situation during the
embargo.

Senator JAVITS. I must say, I like very much the part in your testi-
mony about the fact that the first indication of a break in our need will
cause OPEC prices to come down, and they will come down, probably,
very sharply. That's why I am so hot for conservation because it would
be easy, direct and immediate, except for the disposition of our people
and the unbelievable complacency of our Governmient.

But the U.S. authorities argue that when they put up "virgin areas"
the bids don't come in. In other words, the oil companies are not com-
ing through with the kinds of bids which the United States has a right
to expect, if the oil companies consider these virgin offshore areas their
best opportunity.

Mr. TAVOULARIEAS. Well, firlst of all, there is now a question of some-
body asking what is the right value for a block?

Senator JAVITS. Right. Whether the bids are commensurate with the
value.

Mr. TAVOULAR:EAS. Recently, in the Gulf of Alaska, there were bids
as high as $60 million iii completely virgin territory, where only one
well was drilled, I think at a cost of $11 to $14 million, and aban-
doned at 5,000 feet. It is an area of tremendous tides and disruption,
much worse than the North Sea; and we saw bids of $7 or $8 million
being rejected. I question that kind of action, I really do. If we get
oil out of the Gulf of Alaska within 7 or 8 years, I will be very
surprised.

So, to say now, "I don't think this bid was high enough," or "This
bid is high enough," when you put it out to the industry and they all
bid competitively, they can't bid together, who is the God that savs
that wasn't the right price? I think the prices were surprisingly high
for that territory in Alaska.

Senator JAVITS. My time is up. Thank you very much, Mr. Chair-
man.

Mr. TAVOULAREAS. We bid $250 million in the Gulf of Mexico, it was
dry; this is what happens.

Chairman KENNEDY. Congressman Hamilton.
Representative HAAMTLTON. I would be interested, sir, in your im-

pressions of the present administration policy with regard to the
price of crude oil in international markets. Are you, for example,
under the impression that the present administration policy is trying
to create any downward pressure on those prices; or are you under
the impression that they want upward pressure, or they are not enter-
ing into it in any way?

Mr. TAVOULAREAS. I think the statements by the President and the
hea'd of the Energy Agency, and Secretary Simon, all applauding
OPEC's action in keeping prices down together with the earlier state-
ments that they saw no need for a contimial increase in crude prices-
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I believe from conversations with certain OPEC countries-I am not
privy to-have all made' it pretty clear that the United States does
not really want higher prices.

Representative HAMILTON. Are you under the impression that the
administration is taking any steps, other than these statements that
you mentioned, to create pressure downward ?

Mr. TAVOUILAEA'S. Well, let me say, when you say pressure" it is
hard to understand in what area you mean. I don't know what pres-
sure the U.S. Government-can applV-I am not talking about mili-
tary pressure-Idon't.get into the political field-what economic pres-
sure the U.S. Government could bring on OPEC -that would force
them'to bring prices down. I wish I knew what it was, I donut know.
OPEC has the reserves. . '

Representative 'HAMILTON. So, you'are not aware of any steps being
taken'by the U.S. G'overhment,' indeed, you don't even see any possible
steps that the Government can take to create downward pressure; Is
rmv impressioh correct of your perception?

Mr. 'TAVO'LAREAS. Other than persuasion and talking, I honestly
don't know .of anything they could do to the OPEC countries.

Repiesentative HAMILTON. You really do not negotiate with- OPEC
on price at all, do you, you just accept the price they set.

Mr. TAVOULAREAS. Well, we have had some conversation with some
of their people, explaining to them why prices are too high, and telling
them that raising prices four times in 1 year was a disaster to the free
world, and in the last analysis not good for them. We have all these
conversations, but thev are just conversation; we have nothing to do
with setting the price, they set the price.

Representative HAMILTON. Let me ask you. do you 'view the interest
of the U.S. oil companies, and the interest of the'Governmeht in deal-
ing with'OPEC countries as being totally convergent? Is there any
real difference between those two interests?

Mr. rAvOULAREA. I see our association with the OPEC countries
and nrodncers around the world reallv in three parts. One is providing
servieos. I see nothing about providing services that is' in6onsistent
with U.S. Government interests. ' -'

The second is to try and get the lowest price possible. Now that they
set Drices, what'can we do except explain to them whv'the price is too
hifrh.. why it is not justified. and what it is doing to the free world.

Representative HAMILTON. Would not the Government's interests,
which are broader than the economic interests at this point be able to
be of some assistance? For example. we sell manv arms to the Middle
East and OPEC countries. Cannot there be a linkage with regard to
their desire 'for American military equipment, and our desire for ac-
cess and' lower prices on 'oil? Obviously. you cannot assert that inter-
'est. but' 'erhaps'if the American Government -were involved in some
Wav, perhaps it could be asserted.

Mr. TAVoULAREAS. I guess I am not qualified to answer in that re-
gard, whether you want to use military equipment sales to see if you
can bring about a 'price decrease. I have some doubt you could, but I
am not qualified to answer in that area.

ReprJesentative HAMILTON. Should the Government, or'Would it be
helpful for 'the' Congress to require access' to information On the nego-
tiations that occur between you and OPEC?
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Mr. TAV6VT.REAS'.. We report to the Government after each large
negotiating session, both to the State. Department and the Treasury,
and tell then what the negotiations are about. We have no problems
with access to tthe information on negotiations we participate in.

Representative HAMILTON. Do you see, any role, for the Govyernrnent
to phlj in these neg6tiatioins at all?. -

Mr TAVOu;AREAS; Well, I would say in the areas I spoke about price
aIid 'voliurne and services. Ireally see no role-they could play.

Representativ-e HAmIL'To. You have. an, interesting stateinent at the
end of your. statement which says; "I think the. U.S... Governiment
should support the American companies as other governments support
their companies."

What, specificallys -do you have in mind there? Are you under the
impression that the U.S. Government ought to be taking a lot of steps
which we are now not taking, and which other governments. do take
to support the oil industry in those countries? - ;

Mr. TAVOULAREAS. Maybe I can best illustrate this, when we go out to
see various OPEC officials, in the last 2 or 3-years,.they are.very quick
to tell u .how much we are criticized by our own Government for our
actions. Now, the criticism may be from newspaper accounts, it may be
from an individual Member of Congress, rather than the Government.
I would say we should get less criticism, and it should be confined to the
areas where it is justified. At-the least, I believe this is unwarranted
and seriously undermines ,our negotiating. position. with those
governments. -

We are 'tautted with, "Even your own -Government does not, trust
you," or "they think you conspired to do this.'?

The second point, in -all fairness, is-that we are being deluged with
an excessive amount of legislation over the last few years, the like of
which I have never seen; this does not help our negotiating position
abroad.

We have all kinds of suggestions by -various people' as to how they
are going to break the OPEC cartel. OPEC attributes these, com-
ments to the American Government and says, "Don't you tell them
those things won't work."

"Well, we don't get involved in that," we explain to them.
I think if the American Government would realize that in the area

of price 'and volume, and services, there is nothing inconsistent be-
tween our objectives and the American Government's objectives it
would help. I think we have gotten an undue amount of criticism in
the last 2 or 3 yearsi and it has hurt our negotiating posture tremen-
dously. I 'think 'less unwarranted, criticism would help tremendously
abroad.

Representative HAfimoN. Would it'help your negotiations with the
OPEC. countries if you had greater leeway from the Department of
Justice to consult with other American oil companies ?

Mr. TAVOUTLAREAS. Well,: there is 'one area on which I would like to
speak. Usually,' when we are discussingn matters with the OPEC gov-
ernments, we are talking about things which, can increase costs. Now,
it is always put in terms of a "price negotiation," but it 'really is not a
price negotiation, it is a cost negotiation.

Now, our attorneys are quite clear in telling us that this is not some-
thing that violates the antitrust laws. But there is enough doubt in this
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area, enough people attacking us in that area that I wish the Govern-
ment would come out more clearly.

I just don't believe the antitrust laws of the United States prohibit
companies to get together to resist higher costs. And yet, we know a
few years ago, when we got the clearance to meet in 1971 as a group,
so we could negotiate against higher prices and have some kind of
understanding with the companies that might have been nationalized
unilaterally because they took a tough stand, we got criticism on the
Hill and from the newspapers for getting together. All we were get-
ting together for was to resist higher prices, higher costs.

Representative HAMILTON. One final question. In your statement
you point out the fact that the declining company margins on profit-
ability dropped rather dramatically from 1948 to 1975, do you expect
now that that margin will level off ?

Mfr. TAVOULAREAS. Yes.
Representative HAMILTON. You don't expect any further erosion

of it?
Mr. TAVOFLAREAS. Oh. I think it will level off about the same level,

and I hope it stays there long enough to see whether the countries that
try to get a bargain-because some countries want to get less than that
figure-will be satisfied with the services rendered. I actually think
the figures should be higher, but that is the best we could ever negoti-
ate with them. I expect it to stay at about that level.

Representative HAMILToN. Thank you very much, Mr. Chairman.
Chairman KENNEDY. Congressman Long.
Representative LON.}. Mr. Tavoulareas. one of the things vou know

we are presently considering, particularly in the House of Represent-
atives, is this Outer Continental Shelf legislation, which relates to the
question that you were discussing with Senator Javits.

In mv State of Lonisiana vwe have a great deal of experience and
luekilv-I think luckily-wve have had a minimumni amount of environ-

mental harm. There is no question but that it caused some dislocations
in the environment. but some have been good and] some have been bad.
The recoguition of the economic impact. negative economic impact
that offshore development has to a State. I think, is finally being recog-
nized by that legislation. Perhaps Louisiana and the other States that
halve developed this over a long period of time went about it the wrong
way. asking to share in the proceeds of anything outside the 3-mile
limit, rather than asking for a share of the additional expenses that
are inrenTred by them. As you well know. Louisiana doesn't even get
anv sales tax on those items that are used outside the 3-mile limit.

This has caused us, contrary to what most people think, substantial
economic harm over a long period of time. The Outer Continental
Shelf legislation gives recognition to that problem, and in this regard
I favor it.

On the other hand. the onlv thing that. bothers me about it is that it
is so long in coining. The other end of it, with respect to the protection
of the environment in the setting forth of the different steps that have
to be taken in order to get a permit to operate offshore, off the Conti-
nental Shelf. or on the Continental Shelf outside the 3-mile limit in
most instances-vou and I both know there are a couple exceptions to
it, hut only a coUplc-do von see this legislation as speeding up devel-
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opment offshore, or is it likely to result in a 'delay of' offshore produc-
tion and exploration?

Mr. TAVOUYLAREAS. I just really do not know the specifics, I will
have to ask one of my government relations people to give you their
gtless. We have heard it said a few times that some of the States have
opposed the offshore because they have not gotten a share of the ac-
tion. To the extent that they get a share and -we can go ahead with off-
shore, I would say I would have to be in favor. To the extent that it
imposes undue environmental restrictions on the method of opera-
tions, it <would slow it down. Other than that I have no opinion, I
guess I am not that close to it.

Representative LoNG. I have about come to the conclusion, myself,
it is one of those where it is impossible to say whether it will, in the
long run, slow it clown or speed it up. I think it is going to slow it
down, in those States who are not doing it now , getting into it. They
are going to be more reluctant unless something similar to this law is
imposed. One, from an affirmative point of view, it gives them some
-money, and they look at that to push them forward a little bit toward
participating; on the other hand, negatively, it gives them additional
assured protection for the environment which is to some extent neces-
sary. The degree is where the question comes in.

And, looking at it long range, if we do impose a law that the compa-
nies are not able to live with, it could in the long- range end up in a
considerable slowdown.

I am a little bit like you are, I have'studied the legislation at some
length; and I have been looking at the development off shore of
Louisiana for a-number of years.

Mr' TAVOULAREAS;. Well, for example, there is one provision I believe
in, the bill that the State will have to approve the operations offshore.
You know, we have a national energy policy, but sometimes individual
States d&An't think they have a problem. You have heard the arguments
between New England and Louisiana, your State.

Representative LONG. You saw the bumper stickers during the
shortage, or during the embargo, "Keep our gas in Louisiana and let
the Yankee freeze."

Mr. TAvo:VLAREAS. *Well, I just feel we have a national energy
problem and the Federal Government should rule in this area. If we
have a multitude of governments, we are bound to be slowed down.

Representtntive LoNG. I am inclined to agree with you, I think it is
a national problem and that too much State control adds another
bureaucratic layer that ought not to be added to it.

Mr. TAVOULA&iEAs. That's about it.
Representative LONG. Two other minor points. In your statement

you stressed the benefits that the United States-based oil companies
give to the United States in securing needed oil supplies. If you coit-
tinue, thought the development of offshore-not offshore but outside
the continental United States, outside the offshore activity, the foreign,
let's call it, the production facilities, refinery facilities, and all of the
things that go with it, wlich as far as capital investment are concerned,
are so very heavy, if those will continue to be built abroad, rather than
in the United States, is this advantage to the United States because
of the fact they are domestic companies, going to continue, or what



28

is going to be that torn conflict that comes between the profit motive
of oil companies-which we well recognize-and the national interest?

Mr. TAVOULAREAS. Well, right. now: we got ourselves, in the position
where we are dependent on foreign supplies. I am very pragmatic in
this area, I say, let's recognize that condition, let's work on that con-
dition, let's try to increase our energy supplies and live with the facts
as they exist overseas. What we want from overseas, in my opinion,
is the maximum amount of security of support at the lowest possible
price.

If the means of getting additional supplies is building refineries in
producing areas, then I think that is something that helps our security
of supply. That does not mean at all that in the meantime I would not
be increasing our own energy resources-I don't think they are
inconsistent.

But if a country says, "As a price of additional supplies I want you
to help develop local refineries"'-as we did in Venezuela 25 years ago-
and then they want those refineries to operate in times of emergency,
then we ought to have those operating, and I think that gives you a
lot of security. I would like to have even better security, I would like
to have secured crude supplies and have my refineries where I want
them. That is not an alternative we have available.

I think these producing countries are telling you, "You. will get
more supplies if some of the refineries are in my area."

Representative LONG. After the final sale of the Aramco property
in its entirety is concluded with the Saudi Government, what, is going
to be the relationship of Mobil with the other former parent companies,
I think is the best way to describe them, that were the owners of
Aramco; is this going to be something that is going to allow. Aramco
to play these companies off one against the other with respect to future
negotiations of entitlement?

For example. also related to that could be Aramco coming and say-
ing, "Look, we want to come in with you on the North Sea." Would
you look at the first part of that problem, and the second part of it?

Mr. TAVOULAREAS. Well, on Aramco, whether the companies acquire
the word "Aramco" or the Government, that has not yet been settled.

Representative LONG. I am not worried about the word.-
Mr. TAVOuLArEAS. I just want to explain it. So, there, will still re-

main a company owned by the four. companies. Whether it is an
"Aramco." or a new "Aramco," is not important, is what. you are
saying. That company will operate in Saudi Arabia and acquire crude,
and give it to its partners.

NowN, if the Government all by itself wants to go into the North Sea
with somebody, it is certainly free to do that, there is nothing incon-
sistent with that. But, there will be almost no change in the relation-
ship between the four companies and Aramco. or a new Aramco.

Representative. LONG. Well, let me restate the question, then. Let's
sav the Saudi Government, instead of Aramco.

Mr. TAVOULAREAS. Right.
Representative LONG. Let's rephrase my question, instead of the

term "Aramco," which I merely vused as-a descriptive of the-activity
of the Saudi Arabian Government in its relationship with these com-
panies that were previously the parent companies of Aramco.
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Mr. TAVOULAREAS. All right. There will be a new relationship that
will grow, it already has. They will still deal with Aramco as a group
who will help explore in existing concessionaires and whatever new
concessionaires the Government will give them from time to time.

Representative LONG. The secret there is, as a group; that is really
the answer to my question, isn't it ?

Mr. TAVOULAREAS. Completely aside from that, the Government is
free to go with any one of the companies and deal with a different
venture. As an example, we are negotiating with the Government to
build a refinery at Yembu, on the Red Sea, we, Mobil, outside of
Aramco. Another one of the companies is negotiating with the Gov-
ernment to build a petrochemical plant, another one of the four owner
companies. There is nothing inconsistent about these two things.

The reason why it is important is because we see other internation-
als, foreign internationals willing to perform these roles, outside of
Aramco.

Representative LONG. So, you would not really see any advantage of
your sticking together and saying, "We will only deal with you as a
group" because somebody else would come in and fill that void?

Mr. TAvoULAREAS. If we were to say, "We won't deal with you, Mr.
Government," then we would have four, five companies bidding
against us, some others that are glad to fill the gap.

Representative LONG. What if the Saudi Government told you they
wanted to go in with you on the North Sea, what would be your atti-
tude toward that?

Mr. TAVOULAREAS. I think if they want to help and put up the bonus
money, I think we would have a favorable interest.

Representative LONG. That really gets into the question of the U.S.
interest in the multinationals when they go with their expertise of
moving with someone like the Saudi Arabian Government, which
already has a hold on them, as they do, into another major growing
productive capacity, doesn't it?

Mr. TAVOULAREAS. I don't think they have any interest to go to in
the North Sea, but if they want to put up their part of the-money, their
part of the risk capital, I wouldn't say, "We won't dealwith you."

Representative LONG. Well, I can see, as a business person, why you
would make that decision, I can well recognize it. But that really
points up the question that Senator Kennedy was raising about the
position of you as a businessman and the president of a corporation
that has a responsibility to its stockholders to make money, as dis-
tinguished fronm what our interest is as a national government in you
enabling the Saudi Arabian Government, which does not have the ex-
pertise, to move from where they have a complete stranglehold into
an area in which they are not now operative, and in which they could
become a major factor.

Mr. TAVOULAREAS. Well, the Government is encouraging all kinds
of companies in Iran and Saudi Arabia, and other countries, to go out
and help them in areas where they don't have expertise, today. We
see a tremendous amount of people passing through Iran and Arabia
to help in areas where they don't have expertise. The U.S. Government
is now encouraging just that.

Representative LoNG. Thank you, Mr. Chairman.

80-939---77-3
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Chairman KENNEDY. Senator Percy.
Mr. TAvouLAREAs. I mean, there was a large economic aid program

just signed between Secretary Simon and the Saudi Arabian Govern-
ment covering this area.

Representative LONG. I think there is one major difference, that we
are dealing with a very critical material here in which there exists
a shortage.

Chairman KENNEDY. The Chair recognizes Senator Percy. The Con-
gress is going to meet in joint session with the King of Spain. We are
going to have to recess the hearings early, and we have two more wit-
nesses. I want to give Senator Percy a chance. We all have additional
questions, and if it is agreeable with my colleagues, we will submit ad-
ditional written questions to you.

Senator PERCY. Thank you very much, Air. Chairman.
Because no one has anything good to say about oil companies these

days, I would like to start on a happier note. I would like to point out
that Senator Kennedy, Senator Javits, and I have been strong ad-
vocates of an agency for consumer advocacy, and we would all like
to commend Mobil for the very forward looking position it has taken
in this respect. We would a so like to commend Mobil's affiliates.
Marcor and Montgomery Ward, for the leadership they displayed in
helping us shape sensible, reasonable, responsible legislation favoring
the consumer.

My only question is: How could any responsible, good business
be against an agency that does not regulate, but is simply a spokes-
man for the consumer interest in the free enterprise system?

Mr. TAvouLAREAS. Well, you know we favor it, and we were very
quick to see the advantage of your bill. In all frankness, the people
who jumped on us for endorsing the bill have said, "We have seen
many agencies start with a very humble beginning, and then we see
how they grow."

I think that has been the biggest objection, Senator, really. We saw
the Federal Energy Administration say they would never have more
than a 100 people at any one time working for them, and they were
going to have a very simple method of allocation and price control-
they have 4,000 people working for them. We have 200 people full time
in Mobil working, answering their questions..

Senator PERCY. That is whv Senator Javits and I worked together
to end the Administration. Despite the administration's request for
a 3-year extension we have gone to 15 months. Yesterday, the House
changed their bill to 18 months. We appreciate your support there.

I would now like to ask you about conservation. Your company has
emphasized conservation in some outstanding ads that have been in
the best tradition of the American enterprise.

Do you think this country is doing enough in the area of conserva-
tion of petroleum products? We are now more dependent on outside
sources than we were at the beginning of the crisis. We certainly rehv
more now on Arab-OPEC countries than we ever had in the history
of the Nation, and these countries are obviously politically as well
as economically motivated. Are we doing enough to conserve our own
resources ?

Mr. TAVOULAREAS. -I am discouraged in terms that we have not done
and are not doing more on conservation. I think we should do more.
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On the other hand, conservation is not going to solve the problem
we have. I want conservation and we should encourage it.

Senator PERCY. Well, it will help, certainly.
Mr. TAVOULAREAS. Yes; it will help, but unfortunately not very

much-but it will help.' Why do I say that? I showed a chart l before
that had a 2-percent energy growth from 1976 to 1986. That percent
was half the historical level and -had in it a number of factors. Thatis basically the energy growth predicted by the Ford Foundation
study which had in it all of the measures that Senator Kennedy hasin his proposed bill-which is a 'good step in that direction-and
many more stringent measures; and still, they only thought theycould cut energy with higher prices, more stringent measures on con-:servation, they only could cut ieneigy from 4 percent to 2 percent. Andthat is a magnitude, in that study, 'that I believe went further thanthe American people will accept, when you get down to it. I think it isvery tough to impose legislation and follow up some of the hard things
we have to do in this country to have more 'conservation.

So, I guess what I am saying is, I would keep all the pressure onconservation, but I would like to see some recognition for the needfor more supplies.
Senator PERCY. Then, there are two possible solutions.
Mr. TAVOULAREAS. Right; both at the same time.
Senator PERCY. First, on conservation, Mobil supported the 55.-mile- per-hour speed limit, and that is literally the only thing Congressdid for a couple of years-that is the only thing we did. I traveledwith the State highway police this weekend and saw what the citizelnband radio does to even that small measure. But at -least we have donethat.
Now Senator Kennedy has. introduced a bill, the Energy Conserva-tion Act, S. 3424, to give an incentive for people, homeowners; smallbusinesses, to insulate and protect themselves; to use less fuel; and toheat just the inside of their-homes. In principle, is that the kind ofmeasure,-providing incentive for focusing-attention on conserving fuel,that you think is worthy of adoption?
Mr. TAVOULAREAS. Yes.
Senator PERCY. Do you think that an attachment to the FEA exten-sion, would be a logical way to move S: 3424 into- legislation this year?Would it be in the national interest to have this Congress really dosomething that-affects every homeowner, and virtually every American-in a very concrete. way?
Mr. TAVOULAREAS. In principle anything that will encourage con--servation I endorse wholeheartedly.-
Senator PERCY. Very -good. Let's talk about the other end of thatspectrum--
Chairman KENNEDY. Before you leave that point- [laughter].
Senator PERCY.- Well, I've finished, Senator lennedy. On your owntime. . O y o
Mr. TAvOuTLAREAS. I guess I can't get away with that one.

! Chairman. KENNEDY. 'Could you try and do a little better thanprinciple" ? [Laughter.]

1 See chart, p. 16. : -
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Today you weren't going to be asked about that, but we have been
meeting with some of the other companies, with Gulf, who attended
the meetings. You could take 'a look at it. I think it does what you
said. Perhaps we could get a response to it.

Mr. TAVOuLAREAS. We will be glad to. Thank you very much,
Senator.

Senator PERCY. I am not a cosponsor of the bill; but just as an
interested person, looking objectively, I'd have to say it looks to be a
very concrete thing.

Senator JAVITS. Let me just add, Senator, the House, at the same
time it cut the FEA, cut the conservation fund by $37 million. That
shows what I meant when I said-

Senator PEmy. That is why I think we have got to do something.
We know the FEA extension bill is going to go over to the House, and
we think it ought to go over with some conservation legislation in it.
Everything we send ought to have conservation built into it.

I also agree that there is no way to develop supplies in our free
enterprise society unless there is an incentive to do so. How do we
develop the conditions that will attract more investment capital in the
field of energy? I mean capital other than Government funds. We
decided to pour Government money in through ERDA and other re-
sources, but that can only be a catalyst. The real money has to come
from the private sector.

How can we be assured that we have set up conditions attractive
enough to bring in the capital, the technology, know-how and research
that we desperately need?

Mr. TAVOULAREAS. Well, let me go back and talk about a couple of
things, two things that aided the industry over a long period of time,
and we got tremendous criticism for-and I am not trying to go back
over history, but it did a job for this country. If you do a job for the
country, it is very difficult to escape criticism.

We had all kinds of criticism about the import program. The im-
port program was something which in effect held up the $3 a barrel of
oil price in the United States. This was said to be an "undue profit," a
"windfall," et cetera. I would like to see where we would be today if we
had not had the import program. The same was true of depletion:
Depletion gave the oil companies a break to produce energy for the
U.S. people.

Somehow we have got to get ourselves to the point of adopting pol-
icies that are good for the people and to be willing to withstand the
criticism when in the interim somebody gets a break. So, what am I say-
ing? If we are willing to pay foreign governments $13 a barrel for oil,
I can't understand why we won't pay U.S. people $13 a barrel for oil,
and hopefully thereby encourage other sources of energy, because we
are not going to solve the problem in this country by oil alone. I wish
we could-I just don't believe the oil is there. I wish it were. Maybe we
will be surprised, maybe we will find another Middle East off the At-
lantic coast, and then we will all be very happy-we ought to try.

But then, once we move from that, we have to give a price level and
even subsidies-I know I'm right back where we started. In the last
analysis, what are we trying to do? We are not trying to give c6mipanies
profits, but we are trying to give the American people security of
energy.
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'-So, all the criticism we got from the import program, all the criti-
cism we got on depletion, produced the oil at a very cheap price. For
many years at a price lower than foreign oil, and for a handful of years
at a price higher than foreign oil.

So, we have to take the very bold steps of seeing that we are going to
help support these energy industries and see they get a fair rate of
return. I don't know how you get from there to here. I really don't
know how you get this kind of a bill through Congress, the administra-
tion, in political times. But, if you are going to try to solve the energy
needs of the American people, we are going to have to face that kind
of a problem.

Senator PERCY. Mr. Chairman, could I ask one last question on the
whole issue of bribery and corruption on multinationals? Last week
the Organization for Economic Cooperation and Development, the
OECD, unveiled a code of ethics for multinational corporations, and a
code of governmental responsibility to private firms. Has Mobil found
it necessary to pay bribes, engage in kickbacks, give in to extortion in
order to do business overseas? Has Mobil studied the OECD code,
which I have so strongly advocated, and will Mobil support the OECD
code and do everything it can to implement the code on an interna-
tional basis?

We are not legislating morality for American business on one side
and leaving the rest of the world out; we are advocating morality
across the board. This is another form of pollution, and we in the free
world must recognize that we have to get rid of it together.

Mr. TAVOULAREAS. Your question has two parts, and on the first
part, we have made a reasonably thorough investigation, and we find
that we have not had widespread bribery as a means of doing business
*abroad; we have not had to involve ourselves in that.

Every time someone told us they think something happened in a
certain country we went into it in great depth, and we found ourselves
to be free from anything that ever approached bribery.

Insofar as the code is concerned, I agree thoroughly that you can-
not legislate international morality in one country, you have to get
it done on a worldwide basis. So, I think this kind of a code warrants
our support.

Senator PERCY. Thank you very much, Mr. Chairman.
Chairman KENNEDY. Very good.
I want to thank you very much for your statement and comments,

and response to the questions. I think you have been very helpful,
very useful, and candid. I think we have a number of other areas
which we mentioned in my letter of invitation, which we really didn't
get into, some of the things I mentioned in the opening statement,
which we would really like to explore. We would like to submit those
questions in writing to you for your response.

Mr. TAVOULARPAS. It will be our pleasure.
Senator JAVITS. I would like to, on behalf of the minority, join

with the chairman; I think the answers have been very forthcoming,
very helpful, and your testimony will be very useful.

Mr. TAVOULAREAS. Thank you very much, it was a pleasure and
honor to appear here today.

Chairman KENNEDY. Thank you very, very much.
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- MIr. McAfee, our next witness, Jerry McAfee, was elected chair-
*nan and chief executive officer of Gulf Oil Corp. in January 1976.
He had served as the chief executive officer of Gulf Oil Canada, Ltd.,
since September of 1969; and he has been with Gulf since 1945. In
1955 he was appointed vice president for engineering and refining
development. Mr. McAfee was born and raised in Port Arthur, Tex.;
he graduated from the University of Texas, and he has a degree in
chemical engineering from MIT. We are glad to have you here.

Mr. McAfee, we welcome you. You have a rather extensive state-
ment, I don't know how you would like to proceed. If you feel you
could summarize it, it would be helpful to the committee. I think
during the course of the earlier testimony, and during the exchange,
you have probably detected the principal areas of interest of mem-
bers of the committee. We want to give you a full opportunity, ob-
viously, to have your views included in their entirety in the record.
I will ask you how you would like to proceed.

STATEMENT OF JERRY McAFEE, CHAIRMAN OF THE BOARD, GULF
OIL CORP., ACCOMPANIED BY JAMES E. LEE, PRESIDENT; C. L.
CAMPBELL, SENIOR VICE PRESIDENT, GULF TRADING & TRANS-
PORTATION CO.; AND W. C. KING, DIRECTOR, CORPORATE POLICY
ANALYSIS

Mr. McAFEE. Thank you, Mr. Chairman. My statement is relatively
brief. I will Tnake it as concise as possible and respond to the commit-
tee's interest. I do believe it is a sufficiently important subject, though,
Mr. Chairman, that deserves the time that is necessary.

Mr. Chairman 'and other distinguished members of the subcommittee,
as 'has been pointed out, I am Jerry McAfee, chairman of the Gulf Oil
Corp. Accompanying me here today are Mr. James E. Lee, president of
the corporation, Mir. C. L. Campbell, who is senior vice president of
Gulf Trading & Transportation Co., and Mr. W. C. King, director of
corporate analysis.

We appreciate very much, Senator, the opportunity to present to the
subcommittee our views regarding the international petroleum
situation.

Specifically, the subcommittee chairman invited our response to
a series of questions illustrative of the subcommittee's concerns. In or-
der to respond clearly 'and briefly to the questions raised, I will en-
'deavor to cover nine specific points as briefly as possible.

The first is our present relationship with the producing countries.
Gulf 'has access now to about 2 million barrels per day of foreign

crude 'oil. Of this amount, one-fourth is derived from areas, such as
Ecuador and Nigeria where Gulf continues to own investments, and
one-half is purchased from governments of producing countries either
directly or under "buy-back" agreements. The remaining one-quarter is
acquired through so-called "third-party" purchases from other oil
companies. Approximately 20 percent of Gulf's foreign crude oil ac-
quisitions are imported directly into the United States. Gulf acquires
crude oil originating in some 13 countries outside the United States,
which allows us to handle selectively over 20 grades 'and types of crude
oil.
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* All of our crude oil purchase agreements provide for a rapid phase-
out of our purchase commitment if the seller's price is not competitive,
and this is extremely important.

Our relationships in Kuwait and Venezuela are especially signifi-
cant. Gulf now acquires from the Kuwait Government some 500,000
barrels of crude oil per day. We receive a nominal reduction from the
official government price because of our traditional long-term relation-
ship with that country and because of the large volume of our pur-
chases. In Venezuela our crude oil and product off-take agreement re-
quires us to purchase approximately 126,000 barrels per day and pay
the price established by the Government. In the case of both countries,
an agreement has been reached whereby we render technical services
for 'a fee.

My second point is that Gulf operations do stimulate competition
among producing countries. This is due to our large number of crude
oil sources worldwide. our option of phasing down our contractual
purchase obligations whenever the asking price is not competitive, and
the competition we face from crude oil sources of other multinational
oil companies. Gulf must always strive to obtain a competitive buying
price if we are to survive as an international oil company.

The total volume of oil is determined by the needs of the consumer,
who usually buys the- lowest priced product available to him.

The third point is that an international oil company provides a
mechanism for handling efficiently and selectively the various types
and grades of crude oil. Because of our multiple crude sources and
extensive facilities, we are equipped to supply the world's refineries
the proper quantities and qualities to satisfy -the many different re-
gional 'processing, marketing, and ecological requirements.

Not all refineries are equipped to process the same grades and types
of crude oils. For instance, Gulf's Philadelphia refinery has a capacity
of close to 200,000 'barrels per day and meets present air pollution
standards when processing high-gravity, low-sulfur crude. Crudes
coming from Venezuela and the Middle East are not appropriate
feedstocks for this particular facility. However, crude oil coming from
Nigeria is ideal for this refinery and, in fact, due to our supply source
flexibility, we were able to run all of our domestic refineries at capacity
during the 1973 embargo.

The point here is that an international petroleum company-as it
has evolved-has the flexibility needed to satisfy the selective crude oil
requirements of its customers and of its own refineries, as well as the
particular product requirements of various countries and regions. It
also has the capability to adjust deliveries to offset the frequent
changes in crude oil availability and market demand due to factors
such as operating problems, weather, accidents, strikes, or economic
fluctuations. This capability minimizes supply disruptions and the cost
increases associated with them.

The fourth point, Senator, relates to the proposal for creating a
Federal entity to undertake Government-to-Government purchases of
crude, the rationale being that this would provide some sort of collec-
tive strength in negotiating with producing countries for lower crude
and product prices. To the contrary, we do not believe that such an
entity would be able to simultaneously 'negotiate crude oil purchases
from several producers, relate these to constantly changing transporta-7
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tion costs and varying refinery needs, make daily adjustments for oper-
ating problems, and still provide adequate petroleum supplies at
competitive costs. In fact, Government-to-Governmer~t crude oil
acquisition agreements have been tried by a number of oil importing
countries without any particular success.

In addition, a multinational oil company is able to negotiate with
producer countries on the basis of economic rather than political objec-
tives. It would be difficult indeed to eliminate political considerations
from oil negotiations between the U.S. Government and the Middle
Eastern Governments. For example, it must be remembered that the
arrived at price will be highly visible and there would be tremendous
pressure within OPEC and from political elements within the export-
ing country to maintain set price levels.

In this context it is important to keep in mind that OPEC is not
a cartel in the classic economic sense. It is not a business cartel, but a
treaty among sovereign nations. The treaty is designed to protect
a finite natural resource which is, for most OPEC countries, their
major source of income.

The fifth point is the importance of proceeding expeditiously with
the strategic petroleum reserve program authorized in the Energy
Policy and Conservation Act of 1975. While such storage would not
indefinitely offset the effects of an embargo, its existence could dis-
courage some OPEC nations from supporting an embargo, and would
provide the Nation time to make adjustments in its energy use patterns
and avoid a sudden economic disruption.

The sixth point is the concern that the OPEC governments may seek
to discourage the development of alternate energy sources, since these
could weaken their monopoly position. Both the stated policies and
the actions of these governments indicate the opposite to be true. At
the recent Paris Conference on International Economic Cooperation,.
Saudi Arabia stated that it is "imperative the world recognize and
begin to solve the problem of finding alternatives for depletable oil
now." The commitment of the OPEC nations to alternate energy
sources is real. Saudi Arabia has allocated funds for solar energy,
Indonesia is developing its coal reserves, and Iran and Kuwait have
initiated nuclear power programs. It could well be that by the time
alternate energy sources can make an effective contribution to world
energy supplies, the OPEC nations will have reached the point where
their crude oil production has achieved the maximum attainable levels.

The seventh point concerns the so-called downstream ambitions of
the producing countries.

In this regard we must distinguish between transportation on the
one hand, and refining and marketing activities on the other. The
OPEC countries are already committed to and involved in transporta-
tion of a portion of their crude and products to some of their markets.
But I personally would not anticipate a major effort on the part of the
producing countries as to marketing, or refining in consumer countries.
There really is no current interest, we feel, in such ventures, largely
due to their more immediate interest in developing their own domestic
economic infrastructure.

The trend in the producing countries is to build refining and petro-
chemical capacity within their borders where they can provide em-
ployment for their nationals and maintain investment control.
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These countries have some major obstacles to overcome,: however,
in regard to developing their own technological expertise. As a result,
the additional capacity which emerges in the producing countries will
not, we feel, be significant until the next decade.

The eight point relates to the misconception of a few that the major
international oil companies provide an automatic prorationing mech-
anism for OPEC and that this enables them to maintain high prices.
This misconception is wrong, and divestiture forced on the oil com-
panies would only strengthen the producer governments' control of
prices. An oil exporting government is in a relatively stronger posi-
tion when negotiating with smaller companies with limited trading
capabilities. An exporting government can afford to lose a small
volume of business and thus is in a better position to demand a higher
price from a small company. Such an exporter has a much more dif-
ficult time risking the loss of the larger volumes lifted by an interna-
tional major, which is always a consideration because of the rapid
phaseout options in present crude oil purchase contracts.

It is important to realize that the crude oil production rates in the
OPEC countries are now entirely controlled by those governments.
They unilaterally cut back production when they experience a surplus,
as they had also previously done for conservation measures. An inter-
national major is able to adjust its individual operations when pro-
duction is reduced so that such disruptions are neutralized before im-
pacting on the supply availability to consumers. Such adjustments are
possible since any single disruption usually involves volumes which
are a minor portion of these handled by a major company, and which
can reposition its extensive tanker fleet and adjust offtake rates in
other locations or arrange exchanges. Such adjustments cannot be as
readily effected by smaller companies.

To offset such disadvantages, the Japanese Government has initi-
ated a program under which Japanese companies would consolidate
into a smaller number of integrated companies. The proposed dives-
titure legislation would have no jurisdiction over such companies or
over established international majors, such as British Petroleum,
Royal Dutch Shell, CEP of France, and Belgium's Petrofina. The
proposed legislation would have little impact on the existence or size
of the international oil industry; it would merely prohibit American
interests from utilizing the advantages accruing to large integrated
trading entities.

The ninth and last point, Mr. Chairman, is this, how can we deal
most effectively with foreign producer nations to satisfy our national
energy requirements at the most reasonable price? That is what this
hearing is all about.

Many recent studies released by our government and by the private
sector recognize that the dependency of the United States and of most
consumer nations, on OPEC produced crude oil, will increase over the
next few years. Even with the advent of additional supplies from the
Alaskan North Slope, the United States may succeed only in limiting
its production decline. This will not offset our continuing increase in
consumption. In fact, our consumption of OPEC crude oil has already
increased almost 13 percent in the first quarter of this year over the
1975 level.
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However, our country does have three important options open to it
which could strengthen the Nation's position vis-a-vis OPEC.

One is that the United States and other consuming nations must
eliminate the inefficient use of energy. In this respect, important

progress is being made. For example, by the end of this year Gulf will
have achieved 85 percent of its energy conservation target for refinery
operations, at a capital cost of some $20 million; and 60 percent of its
target for chemical operations, at a capital cost of some. $23 million.

Another option is that the United States must develop its own
considerable energy resource base to the extent that economics permit.
The energy in our known coal reserves exceeds the energy in all of the
Middle East's proven oil reserves. The United States has significant
quantities of uranium and an important potential in solar energy. Our
known resources of shale oil exceed our known reserves of oil and gas.
Such an energy development program would have the compelling
advantage of creating hundreds of thousands of new, permanent and
well-paying jobs here at home.

Unfortunately, our progress in increasing production from these
known and available resources has been essentially zero. This fact is
not only recognized by the OPEC countries, but has been commented
on by them. Our Nation's failure to increase its own energy production
reinforces the OPEC determination and ability to maintain their
prices.

The last option is to encourage development of energy resources in
other consuming industrial and developing nations. This will both
increase the world's oil supply and will help to offset OPEC's
prominent, or preeminent position.

How effective we are in dealing with the OPEC countries will
depend on our swiftness and effectiveness in exercising these three

basic options, conservation, increased production of energy resources
in the United States, and support for development of oil and gas
resources outside the United States, especially in non-OPEC countries.

In summary then, Mr. Chairman, the oil importing nations will
continue to be dependent on OPEC crude oil. Their only meaningful
route to moderating this dependence and thereby to moderating price
increases is to use energy more efficiently and to increase energy pro-
duction significantly, particularly in the United States and other non-
OPEC areas. In our judgment the OPEC nations will not discourage
development of alternate energy sources, nor will their downstream
activities be a problem to consumer nations over the next decade. The
system of crude oil acquisition and distribution is dynamic, constantly
changing and complex. As such, it is not readily handled on a govern-
ment-to-government basis, but requires the flexibility and capability
of many large international companies.

There is constant competition to deliver OPEC crude oil at the
lowest achievable price. Divestiture of the American international oil
companies would only serve to put the American consumer at a dis-
advantage-in relation to the OPEC producers and to other consumers,
and would leave the balance of the international oil industry intact in
the form of European and Japanese companies.

Mr. Chairman, we appreciate the opportunity of meeting with the
subcommittee this morning. We trust these remarks have been respon-
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sive to the purpose of your deliberations and we will be happy to an-
swer any questions you may have.

Thank you.
Chairman KENNEDY. Thank you very much, I appreciate'your state-

ment. Just a question on the OPEC price. Do you agree with Mr.
Tavoulareas that future prices are likely to reflect just future inflation
rates?

Mr. McA=. I agree with Mr. Tavoulareas, especially in the fact
that it is extremely dangerous and undesirable to predict future prices,
particularly when they are completely in the hands of entities over
which we have no control whatsoever. I think undoubtedly there will
be continuing pressure for OPEC prices to keep pace with inflation,'
yes.

Chairman KENNEDY. Do you make any judgment-I know you are
reluctant to do so-but it is important for us to have some guidance
and some counsel-what the likelihood is that OPEC would use this
market power to exceed the inflation rate?

Mr. McAFEE. Undoubtedly they, in their judgment, will exercise
that judgment to get the optimum return in their opinion for their
product, oil. I simply would not want to predict whether they will
exceed the rate of inflation. I would question that they would, frankly,
personally, because I think they have taken a big leap forward and un-
doubtedly want to consolidate their positions for some time to come;
but that is not to say they cannot do more.

Chairman KENNEDY. Are the companies themselves prepared to use
their powers, the access to markets, to oppose increases in excess of
the inflation rate?

Mr. McAFEE. We are using them, Senator, consistently and actively.
That is one of the points we are trying to make in our statement, that
really one of our big strengths here is our opportunity to move, and
shift, and change as one country or one area or one grade of crude
oil gets out of line, competitively, with others. Frankly, that is to my
way of thinking one of the most effective ways in which we can keep
some sort of a lid on OPEC crude prices around the world.

Chairman KENNEDY. Perhaps you could elaborate a bit on that, how
you are able to do that, what changes, or what alterations you have
been able to achieve in terms of pricing, or costs.

Mr. McAFEE. With your permission, Mr. Chairman, I wonder if
I may call on my colleague, Mr. Campbell, who is very much involved
in that end of the business and can be a little more specific than I.

Mr. CAMPBELL. Senator, I think if you go back over a 2-year period,
you will find that there was an initial price differential between the
light; sweet crudes and the heavier, residual fuel-producing crudes in
the Persian Gulf. As'the embargo came and the refinery runs were
cut, it became apparent that people could run the heavier crudes and;
still meet their product-sulfur specifications. There was am massive shift
between the 'early 1970's and the mid-1974 period to more sour crudes,
and away from the sweet criudes.

This position has reversed. There has been a tremendous change
lately in the product pricing' differential betwveen residual and the
lighter products, gasoline and home heating fuel;'-and 'over -the last.
6 months there 'has been a'very'massive move'away' from the 'heavier,
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crudes and back toward lighter crudes, again. The oil companies have
been able to shift from one area to another and have changed this mix
very dramatically.

Chairman KENNEDY. Well, have you ever indicated to any of the
OPEC countries that. you. were not prepared to guarantee to buy in
advance specific amounts of crude? I mean, how hard have you bar-
gained, or been able to bargain; or do you think that you will be able
to baroain more intensely, harder, or tougher if you did not have
the feeling that the Justice Department was looking over your shoul-
der? How important would that be?

Mr. MCAFEE. Senator, you asked several questions. First of all, we
have bargained extremely hard, and we have had considerable
strength, to some extent, in the bargaining because we have been able
to bargain, as I mentioned, in 13 different countries for 20 different
grades of crude oil. We do have the ability to do acertain amount of
trading off, both within our own system and outside.

As I mentioned, in all of our contracts we do have escape clauses
which, if the price gets out of line in comparison with others, enable
us to withdraw from the contract.

As to whether we could have bargained any harder, I know of no
way we could have bargained any harder under the circumstances.
Certainly, I am not aware in this particular area of any particular
impairments that the antitrust laws imposed on us. Mr. Lee has been
closely involved in some of these negotiations, and maybe he would
like to add something.

Mr. LEE. I think there was a time, back in the very beginning of our
negotiations with OPEC as an entity and we as an industry, when it
served us well to sit together, and we did, as you are aware.

When it began to get to the point where the OPEC countries were
going separate ways and they were no longer negotiating and moving
as an entity, when one country was moving into participation ahead
of another one, or when one country was moving into a complete
takeover ahead of another, I do not see that it would have served any
particularly useful purpose to have had any right to meet together
as an industry once we reached that point where we were in effect
negotiating with individual countries. I think the usefulness of that
fell apart. I do think that there continues to be some usefulness if we
had the right to trade information between companies as to what was
happening on these negotiations. There has been a reluctance on our
part, and on the part of other companies that are negotiating in in-
dividual countries, to bare our facts and figures, bare our chest, so to
speak, to other companies from fear of some repercussions from that.

Other than exchange of information, though, at this point, I do not
see any particular purpose being served by having the right to move
together.

Chairman KENNEDY. Well, if the countries could not depend upon
the downstream activities of the major oil companies, and if they were
able to both exchange information and be able to work out some under-
standings, particularly in a number of countries such as Indonesia and
Algeria, and other capital-short countries, Iran, perhaps, how do you
know that you would not be able to get a better deal? What knowledge
of the industry do you have that would indicate to us that you could
not get a better deal? You have not been able to try it, have you ?
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Mr. MCAFEE. Wellsas has been pointed out, both in the previous
testimony and in ours, the prices are set in today's world by the pro-
ducing countries, and they are not negotiated prices, it is a matter of
take it or leave it.

Our own negotiating position, really, is a matter of the degree to
which we are able to leave it, in some cases.

Chairman KENNEDY. Well, why isn't that important, why don't we
maximize it?

Mr. McAMA. Well, we are doing our dead-level best every day of
the week.

Chairman KENNEDY. Why not permit the companies themselves to
get together and maximize their total market power to be able to be
more effective, take some and leave others?

Mr. McAFEE. Well, as Mr. Lee points out, except for the exchange
of information-one of the keys to this whole thing, Senator, con-
tinues to be competition, and I think part of the strength of our present
situation is the competition which exists, not only as between pur-
chasers and OPEC-producing countries-but between purchasers
themselves.

One misconception that I might well straighten out here is that the
purchasing of crude oil is today in the hands of a handful of major
oil companies; that just is not true. There must be as many as 100
international oil companies trying to buy crude oil. Is that a fact,
Mr. Campbell?

Mr. CAMPBELL. Yes; plus many small traders and people who essen-
tially just operate out of an office with a telephone. So, there is a very
large number of people in the market today.

Mr. McAmi. Jnd only something like 60 or 70 percent, maybe, of
the total foreign crude oil traded is in the hands of the major com-
panies, contrary to the popular misconception.

Frankly, I personally believe the competition which exists within
the industry is a major, and very significant and very important factor
in continuing to keep prices as low as they can realistically be.

Chairman KENNEDY. You are familiar with what Mr. Dorsey said
in 1972, at least he was quoted as saying, "No reasonable deal can be
made until the companies are willing to let governments try and sell
their share of participation crude, without our assuming the obliga-
tion to buy back at inflated and irrational prices. Insistence on main-
taining control of the crude has given strength to the OPEC position."

I am just wondering how his comments, or judgment about that
particular approach difer from what you stated here. There seems
to be a differing viewpoint expressed.

Mr. MCAFEE. I don't quite see the difference, I don't see.a problem.
Would you care to comment on that, Mr. King?

Mr. RING. Mr. Chairman, that referred specifically to an era when
we had two levels of crude pricing; we had the Government-owned
crude, which was sellingcat their posted price, and we had equity crude,
or the company-owned crude, which was selling at a lower price.

His point was that you could not maintain a viable market with two
different price levels. That, of course, has ceased to exist. There is now
only, one price level, and we don't have that kind of dichotomy today
that we had then.
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Chairman K1ENNEDY. Well, the essential thrust of it seems to be that
unless you bargain in a hard and in a tough way in terms of these

factors, you are not going to really be able to come iip with much of a

result, that seems to be what he is talking about. "No reasonable deal

can be made, let the governments try and sell without our assuming

the obligation to buy back at inflated and irrational prices." That
seems to be an impression of the spirit and the, concept of negotiation.

I am just wondering whether there are ways and means of govern-

mentalaction that we can increase those, you know, competitive aspects
in terms of the marketplace.

Mr. LEE. May I, Mr. Chairman? I believe what he was referring to
there was indeed what we thought the OPEC producing governments
had at that time, a misconception of what oil was worth in the market-
place. I believe what he was saying was, the only way we are ever going
to convince them that we are not getting as much for the oil as they
think they.are. let them go out and sell some themselves, then they will
have the true facts of the market and not have to take our word for it.

Chairman KENN-EDY. Senator Percy.
Senator PERCY. Mr. Chairman, I ask unanimous consent first to

submit written questions in the interest of saving time. I will submit
the same questions to all three of our witnesses and ask the record be

held open for 2 weeks.
Mr. McAFEr. We will be delighted to respond, Senator.
Senator PERCY. And I would like to commend vou, Mr. Chairman,

for the way these hearings have been conducted. By giving each of our
witnesses the same questions we cover essentially the same grounds and
save a lot of time in our questioning. The staff has done a good job in
that regard.

The Chairman mentioned Mr. Dorsey, and you may be familiar with
my past unhappy experience with Gulf and Mr. Dorsey. I conducted

hearings before the Multinational Subcommittee of the Foreign Rela-
tions Committee for months, in executive session, and in open session,
with Mir. Dorsey on Gulf's problems..

Mr. McAFEE. I am only generally familiar with that.
Senator PERCY. You might say, we are more responsible, along with

your board, for your being here than anyone else.
Mr. McAFEE. I don't know whether I want to thank you or not,

Senator.
- Senator PERCY. Pardon.

Mr. McAFEE. I'm not sure whether I should thank you, or not.
[Laughter.]

Senator PERCY. Well, I look forward to this new opportunity, to
work with Gulf and its new management in a very constructive man-
ner. I might say, and you can at least tell your board that Senator
Kennedy and I gave up hearing the King of Spain in order to hear
you. So we recognize the importance of your presence here this

morning.
Mr. McAFEE. I'm overwhelmed, Senator. Thank you. [Laughter.]
Senator PERCY. My first question, then-and only one question in

this area-is addressed to the decision made by the Organization of
Economic Cooperation and Development-OECD-to have a code of

ethics and conduct among multinational corporations. Has Gulf
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studied. the OECD decision enough to know whether if supports this
code ?

-Mr. McAFEE. In principle, Senator, we support them heartily. We
have not had an opportunity to review the specific proposals ini
enough detail to be able to comment very specifically, but certainly
in principle we are in hearty support. We feel very strongly that the
same rules need to apply to all of us, all acro6ss the country and
around the world, throughout all industries, not just the oil industry;
not just multinationalcompanies. It is a competitive world we live
in, and we've got to play by the same rules if we are going to be able
to play. s

Having said that, though-and-I mean it very sincerely-I mean
equally heartily, equally strongly, and equally sincerely the fact that
no rules, no rbgulations- will solve our problem. There has to be a
change in our attitude, our approach, and our way of life. We sin-
cerely believe that some of the trauma we have gone through as a
company and as an industry in recent years will stand us in good
stead in putting our house in order, and conducting our affairs so in
the future we will be more proud of them than sometimes in the past.

Senator PERCY. Well, I think that assurance is not only in the na-
tional interest, but in the interest of Gulf Oil. I think by having a
clean house, looking at all of the procedures and practices of the past,
and starting afresh, everybody in the corporation is going to benefit.

I would like to ask about pricing. What effect on Gulf's profit
would it have made if the OPEC countries had decided to increase
-prices, say, 10 percent, instead' of freezing them for the rest of the
year? I realize there was no way for you to control the outcome of
that conference, but what effect would it 'have had on the company,
had there not been a price freeze?

Mr. McAYEE. Let me respond in my layman's sort of way, and then
if my colleagues have a more specific answer, I ask them, to contribute
it.

My own feeling very strongly, Senator, it certainly would not have
increased our profits $1: the chances are it would have reduced' them.
What has been talked abput is an increase in the total price, and the
total Government take; nobodv has talked about any possibility of an
increase in the oil companies' margin-that's where our "goody" is.
In order to even get that margin, we have got to pass along-the total
increase in our raw material costs to our customers, internal custom-
ers, and external customers. The chances in today's -market of being
Able to do that are extremely remote. i

So, I have to say on balance that the probability was that an in-
crease in OPEC oil prices would have hurt us, rather than helped us.
Now, Mr. Lee, would you confirm, or den', or change that ?

Mr. LEE. I confirm that, and I would go even further and say, I
have no doubt it would have reduced'our income for the rest of the
year. With our inventory 'accounting methods around the world,
every time we have a change in price because the product prices don't
move as rapidly, we suffer on the income side.

Senator PERCY.- Well, -I felt it important to ask 'that question be-
cause there is a general impression among the people of this country
that when the price of oil increases it's not the OPEC countries who
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are responsible, not the members of OPEC-it's those damned oil
companies.

The illusion is that the oil companies are going to benefit by a price
increase. When prices go up the oil companies take the rap, and I can't
see that Gulf would have been able to realize profits from price in-
creases. I can assure you, if any oil company had tried to benefit by
such an OPEC decision, we would have been in there, we hope, swoop-
ing down on them.

From what I know of the pricing in the field, there was no way that
you. could benefit from higher oil prices, but you were going to take a
lot of blame.

Now, it is in our national interest and also the policy of this admin-
istration and our Government to try to hold prices down. It is in our
interest to create, if we can, all those conditions-by the creation of
reservoirs, the creation of alternate sources of energy, and a consortium
of cooperation between consuming nations-to put downward pressure
on oil prices. In this particular case, were the oil companies able to
work in the national interest, in accord with our national objective to
help hold the price of oil down? Did they wield whatever degree of
influence they could on the parties that were participating in this con-
ference to keep prices at least frozen? Or did the oil companies just
simply not play a role anymore and leave it to governments?

Mr. MIcAFEE. Well, not by choice, but by necessity. We were not part
of the conference, we were not invited; and as far as I know we had no
particular observers there of any status. We have no voice in that area.

The only thing we can do, really, short term, is to do the best job
we can, using our flexibility to the best advantage; and long term do
the things we talked about this morning: Conservation, improving
our own domestic supplies, and improving supplies in other non-
OPEC areas.

If I might inject this, Senator, we get it a good bit too, we share
your impression-and it has been confirmed-that there is a popular
misconception that an oil price increase is to the benefit of the oil coin-
panies. That simply is not true, and I am delighted, sir, to hear you
confirm that it is not true, as well.

Senator PERCY. Well, I have been critical of oil companies
Mr. MCAFEE. I'm aware of it.
Senator PERCY [continuing]. In certain areas, as you well know. But

I think it is very unfair to allow this myth to continue, that you can
somehow damn the oil companies and you have found the source of
the problem. That is not the problem at all. In fact when people try
to tell me that, I say,

Look, they are not the enemy, you are, and I am. We are consumers and we are
just burning up too much of this. We have to find a way to tighten our own belts.
We are the enemy in this particular field because we are just squandering and
wasting our precious depleting reserves.

Mr. MCAFEE. You are not the only one, Senator, we are all in this
to ether.

senator PERCY. Yes.
Mr. LEE. Excuse me, may I add one more thing on the pressures on

OPEC to keep prices down?
I agree with Mr. McAfee that there is absolutely no input that we

can make as oil companies. We do with individual countries point out
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what we think are the true market situations relative to their individ-
ual laws; but beyond that we have no effect.

I think that probably the greatest influence can be brought by our
own Government, Government representations to OPEC countries. By
this I don't mean threats; that works in the opposite direction.

Senator PERCY. Reasoning.
Mr. LEE. Reasoning, and I think there has been some progress made

in this regard. I think Saudi Arabia stood up and has responded.
Senator PERCY. That is my next question. I would like to ask if you

would, Mr. McAfee, single out-even though you did not have ob-
servers there-you were watching the daily newspapers because you
knew what effect it would have on the industry-which country really
stood out and fought for a price freeze, and had the clout to carry it
forward?

Mr. McAFEE; We really have no inside information, Senator. You
are quite right, we have been following the newspapers with a great
deal of interest. Mr. Lee, do you or Mr. Campbell have anything to
add?

Mr. LEE. I think the papers indicate that Saudi Arabia was the lead-
ing force in holding the price line, and I think pleading remarks were
publicly made before Sheik Yamani went to the OPEC meeting.

Senator PERCY. Well, it's my general impression that Sheik Yamani
did a real outstanding job in reasoning with his colleagues. The emo-
tions were all to jack the price up again. Tying it to inflation, now,
makes sense. That will make sense to a lot of people. That gives us
all incentives to hold down inflation.

One last question. Is Gulf involved in solar energy, and in solar
energy research-are you doing anything directly?

Mr. MCAFEE. Not to any significant extent. As you know, we are
deeply involved in other energy projects, liquification of coal, shale,
nuclear.

Senator PERCY. Alternate sources of energy.
Mr. McAFEE. Alternate sources of energy.
Senator PERCY. Are you engaged in conservation efforts, advertis-

ing programs, public relations programs?
Mr. McAFEE. Very definitely. As far as we are concerned we feel

that our biggest contribution in this area is to police our owvn opera-
tions. After all, we consume a considerable amount of energy in proc-
essing oil, gasoline, and all the rest; and in making chemicals,
especially.

We have undertaken a conservation program which I believe-and
you may know better than I-involves a target of.something like a
15-percent reduction.

Senator PERCY. That is your own company consumption.
Mr. MCAFEE. That's our own company consumption.
Senator PERCY. IBM has done an outstanding job in this regard.

But are you in general supporting a national policy of conservation,
even though it may be on the surface contrary to your immediate
short-range. selfish interests?

Mr. McAFEE. Well, we don't think it's contrary to our interests.
Senator PERCY. It may appear to be, although I don't think it is,

either.

80-939-77-4
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Mr. McAFEE. We feel very strongly on this matters and if there
were anything in this area that we knew we could do, we would do it.

Senator PERCY. Would you support Senator Kennedy's bill, S. 3424,
which is the Energy Conservation Act; and if you have not studied
it, would you undertake to study it and see what your position is?

Mr. McAFEE. We have studied it to some extent, Senator, and cer-
tainly we support many features of it. We certainly think that in
principle the objectives are sound. We certainly will support, in prin-
ciple, any significant constructive steps in that direction. We will be
glad to study it in more detail.

Senator PERCY. We would appreciate a thoughtful analysis of the
bill. I ask this simply because we do face a decision on the floor very
soon, and we want to add it-if Senator Kennedy so moves-to the
FEA bill.

I presume you are in favor of our phasing out FEA over a period of
15 to whatever months it is we finally settle on ?

Mr. MCAFEE. How about 15 days? [Laughter.]
Senator PERCY. Wait a minute, you may encourage me to keep the

FEA longer.
Mr. McAFEE. Going back to the earlier subject of conservation,

Mr. Lee has reminded me, and Mr. King, that we have had a significant
program that might be of some general interest to you. Do you want
to mention it. Mr. Lee?

Mr. LEE. We developed a program to encourage motorists to tune
their automobiles up. There is a fair amount of energy lost from im-
proper engine combustion. We went out across the United States, in
the areas in which we market, with a program called Econovan. in
which we would set up a van equipped with instruments at a shopping
center and so forth, to measure the products of combustion. We went
through a little computer business and came out and suggested to the
motorist that he should go and have his car checked up, and told him
how efficiently his engine was operating.

This was very well received. We got a lot of credit for that in some
areas.

Senator PERCY. Thank you.
Mr. LEE. And it was free, also, my colleagues remind me.
Senator PERCY. Mr. Chairman, thank you.
Chairman KENNEDY. Just a couple of points. The fact of the matter

is, according to the Committee on Foreign Relations, the Subcommittee
on Multinational Corporations, that with the increase in the OPEC
price, that the percentage increase of profits by the domestic companies
increased rather dramatically over even those of the international com-
panies. You understand that, don't you?

Mr. McAFEE. Yes.
Chairman KENNEDY. So, according to their reports, in the period

from 1973-74 over 1972-73, among the five top domestic companies
there was a 92-percent increase in profits, compared to a 56-percent in-
crease over the previous years, and that-was even with price controls
which, under congressional action, are now going to be gradually
phased out.

So, I don't think we want the record left with the fact that when
OPEC does not increase the price, that it has major significance and
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implications in terms of the profit margins of both the international,
as well as the domestic companies, which do not always function ace
cording to the traditional, historically open and competitive American
enterprise system. I wanted to at least raise that fact and encourage
your response to it.

Mr. AIcAFEE. I would very much like to respond, if I may. That
particular time frame that you selected was one of great upheaval, re-
member. when the OPEC price was increased fourfold, not 10 percent.

We must remember that the admittedly high profits by domestic
companies, international companies, all of us, largely, to a very sig-
nificant extent, were inventory profits, and were the result of the dis-
ruptions and the instability of the marketplace at that time; it should
not be regarded as a-long-term thing, unfortunately.

Chairman KENNEDY. But I don't gather from anything that you
said here why it wouldn't follow that with the increase in OPEC
prices there would be a corresponding increase in profits among the
domestics and internationals.

Mr. cIcAFEE. The simple fact of the matter, Senator, is that the oil
company's take is not a function of the total price, it is a fixed cents-
per-barrel amount in most cases, sometimes by agreement, sometimes
by the nature of the beast.

Chairman KENNEDY. Of course, that is not true with regard to the
domestic crude, is it?

Mr. MCAFEE. No; .the domestic is completely different, it is under
comjlete Government control for the next 39 months. or whatever.

Chairman KENNEDY. Well, you can say it is under governmental con-
trol, but the immediate past suggests that the Middle East oil-produc-
ing countries are going to have substantial effect, on establishing what
the price will be.

Mr. McAFE. That isn't quite .the way it is in this country, Senator.
You may speak to that a little 'more, Mr. Lee, or Mir. King.

Mr. LEE. Well, I don't particularly follow that line of reasoning.
Mr. McAFEE. There is no question about there being crude oil price

control in the United States at the present time, under FEA rules.
Mr. LEE. On the time frame on which the Senator is speaking, OPEC

prices increased, and we sort of gasped and recovered. There were
price increases in this country for crude oil that moved up. I think this
is where you will see one of the explanations for the very dramatic in-
creases in domestic operations in 1974, immediately following the 1973
embargo because there was some crude price rise in this country.

Mr. KING. Another aspect was that when the FEA put on allocation
controls, this, of course, meant that a marketer could not shop around
for supplies, the supplier was designated. This eliminated a lot of com-
petition traditional in the oil industry; !and as a result the allocation
program-as always happens-set the ceiling on prices.'. Then, of
course, that increased the domestic profits accordingly. As long as we
have an allocation program,-that will continue to be a factor. And; of
course, a subsequent rise in price, this-year, for instance, in OPEC
prices would have no impact on that because it has no impact on the
allocation program.

'Senator PERCY. Senator Kennedy, because this originated with the
question I put, could I have 30 'seconds to explain the position that I
took on its.
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Of course, I look at it just as a merchandiser, and I looked at the
marketplace-then and now. I could not see that you would have a
chance to raise prices very much now. You have a highly competitive-
condition; you have price cutting; you have a surplus of oil. There is-
no one waiting in line anyplace, gas stations are competing against
each other where before you had the psychological climate of the em-
bargo; you had those long, long lines; and finally, when people were'
able to get gasoline, they were willing to pay almost anything to get it.
There was no downward price pressure in the market.

Today you have a lot of downward presure, plus the fact that you'
know and we know you are going to take the blame if you raise prices.
Every cent you raise the price-even though you say, our cost has gone'
up and we've got to go up-you are going to begrudge every penny be-
cause you are going to take a whale of a walloping lpsychologically-
from the American people, who will curse you and the politicians out.
That doesn't give you much comfort, if you are going to be in the same'
category with us these days.

As I see it. that is why I took the position that probably today, un--
like 3 years ago, your interests are right along with the national inter-
ests now, and the marketplace goes with you on it.

Mr. MCAFEE. Very much so, Senator.
Chairman KENNEDY. I suppose you would have to ask why the gas-

prices are going up now.
Mr. McAFEE. I'm sorry, Senator.
Chairman KENNEDY. Why the gas prices are going up now, 2 to 3

cents in the summer, while we have a glut on the market? I certainly
yield to my colleague, Senator Percy, who has had a distinguished and
long career in the private sector. But this committee must also recog-
nize that with any kind of increase in the OPEC price, there are bouncd
to be implications in terms of the economy here in the United States,.
profits in terms of the domestic as well as the international market,.
particularly with the phasing out of controls and the allocation pro-
gram. We must recognize that this is not a totally free market, open
market, or free competitive situation in terms of the effective profits,
that are going to be available to the major domestic oil companies.

Mr. MCAFEE. With the greatest respect, Senator, this is a hiohlv
competitive industry, and that is why we had the depressed products
prices, and that is why we still have them. The recently announced gas-
oline price increases are simply recovering from extremely low prices
which were at unprofitable levels for all the companies. The returns on
investment are the final key to that.

If the oil companies-Gulf included-were enjoying exorbitant re-
turns on our investments, any way you slice it, you would have an ex--
tremely good point. The fact of the matter is, our returns are still mar-
ginal, way below what they need to be in a hiigh risk industry such as
ours below the national average, and below what they've got to be if'
we are going to continue to be a viable industry.

Mr. Lee has a point he would like to make.
Mr. LEE. May I just add something, please? I think if you go back to.

1974, immediately with the embargo still affecting us, you know. the
supply and demand' situation was such that we were short of supply
and long on demand. We were up against the stops at that point for tlil
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-prices of our products that we were allowed to charge under the FEA
'rules. - 7,

Today we are very much below those prices, and what you are seeing
now is the laws of. supply and, demand coming back into effect. We are
looking.at, for the first few months of this year, demand up 7 percent

-over a year ago. So, demand is climbing,, we are getting into the sum-
:mer driving season, the demand is increasing more. As supply ,has, not
increased all that much, inventories begin to fall, and therefore peo-
ple, marketers, see the opportunity to raise their prices a bit back to-
wvard those levels that get us up to the maximum allowed under the

TFEA rules.
Chairman KENNEDy. We have another witness. What you did not

talk about is your increase in the value of the reserves. What have they
increased, in terms of Gulf. in the last.3 years, the values of your re-
serves, just for the escalation of the increase by OPEC?

Mr. McAFEE. Well, you can multiply better than I can, I am sure.
'I don't think that has very much significance, Senator, with all respect,
-unless I am missing some point. Do you see the Senator's point?

Chairman KENNEmY. I can ask the other three gentlemen-I'll bet
-they will agree with you too.

Mr. CA3NPBELL. Mr. Chairman, I think throughout this last 2- to 3-
year period -we have basically lost concessions, and we no longer have
-reserves. We have two or three countries where we still have partial
-equity, but our major concessions are gone. So, there may be domestic
reserve increases in terms of value, but overseas we are losing very
-rapidly.

Mr. LmE. You are talking about overseas, I think the Senator is talk-
ing about domestically. It seems to me that you have to look at what
the replacement costs of those reserves are, and this is where we begin
to vet into some pretty high numbers, and we begin to get worried.

Mr. McA=. That is an extremely important point, sir. It is what
it takes to replace them, and we are using them every day faster than
'we are finding them.

Chairman KENNEDY. I'm sorry we don't have time to continue this
discussion, but we must call our final witness. I avant to thank vou very
much. You have been most helpful in understanding this complex
-subject. Thank you.

Mr. McAFEE. Thank you, Senator, gentlemen.
Chairman KENNEDY. Our final witness is John Bucklev, vice presi-

dent and director, Northeast Petroleum Industries, with 20 years with
-national oil companies in financing, marketing and refining; 6 spent
with Exxon. He is the cofounder and executive editor of Petroleum
Intelligence Weekly. He is from Massachusetts, too. We are glad to
'have you here and look forward to your testimony.

You have an extensive prepared statement.
Mr. BucKLEY. Yes, Senator, I would like to get a feeling from 'you

-,on how long you would like me to take.
Chairman KENNEDY. Can you try for about 20 minutes, how would

that do?
Mr. BucKLEY. I can do it a lot more quickly, it is more valuable to

-ask questions than to listen to testimony.
Chairman KENNEDY. We will include your prepared statement in

its entirety in the record. I think in our letter to you we raised the
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principal types of questions in which we are very much interested,
and some of which have been talked about in the course of our ex-
changes here this morning

Mr. BUCKLEY. Well, whydon't I do this, Senator, I would like to
submit the prepared statement in its entirety for the record. I have
pulled out the letter that you sent to me. So, rather than to read the
prepared statement I will give some oral responses.

Chairman KENNEDY. I think one of the things we are interested
in is, you know, the question Mr. Hamilton asked, whether the U.S.
Government favors big oil companies too much, or not enough. Or, do
you find that the Government favors the smaller, independent com-
panies? What would you like to see in this area in terms of Govern-
ment policy?

And then, we outlined in these questions the areas we are particu-
larly interested in. You have a very extensive prepared statement that
goes into great detail, a good deal of the history. I think generally
you would have to describe it as rather a hopeful and optimistic and
upbeat prepared statement with regard to the world oil market at the
present time.

STATEMENT OF JIOHN G. BUCKLEY, VICE PRESIDENT, NORTHEAST
PETROLEUM INDUSTRIES, INC.

Mr. BuCKLEY. Yes; I think that is true. I basically tried to cover
six separate points in my prepared statement. I started, of course, by
thanking you for holding these hearings, and really for a very strong
leadership role in energy over the last 18 months. during a time when
Congrress came in for a good deal of criticism, both from the oil in-
dustr~y and from the administration.

My own feeling in working down here during the 18-month period
is that Congress has acted very responsibly. I am very grateful that
it takes a while to get a piece of legislation passed because that lead-
time gave the Congress some time to look beyond some of the emo-
tional rhetoric and start putting together a comprehensive energy
program; and I think it has made a good deal of progress in that
regard.

The second subject I wish to discuss was just a couple of persistent
statements on myths that continue to be repeated by responsible
people. One, that OPEC could be, or would be likely to be broken

up by some kind of U.S. policy. I just don't think that is realistic. I

think that OPEC is stronger today than it was a few vears ago.

I think OPEC has gone through a very critical year-a 25-percent
drop in production. If they were going to fail, if they were going to

break up, it would have happened by now.
The sooner we recognize that this is not just another cartel, but is

a cartel which has a philosophy behind it, a cartel anxious to see a

redistribution of wealth between industrial countries, raw material
producing countries, then we shall recognize that OPEC is concerned

not only with just economic factors, and not just the normal economic

decisions that a cartel might make; but also OPEC is an economic
cartel backed up by a philosophy-a philosophy that in the long range

they are not going to sacrifice for any short-range gains.
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The other myth that continues to plag-fue us hiere is a feeling that
somehow'. or other we can become less dependent on oil, and on im-
ported oil in particular. I just don't think it is realistic for the FEA
to keep putting out reports. that by 1980,' or 1985, we are only going
to import half as much as we'do now; it flies in-the face of what is
actually happening.

We know they are going to be voting California next week on a
moratorium on nuclear construction there. Now, whether that passes
or not, there are 12 other States that are getting ready to put that issue
on the ballot this fall. Nuclear is not going to go forward quickly and
rapidly, it is not going to make nearly the contribution that people
thought it would 1,year or 2 years ago.

With all due respect for our vast coal reserves, there are extremely
difficult problems in extracting coal from the ground, both environ-
mental problems and mine safety problems. The fact is that most of
our new coal has to be strip mined in areas of the, country that are
very arid, where we have a very difficult job of reclamation. Then,
if you can get it, you have air pollution problems burning it. So our
coal is not going to come on all that quickly.

The conclusion one must come to is that oil is going to have to fill
the gap. Natural gas is declining and will continue to decline. Even
with the new legislative approaches that would increase the price of'
domestic natural gas, there is going to be a long leadtime before that
has much of an impact, and there are many geologists who doubt that
even with higher prices for oil and gas in this country weare going to
solve many problems; that there isn't much oil and gas left to find.

So, we are going to be 'hooked on imported oil. And if my reading-
of the economy today is anywhere near right, that 2-percent energy
growth number that Mr. Tavoulareas had in his table showing growth
between now and the mid-1980's-that 2-percent growth of energy and
oil is vastly understated.

We have seen the American people now adjust to the higher prices.
The most striking'fact that shows that they still want to drive those
big automobiles is that not onlv are the U.S. automobile companies
having a good year-they are probably having the third-best year
in historv but also the only cars that are not selling as well as last
year are the subcompacts. The intermediate cars are selling well; the
Cadillac and Lincoln may have the best sales year in the history of'
the Cadillac and Lincoln divisionis. The American public is consuming
a lot more gasoline now, they are up 9 percent in the last couple of'
months from a year ago. Industry, on the other hand, has already
conserved, there is not too much more they can do; and once you have
made that'one-time saving, then, as the economy'picks up, you need'
more oil.

So, I look for oil demands up 6 percent or so this year and next
year, and 5 percent probably right up through the year 1980. We
have to be looking at 10 to 12 million barrels a day of imports, and'
perhaps more than that. There is no way we can wish it away, it's
there. It is a-myth to keep thinking and talking about things that
will 6urb our reliance on OPEC and foreign oil because it is not going
to happen, and we oukht to recognize that.

The third point I wanted to talk about was the specific question you
raised with respect to the quota systemr and the establishment of a'
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Government purchasing authority. I think a quota system would be
a disaster. We lived through one which Mr. Tavoulareas thought
helped the country but which I happen to think was a bad national
policy then and would be even worse now. For a quota system to work
you have to have spare producing capacity at home. We don't have
any. So, the only thing achieved by putting a quota on at this point is
the creation of an artificial shortage. Then you need a Government
bureaucracy to tell you who gets the oil, and who doesn't; who you
shutdown, who you keep running. If you are not willing to face the
economic slowdown and the shutdowns that artificial shortages create,
then you don't need a quota system, it just doesn't work.

With respect to a Government purchasing authority, there are many,
many aspects on it that disturb me. I will just tick them off, they are
supported in my statement.

The first aspect is that administratively it can't work and won't
work. It would be an administrative nightmare to try to have a central
purchasing authority get all the right kinds of oil for the right people
at the right time in an economy as large as ours, which uses as much
imported oil as we do.

Second, I think it would be anticompetitive to have a Government
purchasing authority, because we independents think we can do better
in the marketplace and act a little more quickly in the marketplace.
Under this scheme we would end up buying at the same price and on
the same terms from the Government as everybody else, and thus we
would lose a key part of our competitive strength.

Third, I think the establishment of such an organization would
just have to lead to some kind of politicizing of that organization;
there are just too many "statesmen" in this Government that like to
look at the economy as providing them with bargaining chips. They
would be anxious to use those chips to achieve foreign policy objec-
tives. The wheat deal, to me, was a classic example. I just think the
temptation to take that $25 or $35 billion a year we are spending, the
temptation to take that leverage and try to achieve foreign policy
objectives would be too great-and I think that the end result would
be very detrimental.

Finally, I just don't think it would work. I can't think of any-
thinrg that would unite OPEC more than to have the world's largest
importing country establish a mechanism designed to break OPEC.
They would simply sit down together-and there are no antitrust
laws that reach them-and decide what price they were going to
jointly bid-in a sealed bid system-to the U.S. Government. If that
price happened to be a little higher than the market price, then we
face the embarrassing decision of whether we pay the higher price
with a slightly red face, or whether to go without the oil. And of
course, they know that we can't go without the oil, they have to know
that; that is not a reasonable alternative, we can't shut our economy
down; we don't have the leverage. We need the oil more than they
need to sell it to us.

So, I just don't see how any of those systems could work.
I skipped over one subject, a point I wanted to make very quickly,

and that was that there have been some positive aspects from the
OPEC price increases. As much as we wish to criticize OPEC for
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what they did, I think we do have to recognize that one of the prob-
lems facing us as a Nation over the rest of this century is the con-
tinued economic disparity between the major industrial countries and
the developing countries. That disparity has been getting worse,
rather than better. The per capita income in some of the larger de-
veloping countries, India, Pakistan, and some Latin American coun-
tries, has been getting smaller. This OPEC step has resulted in a
transfer of real wealth from the industrial countries to a group of
developing countries.

For that reason alone, what we have seen develop is a very rapidly
growing market in those OPEC developing countries for the kinds
of goods we can produce; the food we produce on our farms, manu-
facturing equipment, technological expertise. The result has been a
very rapidly growing export market for U.S. companies, which I
think will continue to grow. What we will end up having is a much
larger volume of trade between industrialized countries, including
ours, and the OPEC countries, than we had before-with all of the
economic benefits that flow from a higher level of economic activities.
* So, that to me has been a very strong plus, and I disagree with

Senator Javits' earlier remarks that OPEC caused the recession. The
recession was well under way in every industrialized country 'around
the world long before OPEC raised their prices. It may have added a
percentage or two to inflation. When you are talking about double-
digit inflation, which we had, 1 or 2 points of 11 points is not the
whole cause nor the sole cause; though it is a contributing factor.
But oil was not nearly as important as food.

And in the European countries, where inflation ranged up to 26 and
27 percent, Italy and the United Kingdom, it played even a smaller
part.

So, I do think we ought to recognize there have been some positive
benefits in restructuring the world economic order to bring about a
little fairer share to developing countries of the income that exists
in the world.

Now, very quickly, I would like to turn to the answers to some of the
other questions the subcommittee asked. One of those was whether
there are divergencies between the interests of U.S. oil companies and
the U.S. Government in the negotiation of long-term crude sales
contracts.

I don't see any basic divergencies. I think companies-certainly
ours-have been interested in security of supply; the lowest prices we
can get; and the best terms we' can get in paying for oil. Those seem
to me to be consistent with the goals of the United States.

You have also asked whether the Congress ought to either require;
or at least ought to have access to information on crude oil negotiations.
I can see no reason why Congress shuld not have such information,
I think it would be helpful to them. We already provide a lot of data
to the Federal Energy Administration and other interested executive
departments; and I think it would be helpful to provide it to Congress.
After all, Congress is going to be involved in energy decisions from
here on out, if for no other reason than just the oversight they will
have on energy policies that have been already legislated, or are close
to the edge of being legislated. I think that information could be
helpful to them.
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I don't see how direct congressional participation in long-term crude
negotiations would be beneficial. Obviously we independents feel that
since we don't have a lot at stake in 83 or 120 countries around the
world, we can go into a producing country and suggest something a
little different, perhaps, and not worry about whether we extend most-
favored-nation to those other 120 countries we operate in because we
*don't operate in the other 120 countries the way the majors do.

So, we think that we can offer innovative approaches, that we can
achieve better terms from a producing country than the majors. But
I can't see us ever getting any kind of special treatment from a produc-
ing country if a member of the U.S. Government-be it congressional
or the executive branch-is sitting with us and generalizing whatever
concessions we might get back through the information chain. The
producing country would be silly to make any special. arrangements
under those conditions.

So, I would not favor having direct government participation in
crude oil negotiations.

I have already talked about the Federal oil and gas corporation.
You have asked whether contracts assuring a producing country outlet
for its crude minimize the need by that country to compete for sales
by cutting prices.

Obviously, if a producing country could get such a deal, it would not
have much need to compete by cutting prices. But in fact, what is hap-
pening in most countries, certainly in Kuwait and in Venezuela, which
have now completed a 100-percent takeover arrangement from the
majors. has been the signing of long-term contracts with the former
concessionaires. But these contracts have not nearly covered the total
production ability of such countries. Moreover, these contracts phase
out, or phase down in volume as years go by, thereby putting these
countries basically in a position of negotiating their own deals with
third parties-with other oil companies, with other majors. They have
done a lot of that already in both of those OPEC countries and in
others. They do have to look at price very closely, and obviously have
looked at price in terms of tying their crude price back to the Saudi
Arabian marker crude price. If they price their crude attractively
vis-a-vis that marker crude, their production tends to go up and they
tend to make more sales.

If they price their crude higher than the marker price in terms of its
*quality, location, and proximity to the market, then their production
goes down because they don't sell as much.

So that, in fact, is what has been happening up until now in the
countries that have completed 100 percent participation. The question,
while it is a good one, is not relevant to what is actually happening
todav. Thank you.

[The prepared statement of Mr. Buckley follows:]

PREPARED STATEMENT OF JOHN G. BuCxLEY

My name Is John G. Buckley. I am a Vice President of Northeast Petroleum
Industries of Boston and a Vice President and Director of Energy Corporation
of Louisiana (ECOL) a joint-venture of Northeast Petroleum and the Ingram
Corporation of New Orleans, Louisiana. ECOL is presently building a 200,000
barrels daily fuel-oriented refinery on the Mississippi River about 35 miles up-
-river from New Orleans. I am a former Fuel Oil Chairman of the National Oil
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Jobbers Council and currently on the Steering Committee of the Fuel Committee
of NOJC. I am also a member of the Utility Advisory Committee to the Federal
Energy Administration, Washington, D.C. and a member of the Emergency Petro-
leum Supply Committee of the National Petroleum Council. During the past
three years I have visited almost all of the major oil producing countries around
the world to negotiate crude oil contracts for our Louisiana refinery. I have met
with and have had-many discussions with Oil Ministers and other oil and finan-
cial officials from these countries and hope this firsthand experience will help
this Committee gain some insight into the goals and aspirations of these coun-
tries.

Senator Kennedy, I would like to start by thanking you for the leadership
you have displayed in the development of energy policy during the past year
and one half, since President Ford announced the Administration's energy
plan. Of course, your concern and involvement in this area is one of more than
a decade's standing and we independent companies understand and appreciate
the role you have played in trying to assure more equitable treatment for con-
sumers both at home in New England and across the country. Your hearings
this morning are just another example of your concern and continuing effort to
make sure that this nation does not pay a disproportionate price for the
achievement of dubious national objectives. I can think of no other subject in
the field of energy that is so widely misunderstood as the implications for U.S.
policy of the evolving relationships between U.S. based oil companies and
OPEC-the subject of today's hearing. Nor has any other subject been fraught
with so much emotional rhetoric. This hearing should do much to clear the air.

INTRODUCTION

In my statement this morning, I should like to comment on six separate sub-
jects, all of which are. interrelated but deserve specific comment. I should like
to begin by discussing the constructive role this Congress has played in develop-
ing a cohesive and sensible energy policy over the last eighteen months. I
would then like to turn to a discussion of (1) the positive aspects of the em-
bargo-engendered OPEC price explosion; (2) the persistent myths that con-
tinue to confuse U.S. energy policy; (3) the undesirability of establishing a new
quota system and/or a central government purchasing authority; (4) the
answers to some of the other questions raised by this committee; and (5) the
Federal Energy Administration-related questions likely to come before this
Congress during the current session. We think some of these FEA issues will
have an important impact on overall U.S. policy vis-a-vis OPEC.

THE ROLE OF CONGRESS

First, let's take a look at what Congress has been doing during the past eigh-
teen months. I know this Congress has been criticized strongly by the Adminis-
tration and many oil industry spokesmen during this period for a lack of speed
in committing the nation to energy self-sufficiency. Actually, when one looks at
the policies Congress was asked to adopt a year and a half ago, one can only be
thankful for the deliberative nature of the legislative process. For Congress
was asked to put our total energy policy on an OPEC price basis-that is, to
tie the price of our oil, natural gas and coal to OPEC pricing. To have done so,
of course, would have been a severe jolt to the econoiny-$50 to $75 million
more inflation-more recession, more unemployment and, I suspect, very little
net gain in domestic energy production.
* But Congress refused to be stampeded. It resisted the siren call for a "quick
fix". And, despite the complexities of the issues, Congress has moved with re-
markable speed for a legislative body and has already fashioned many of the
key building blocks of a rational, national energy policy.

A strategic storage program has been created. That step alone will go a long
way toward protecting the United States from future supply disruptions or em-
bargoes. The strategic storage concept has always been the cheapest, most cost-
effective way of achieving reasonable security and a measure of independence
in'foreign policy matters.

The Congress has also embarked on what might be called .a moderate energy
cost program. It allows the average price of oil produced in this country to rise
modestly month by month, yet keeps the weighted average cost far below the po-
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litically established OPEC prices, rather than-as the Administration urged-
tying domestic prices directly to OPEC prices. This approach allows newly dis-
covered U.S. crude to be priced at a much higher level than old established pro-
duction and thereby creates plenty of incentive for exploration and development
of all but the most marginal geological structures that promise to yield oil re-
serves. Congress has also gotten a good start on conservation, including automo-
tive efficiency standards, and has strengthened our competitive export position by
providing lower energy costs to U.S. industry and agriculture than the energy
costs now prevailing in other industrial countries. As a result, our balance of
payments position in 1975 showed the biggest single surplus in the history of the-
nation-despite a $25-billion payment for oil imports

Of course, much remains to be done, particularly in two areas: conservationi
and natural gas pricing. But even in these areas, substantial progress has beeu-
made. For example, as the Chairman well knows, his own Energy Conservatiom
Act of 1976 which encourages the minimum use of energy in housing, non-residen-
tial buildings, and industrial plants has already been favorably reported out of
Committee. And while no overall natural gas pricing legislation has yet emeqged-
from Congress, there are a number of proposals currently active. The approach,
in that area which seems to make the most sense would tie the pricing of newly
discovered natural gas to the Btu equivalent of the weighted-average domestic-
crude oil price then in effect. This will permit a high enough natural gas price to-
encourage exploration for new gas without, again, tying the natural gas price-
directly to OPEC's crude oil price level which is not set in a free market but
rather Is set politically.

I sincerely hope that both the Energy Conservation Act of 1976 and new nat--
ural gas pricing legislation can be adopted in this session. With those two addi--
tional actions, this Congress will have virtually completed the legislative frame-
work for a sane national energy policy. I think that rather than brickbats, con--
gratulations are in order. I know how hard members and staffs of the appropri-
ate Senate and House Committees (specifically the Senate Interior Committee
and the House Interstate and Foreign Commerce Subcommittee on Energy and
Power) have worked on various energy proposals that have come before them. It
has been one of the most difficult tasks ever handed Congress, and while the re-
sults to date may not have been perfect, I think this Congress can be proud of
its achievements in the energy area.

THE POSITIVE ASPECTS OF OPEC'S HIGHEE PRICES

I know it Is popular to blame the extraordinary OPEC price Increases in late-
1973 and early 1974 for the recession that has plagued Japan, Europe and the
United States. It is always easier to scold others than to take a hard look at
one's own policies to see where the fault really lies. Thus, OPEC has received
almost unanimous worldwide criticism for the price actions taken during the
embargo. It is not my purpose to exonerate OPEC but merely to point out that
the recession in the industrialized countries of the world, with its attendant
growing unemployment and inflation, was underway long before OPEC made its
move. To be sure, the higher OPEC oil prices hit hard at countries that depended'
on oil for most of their energy and imported most of the oil they needed. But even
in those cases, the OPEC price moves served only to exacerbate what was al-
ready a bad situation. The economic disequilibrium was present well before they
acted.

Still, one can well remember the cries of anguish that went up and the predic-
tions that the international monetary system could not handle the massive new
flow of funds to OPEC countries. Others predicted that OPEC countries would
soon amass such enormous new reserves that they could buy out the shares of all
the companies listed on the New York Stock Exchange. These fears were, of'
course, exaggerated and have not been borne out by subsequent developments. In
fact, what has actually happened Is that the transfer of large new financial re-
sources from the Industrialized countries to OPEC has created a growing oppor-
tunity for industrial countries to export goods and services to OPEC. Companies
here in the United States certainly have benefitted from OPEC's new wealth. Our-
own U.S. exports to OPEC have doubled between 1974 and 1975 and now stand'
at something close to $13 billion annually. I would expect this number to grow sub--
stantially because U.S. manufacturing know-how, technological and even agricul--
tural expertise Is very competitive in world markets and will Insure that we re--
ceive more than our pro-rata share of orders from OPEC countries.
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It is very interesting to note that the International Monetary Fund shows
OPEC reserves at the end of 1975 at just under $57 billion. That sounds like a lot
of money but represents an increase of less than $10 billion from the end of the
1974 level. This means that over the whole of 1975, all of the OPEC revenues
received were spent except for a little under $10 billion. Between 1973 and 1974,
,OPEC had a net increase of some $33 billion. OPEC countries simply were unable
on short notice to spend nearly as much income as they received in 1974. But as
-time goes by and additional port facilities and other infrastructure are added, the
ability of OPEC countries to utilize new revenues is growing dramatically. In
fact, in 1975 only Saudi Arabia, Venezuela and the United Arab Emirates in-
creased their monetary reserves substantially in comparison with 1974. Indonesia,
Libya and Iraq actually recorded declines. And this year it's clear from the finan-
cial transactions records that both Algeria and Iran are borrowing in the inter-
-national money market to supplement their oil revenues in order to continue their
development programs. Moreover, OPEC has embarked on a substantial and pro-
gressive foreign aid program and during 1975 granted some $5.6 billion in aid to
,other developing countries.

What is happening, I think, is that we are rediscovering the principle first made
famous by 'Henry Ford when he started paying his workers $5 per day. It was
Ford's theory that well paid workers would buy automobiles. He came in for his
share of criticism for altering the then existing low wage structure. But he was
right. We can trace today's modern consumer oriented economy directly back to

-the pioneering step taken by Henry Ford.
The point is that all during the twentieth century, Industrial countries have

:given lip service to the fact that some way had to be found to bring developing
countries into the world economic structure. Great new initiatives were under-
*taken just after World War II with the creation of the International Bank for
Reconstruction and Development and the International Monetary Fund as well
-as the General Agreement on Tariffs and Trade (GATT) and our own bilateral
* foreign aid programs. All of these International organizations and programs were
-designed to enhance trade between countries and bring a fairer return to de-
-veloping countries so that they might actually start to better the living standards
*of their citizens.

Yet, in 1976, the sober fact is that many of the largest, most populated of the de-
veloping countries are becoming poorer each year. Per capita income is actually

-dropping. The World Bank now divides developing countries into three cate-
gories-lower income, middle income and higher Income. The lower income poor
-countries have an average per capita Gross National Product of about $116 per
.year (about $2 per week per person to live on). India and Pakistan are both in
that category. 'Middle income poor countries average some $350 per year per
-capita, with the upper income developing countries averaging slightly over $1000
iper capita of Gross National Product.

Even those numbers, of course, over-simplify the grinding fact of poverty for
most of the citizens of those countries because within most of those countries
gross' disparities in income exist between the elite wealthy class and the common
citizen. Obviously, so long as those conditions persist, with most of the Citizens
-of the world living day to day without adequate food, housing and medical care,
the seeds for international conflict exist. If we have learned anything in the past

-century. it is the fact that we are living in an age where local revolts become
"international incidents-and sometimes wars. We can never hope for a peaceful,
-stable world so long as these enormous income disparities exist.

Yet, the industrial countries have seemed unable to cope with this reality by
actually voluntarily changing the economic order. From this standpoint, the
OPEC price revolution of 1973-T4 may prove to be the single most important
economic action undertaken by a group of developing countries in the twentieth
century. The OPEC countries have, by their own joint policy decisions, thrust

-themselves up from the status of developing countries to the status of economies
in rapid transition to industrialized nations. They are closing the gap in a hurry
-and the lesson for other developing countries is there for everybody to see.

It is for this reason that I think the United States should carefully weigh any
'action designed to confront OPEC and should pursue instead policies to cooperate
with OPEC. OPEC leaders have certainly shown their desire for moderation now

-that higher prices have been established and revenues are flowing to them. Their
-decision. or lack-of decision on a price increase just last week in Bali underlines
ithis moderation. We, for our part, should recognize the tremendous opportunity
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that this new market gives us for increasing our exports. The OPEC countries
are much like Henry Ford's workers-they are now able to buy the things that
we are so efficient at producing. And both we and they should end up with a
permanently higher level of trade and economic activity. The United States, the
other industrialized countries, and the OPEC nations will all enjoy the economic
benefits that flow from a higher level of economic activity. From the standpoint
of this perspective, I think this Committee ought to look at the OPEC price
explosion as carrying with it very positive overtones and perhaps the beginning
of the end of the long established vicious cycle which has seen industrialized
countries grow more and more wealthy and developing countries grow poorer
and poorer.

PERSISTENT MYTHS THAT CONFUSE U.S. ENERGY POLICY

Of all the myths and misunderstandings that continue to plague the formation
of an intelligent U.S. energy policy, there are two that are particularly disturb-
ing and need to be set straight. The first of these is the often stated view that if
only we can get consuming countries to act together, we can break OPEC. There
are many different scenarios envisaged for the break-up of OPEC, ranging from
military threats to sealed bid auction schemes through the establishment of a
Government Purchasing Authority which would, encourage individual OPEC
countries to defect in order to gain increased market position. I think it's time we
stopped kidding ourselves. OPEC exists now and has been in existence for sixteen
years. It has held together through enormous strains. In fact, OPEC has just met
and overcome a rather crucial year. They have weathered a very severe decline in
production. OPEC countries were producing some 33 million barrels a day in 1973
prior to the embargo. Two years later, in October of 1975, they were producing
only 26 million barrels a day-a 25 percent decline in production. That is the
kind of decline that should have caused OPEC to split apart if it were weak.. It
did not happen. Saudi Arabia, all by itself, took a decline of 1.6 million barrels
per day Make no mistake. So long as Saudi Arabia is willing to act as 'a balance
wheel and take production cuts, OPEC is certainly going to survive.

Mr. Chairman, this Committee should understand that what OPEC has done
really is simply agreed upon a "marker price" for Saudi Arabian light crude oil.
Every OPEC member is then left free to decide how to price its own crude oil in
relation to the marker price. This has introduced the flexibility needed by individ-
ual countries to make price decisions that will encourage customers to buy more
of their oil or conversely discourage customers from buying so much of their oiL
This approach has introduced a market concept which allows changes in world
demand patterns and changes in tanker rates to make themselves felt quickly. and
bring about corresponding price changes in various crude oils that are available
around the world. Thus, for example, when, as at present, freight rates have fallen
as a result of the worldwide surplus in very large crude oil carriers (V'LCC's),
the value of crude oil close to the major marketing areas has also fallen. Algerian
of Libyan crude close to Southern Europe two years ago carried a larger premium
related to their geographic location than today simply as a function of the lower
freight rates that are now available to move Saudi Arabian market crude all, the
way from the Arabian Gulf into the European market. Similarly, the premium for
light, low-sulfur crudes such as Algerian or Nigerian in West Africa has increased.
as the demand in both Europe and the United States for light products such as
gasoline and home heating fuels has grown relative to their demand for heavy
residual fuels.

We have also seen that if a country such as Iran prices Its crude above its.
relative value vis-a-vis the Saudi Arabian light marker crude, sales fall off rather
dramatically and do not pick up again until price cuts take place. At the present.
time, the price for heavier Middle East crudes, such as Kuwait and Iranian heavy,
is too high relative to the market price and sales are therefore down. There have
been price cuts in recent months for these two crudes but the cuts were not deep
enough to bring them into their proper relationship with Saudi Arabian light.
Thus, we would expect further cuts in these two crudes during the next few
months if the countries concerned want to keep their production levels moving,
upward as the world economy recovers.

By the same token, Venezuela, which normally has priced Its oil towards the
high side of the price spectrum, found last winter that Its crude production
had dropped so sharply that corrective price action had to be taken. Venef-
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zuela now prices its crude at a very competitive level and production is
already moving up as a result.

In sum, Mr. Chairman, it is theoretically possible for the U.S., acting in
concert with other industrial countries, to break the OPEC cartel. However,
we would have to pay the price of ruining our own economy by diverting
massive capital funds to subsidize very marginal, inefficient, high cost energy
production in this country. This price would be far too high and would hurt
us far more than it would hurt OPEC.

The second myth that still continues to plague our energy planning is the
thought that somehow' or other our national security, our very survival as a
modern nation, requires us to be less dependent on imported oil and the corol-
lary myth that we can become substantially less dependent on imports over
the next five years. The thought that somehow or other our national security
is directly linked to the number of barrels of oil we import a day is to me such
a narrow view of national security as to be almost ridiculous. Yet, this train
of thought persistently runs through both the first and the second Project In-
dependence reports. It is far too narrow a context within which to view national
security and foreign policy flexibility. No matter what we do, Europe and Japan
cannot escape overwhelming dependence on OPEC oil to fuel their economies
for the next five to ten years. Given the interdependence of our economy with
those of the European countries and Japan, their vulnerability is our vulner-
ability. We do not really have the unilateral options we used to have in the
energy arena. We and other industrial countries do need a certain volume of
oil. The producing countries, for their part, do want to diversify their economies
and improve their standard of living. Their spending pattern in the last two
years certainly proves that. Between these two groups, cooperation can yield
a higher level of world trade and a growth in mutual interdependence. This is
a logical course and one which we should prefer.

That doesn't mean we' shouldn't do anything about developing indigenous
energy resources. Obviously, the embargo showed us that oil energy is a finite
resource. We and other countries have got to develop alternative sources, and we
and other countries must conserve and use energy wisely while we have it. Those
are very useful lessons to us.

In the meantime, if we are to become more and more dependent-and, indeed,
there seems to be no alternative if we wish to have a prosperous economy for
the next several years-then the strategic storage program, which Congress
has already provided for, can be seen for what it is: an indispensable pre-
requisite to maintain our foreign policy options and protect our national security
against temporary disruptions of oil supplies at a relatively modest cost.

The point is that Congress and the Administration are moving forward on
a storage program that will protect our national security and give us time to
unsnarl any supply disruptions that may occur without exposing our-economy
to massive damage. Yet, the rhetoric from the Federal Energy Administration
continues to stress declining dependence on Imports over the next several
years. That is a myth. It is not going to happen. We are far more dependent
on imported oil now than we were prior to the embargo and we will be even
more dependent in 1980 than we are today, despite the arival of North Slope-
Alaskan oil sometime next year or, depending on the delays that might occur
in the pipeline construction, early in 1978. That is a fact of life and we ought
to face it squarely.

SHOULD WE ESTABLISH A QUOTA SYSTEM?

Let us start our discussion of the re-establishment of a quota system with
the observation that we lived under a mandatory oil Import quota scheme from
1959 until .1973 when it finally, fell apart of its own weight. Yet, support for the
re-establishment of a quota system continues to persist In Congress. This Com-
mittee ought to understand clearly that the adoption of such a solution to our
"energy problem" would be a disaster for the nation.'Quantitative restrictions
are by their very nature inherently discriminatory. They' freeze trade patterns
and develop rigidities that make It impossible to cope with changing world
conditions. Moreover, under today's circumstances, they simply would not work.

Mr. Chaiiman, I know I don't have'to remind you of how the East -Coast, and
particularly the New' England region, suffered under the old quota system by
being denidd access to low cost foreign oil and by paying'a disproportionate
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share of the price for what was billed as a national security program. But at
least the quota system then in place made some sense when one viewed the ob-
jectives it was seeking to promote. It was designed to protect domestic produc-
tion from price competition abroad. Since we had a fairly large spare productive
capacity, we were able to restrict access to foreign oil to an absolute volume
limit while allowing our domestic producing companies to produce enough oil
each month to meet total demand.

The simple fact is that today we don't have that option. We don't have any
spare productive capacity. Our production topped out several years ago and has
been declining for the past several years. Thus, the establishment of a quota, if
it bites at all, will simply create an artificial shortage.

I remember well talking to a member of the Energy and Power Subcommittee
of the House Interstate and Foreign Commerce Committee almost a year and
a half ago and hearing the question, "Well if we have to cut consumption, rather
than do it by raising prices, why not just establish a quota and limit the volume
of foreign oil allowed to be imported?" I responded to the Congressman, "All
right, who do you want to shut down first? Would you establish priorities to shut
down schools and allow industrial plants to keep operating or would you keep
schools and hospitals functioning and shut down industrial plants?" He re-
sponded, "Oh, I don't want to shut down anybody." I said, "Well, if you are not
going to curb consumption by using a quota, if you're not willing to create an
artificial shortage, then why use a quota at all?"

The simple fact is that a quota system won't work unless we are willing to
create artificial shortages and develop a huge government bureaucracy to deter-
mine who gets the limited amount of oil that is available and who doesn't

SHOULD WE ESTABLISH A GOVERNMENT PURCHASING AUTHOBITY?

There are equal if not worse dangers in the idea of establishing a Government
Purchasing Authority. On the face of it, the lure of a central Government Pur-
chasing Authority with the sole right to buy all of our oil requirements sounds
like it might give us a useful lever to weaken OPEC's power. It might provide
incentives for members of OPEC to discount their oil in order to gain a larger
share of the world's largest single market for imported oil. Unfortunately, the
proposal bears no relation to what happens in the real world. It would not only
be an administrative nightmare but it would also be anti-competitive in its im-
pact and lead to the politicizing of what should be commerical trade. Finally-
and perhaps most damning of all-it won't work.

Let's look first at the administrative difficulties. For purposes of illustration,
let's just look at one product, residual fuel oil, which now moves into the seven
state New England-New York area. In Maine, customers can burn residual fuel
with a sulfur content of 2.5 percent in most of the state but are restricted to 1.5
percent in the Portland region. In Massachusetts, 0.5 of 1 percent Is all that is
allowed in Boston (with certain exceptions for large users with high stacks), 1
percent sulfur heavy fuel can be burned in other parts of the state and in still
other parts of the state, 2.2 percent sulfur is permitted. In Rhode Island, the
rule is 1 percent. In New York City, by contrast, it is 0.3 of 1 percent. These are
sulfur differences that apply to one product: residual fuel oil.

In addition, there are other characteristics of the fuel that are important. For
example, industrial and commercial users, such as hospitals, schools and manu-
facturing companies must use what we call "low pour" residual fuel. This fuel
does not require much heat to deliver and use. It will stay in liquid form at
temperatures down to 600 Fahrenheit. Utilities and certain other large users,
on the other hand, have special heating equipment and can take delivery and use
residual fuel called "high pour" which needs to be kept heated to 900 to 100°
Fahrenheit. If it drops below that temperature, it becomes a solid.

So you can see, Mr. Chairman, that in that small region of the country there
is enormous variety in physical characteristics, even for the one product, re-
sidual fuel. If you multiply that by sulfur requirements in other parts of the
country, you would certainly have an administrative nightmare. Every day
there are some 20 tankers loaded with refined products coming into the United
States. During the winter when it is cold, there could be 35 or 40 shiploads
every day. Literally hundreds of companies and supply departments are buying
refined products. These departments are staffed with experienced supply people
and knowledgeable tanker people who are able to adjust quickly to weather
and other circumstances. As far as independent terminal operators and market-
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-ers are concerned, we believe we have a competitive edge over the major cor-
panies and have been able to grow during the last decade because we have
supply people who can act quickly, in 15 minutes if need be, without executive
.authority to cut a deal. They know the market. Can you 'imagine a centralized
government authority delivering the right specification residual fuel at the
right time -to each company and each consumer that requires residual fuel?
.1 believe it would be administratively impossible.

The problems of supplying crude oil to the nation's some 240 refineries would
be even more difficult. W hat if the central purchasing authority went out on
sealed bid 'and received a very attractive offer for Kuwait crude? The fact is
that some two-thirds of all the refinery capacity in the United States could not
-operate on Kuwait crude-and many of the other refineries would be able to operate
on Kuwait crude only -by cutting 'their total capability. That's because Kuwait
,is a relatively high sulfur heavy crude and most U.S. refineries.are designed
-to run a sweet, low sulfur crude.

As you know, Mr. Chairman, our company is today building a 200,000 barrels
.a day independent refinery in Louisiana as a 50 percent partner with~the Ingram
Corporation of New Orleans. We expect to start production within the next 3
to 4 months. . scan, tell s you tha'tr-we. have srun perhaps a, bundred .computer- pro-
~grams:to- try. to. determine the optim um crude slate thatw,e;.need ,iu 1order, to
produce the. products ithat wi give. us othe best yield in tmark-etplace.,We

-have designed our plan -to run. ea, heavy, highsulf,r, high metal cateiit' crude
-oil. We can handleLalmostai~y ,crude in 'the.world. 1Thus;weare inreprett3yigo d
-shape to 'go-out-and 'buy the cheapester,utde possible. ,

But if we 'had la.Government Purchasing Agency and it went. out on .a sealed
-bid basis and happened to-get a bargaini.from some country with a high quality
crude, we would 'end up with a ,crudeoil,our riefineryi,, .not designed tohlandle.
Instich a. case, weould(not haveto use any! ofour :desulfurization'.equipmeiit.
W We would thus' give up the 'advantages we thought iwe lhad lpiurqcha'sed: *ith'o ur
capital investment. dn desulfurization. But at least.wpe coiild.,ha~ndle the 'high
-quality crude.cFaced with a -similar.situation on heavy,crude, m64t'U.S. refiners
.ddn't have that loption. Many of.,them are seyerely limited in'th6 quidifty.ofcriide

.oil .baithatey, clan-run thuhberpat:.hyi~nthave 'tb-e igh't metaliurgy

to handleh~igh -metal -or high sulfur.crudes. And ryetth~e',ai5& far'iii'o'e 'crudes
'in the world-N xithmediun .or high suifurcntent than there are avitowsuifur

content. Thus with moree.ihan 240 refifiers in'this ciintry, the ikelihood of all
-of them being supplied Nwiti,..the'right quality crude oi.at i rihtime s that

,each raflner ~ ~ ~ ~ ~ ~ ~ il ierigtbimeeo ha-each refiner 'is, able -to optiiize yields is IRmote at ,hest.Equally' Yeote is 'the
chance that each ,rqfiner's customers will rieceive -ile right quality prodiic'ts when
'they are needed. In 'shortthe wholeoperation will breaka6wn 'if it's to'be
'handled by a Government Purchasing Agency. ' '

Quite apart from the administrative impossibility of such a plan, it would
shave a severe anti-competitive impact, particularly upon independent marketers
zand independent. refiners. As I indicated. earlier, one of our strengths is our ability
to make purchases of the right product'or of crude-ohmin the marketplace quickly.
We.can take advantage 'of what we see 'to be weaknesses in. the marketplace for

-both -crude and products! 'Simildrly, our 'supply people know -the taiikbr market
and can usually ''irrange freight' more ecotnomnically than our major "competitors.

.1 have noted in .my own crude oil negotiations around the world' -that many pro-
-ducing count'ries,' whohave taken over all or part of the major company operations
in their country, are anxious to sell to"U:S. independent refin'ets. 'Ihave'noted-that
we are Able in some cases to get 'aftractive payment terms for the 'crude we
'purchase or helpful fieiibility in transportation schedules.

.In short, it's a 'buyers market and witf our ability
':long co~mmittee meetings, we are ab't r mpetitivo -edgetoverour major
,,company competitors 'both in Jimporting-products and in importing 'crude. That
'competitive edge would 'be, lost 'should a Government Purcha'sing A'uthorty 'be
.est~a>blished.' We' wounld'then 'h''e to -buy at the same' price as everybody else and
at .the same termsas everybody else. The anticompetitive aspect of such a pro-
cedure should beclear to every member of this Committee.'
. Quite -apart from these obvious difficulties, there -are ttvo other aspects about

the establishment of a -Government Purchasing Authority that -give me serious
reservations. First, when you have a -single government agency 'buying some $25
'to $30'billion a year of crude oil and refined products from 'abroad the very
likely result will be to tie 'these purchases into our 'foreign policy objectives-
whether economic-policy or overall'foreign security policy. Certainly when France
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established'their state oil company, within a relatively few months it was oper-

ating as an arm of French foreign policy. Right after France lost the Algerian

war and established a French oil purchasing authority, that company went out

and negotiated a deal with Algeria for continued use of most of the Algerian crude

oil. General DeGaulle wanted to tie the Algerian economy to France even though

France had lost the war militarily. They did it by paying a $1.50 per barrel more

for Algerian crude than its market value at that time.
Right here in our own country, I think the negotiations for the wheat deal

three years ago give some indication of what can happen if you seek to achieve

a foreign policy objective and you don't know the marketplace. We ended up, as

the Committee may recall, by selling our wheat to Russia at a relatively low

price and then developing a shortage here at home with resulting high domestic

prices. I am afraid that many of our statesmen are too prone to view our U.S.

economic productivity in various fields as simple bargaining chips to be sacri-

ficed to achieve foreign policy objectives. That frightens me with respect to im-

ports of crude oil and refined products. The temptation to politicize this trade

would be great and the international oil market is far more complex than the

market for wheat.
Finally, even if none of these objections were enough, the most devastating

argument that can be used against a Government Purchasing Authority is the

fact that it won't work. The mistake is in viewing OPEC as a simple cartel. In

fact, as we have discussed, OPEC is more than an organization set up for cartel

purposes. It is also a political organization with a central ideology-to bring

about a more equal distribution of the world's wealth by transferring real income

from industrial countries to developing, resource producing nations. That goal

has a higher priority than any short range benefits that might be obtained

by discounting prices to obtain a larger share of the U.S. market.

Moreover, I can think of nothing better designed to create unity within OPEC

than a direct challenge by the largest single industrial importer of OPEC oiL

That Is how OPEC would view the establishment of a U.S. Government Purcbas-

ing Agency. It would be looked at as a step designed to break OPEC.

For any sealed bid system to work, there must be anti-trust laws. Yet, United

States antitrust laws would not touch OPEC. They are sovereign nations and if

they are confronted with an American import monopoly, what is to prevent them

from submitting a collective bid of, say, $1.00 per barrel higher than the market

for the crude oil or products requested by the U.S. Our only option at that point

would be either to accept the bid with a red face or to do without OPEC oiL

They have to know we could not accept the second option. In short, Mr. Chairman,

we need the oil more than they need to sell it to us. For this reason alone, the

creation of a government import monopoly just won't work.

OTHEB QUEsTIONS RAISED BY THE COMMITTEE

In your letter to me of May 10, 1976 inviting' me to testify before the Subcom-

mittee today you raised a number of specific questions. Some of these I have

already answered in my previous testimony. I would like now very quickly to

provide direct answers to some of the other questions outlined in the May 10

communication.
First, you asked if there were diversities between the interests of U.S. oil com-

panies and those of the U.S. government in negotiating long-term crude sales

contracts. My answer is that I know of no serious diversity. The U.S. companies

concerned are interested in security of supply, minimum prices and favorable

terms. I should think those objectives would also be the primary goals of the

U.S. government You also asked whether it would be helpful for Congress to

require access to information on crude oil negotiations and/or participation In

such negotiations. I would have no objection to the Congress requiring or asking

for certain information it deemed relevant from U.S. companies. We already pro-

vide a great deal of information on a confidential basis to the'Federal Energy

Administration. So long as such information could be given to Congress on a

similar basis.so that our competitive posture Is not damaged; I am sure that we

would be happy to cooperate and make such information available. II would draw

the line, however, at providing information which foreign countries had asked

us to keep confidential. Releasing such information to any government authority

would be likely to undermine the good faith and trust such foreign producing

countries have in our company and could only result in damage to our mutual

relationship.
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On the other hand I can see nothing to gain by requiring Congress to participateIn negotiations with private companies in long-term crude oil sales contracts.In fact, I would think that any government involvement in such discussions wouldvirtually rule out the chance for independent companies to negotiate attractiveprices or favorable terms. For this reason, I would strongly oppose direct Con-'gressional involvement in crude oil negotiations.
You next asked whether contracts assuring a producing country an outlet forall of its crude production would minlmlze the need for that country to competefor sales -by cutting price.
Obviously, if a producing country can sign a contract assuring it of a completeoutlet for its total crude production, it would not have to compete for sales inthe world market.'But the question is not responsive to the actual situation. Infact, the producing countries that have taken over all or part of the productionoperation formerly handled by the international oil companies have signed anumber of supply contracts with those very companies: But most of those supplycontracts have a minimum and maximum lifting range which is quite wide.Thus, if the country prices its crude oil too high, the company buying that crude:lifts the minimum level. This is, indeed, happening today in Iran, Kuwait and inother area. On the other hand, if the producing country prices its crude at real-istic or lower levels relative to the Saudi Arabian marker crude, then the com-panies would tend to maximize their liftings of that crude. In short, there aremarket incentives and price incentives affecting the producing countries today.and I expect they will continue. With some 11 million barrels of spare producingcapacity among the various OPEC countries, it is a buyers market.You have also asked whether the desire by companies for assured access tocrude' might' inhibit them' in'attemlting to 'negotiate;l'd*er crude prices or indeveloping U.S. domestic energy sources. I would answer a fiat "no" to both ques-tions. As I-have indicated, there is enormous spare producing capacity aroundthe world and additional spare capacity is being added even at the present time.Thus, companies-major and independent alike-can do some shopping in theworld marketplace. in 'order to ensure that they get the lowest crude prices avail-able. They can simultaneously trim back their offtake of crude oils they feelare overpriced relative to Saudi Arabian marker crude.' Another question raised by the Conimittee was whether we' could foreseeexporting countries using their crude oil leverage to take over downstream oper-ations of the multinational &omnanies.'-We'don't see this, happening. Some. ofthe producing countries have shown some modest interest in investing in'down-stream operations but most are far more concerned with the development of their,own internal 'economles. The major thrust 6f their investment activity is in'developing additional port capability, highway and other infrastructure neededas' a prerequisite' to further econbmicidevelopment. Major funds are also beingcommitted to hospitals and schools as well as safe ahd' ample water supply. Thosecountries with surplus funds accumulating over and above their ability to abs'rb'such' funds are showing a preference for seven year bonds of'AAA industrialcompanies far more than they are showing interest.in investing in refining oi-muarketing in' foreign countries downstream.. of '

You also asked whether we could take advantage of any price competitionthat might develop between producing countries without risking loss of accessor "other penalties from those producing countries wih'hich "hold the line." Theanswer 'to that question is "yes": I think both independent and. major com'paniescnuld take advantage of such price.'combetition. This could be done in two ways.First of all,' if lifited amounts of crude oil became available at attractive prices;one could minimize. production and buy thie small volumes of oil that might he.-,come available at lower prices w'ithout risking any penalty since, as I have indi-
cated above, most existing contracts' do have minimum and maximum liftingieqviiirements: , I h mInim

If one or two.large producing. countries were. suddenly -to price their'oil 'ata muchIlower level than the s existing world market price. there is also flexibilityin 'existing crude contracts totake advantageof that situation.'Mir. Chairman, virtually every long-term crude oil c6ntract. whether enteredinto with a major producing country or with one of the multinational compa-nies, has in 'it today what we. call a ."qarterly price reviewv clause." Under
that clause, either party, can, reopen, and. indeed terminate a long-term crudecoritraOt if it feel', that the price for' the crude oil is not consistent, with theworld 'market pride at that timne. A "'qu'arterly' price review clause" is, in effect,
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a very short time fuse on a long-term contract. We have such clauses in all of
our newly negotiated crude oil contracts and expect that most other companies
have similar clauses. It is a way of doing business today which enables both
U.S. and foreign independent and major refiners to take advantage of lower
crude oil prices that may develop for large volumes of crude supplies.

Finally, you have asked whether the U.S. government provides adequate nro-
tection for independent oil companies in their overseas operations. Yes, I believe
that U.S. government policies do offer adequate protection for independents in
their overseas operations. Indeed, we need no special protection in our over-
seas operations. Of course, we are subject to major supply disruptions and/or
embargoes but so is everybody else, including our major company competitors.
In those instances, the Emergency Petroleum Allocation Act of 1973-even if
it is on a standby basis at some future time-would ensure us of at least our
pro-rata share of available domestic oil. Thus, we are in no need of any special
treatment from the U.S. government in our overseas operations.

This question does, however, lead me to the final point that I would like to
discuss with this Committee. It relates to the Federal Energy Administration
issues that are likely to come before this Congress during its current session.

FEA RELATED ISSUES OF INTEREST TO CONGRESS

Mr. Chairman, there are two rather narrow FEA issues and one broad issue
that I would like to discuss with the Subcommittee at this time. The two nar-
row issues relate to changes in existing FEA rules and regulations that are
likely to be proposed during the next few weeks or few months, and the final
broad question deals with the subject of continued price controls on petroleum
product sales in the United States.

The first of the two narrow issues deals with, a proposed FEA regulatory
change which would end entitlements received by U.S. refiners on sales of
bunker fuel to foreign flag vessels,, including vessels bringing goods into the
United States and vessels used to export goods from the United States. As you
know, American. consumers should be the only ones to receive the benefits of
the entitlements program, which is a program designed to equalize crude oil
prices among all U.S. refiners so that each refiner will have a lower weighted
average crude oil price than foreign refiners. This lower average price results
from the fact that domestic crude oil prices are under price controls, at levels
significantly below OPEC price levels. The new regulation seeks to make sure
that the benefits stay with American consumers, and, therefore, it does not per-
mit entitlements to flow to a refiner on export sales. Unfortunately, included in
the export sales are, by definition, bunker fuel sales to foreign flag vessels.

We think this is a. mistake and flies in the face of sensible U.S. economic
policy. Implementation of this rule would mean that every vessel bringing mer-
chandise into the United States, including tankers bringing crude oil into the
United States, would bear sharply higher freight costs since the U.S. refiner
would no longer be able to supply bunker fuel to such vessels without losing an
entitlement currently worth $2.80 a barrel. Obviously, such a refiner would have
to pass along his higher crude costs in the bunker fuel sold to such vessels. Thus,
the cost of importing everything would go up. This would contribute to infla-
tion and certainly is not in the best interest of the American consumer. Simi-
larly, all exports of goods from the United States on foreign flag vessels, includ-
ing all of our agricultural exports, would incur a higher cost since bunkers sold
to vessels departing a U.S. port for a foreign port would have to reflect the
higher cost to the U.S. refiner of the loss of entitlement on such sales. This means
our competitive position abroad would be undercut by the higher freight costs
resulting from this rule change. We would hope the members of this Committee
will make their position in opposition to such a change clear to the Federal
Energy Administration.

The second narrow but critically important issue is the question of a proposed
change in the fees now payable on imports of refined products and crude into
the United States. This proposal is still In the "trial balloon" stage and we hope
this Committee will help us shoot it down.

As the Chairman probably remembers, more than three years ago the United
States established a fee system with a 21¢ tariff or fee on crude imports and a
63¢ fee on product imports. In the East Coast area, traditionally heavily depend-
ent on imports of products, importers were granted fee-free licenses which were
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to be gradually phased out by 1980. Thus, while the new 630 fee is still in place,
Its impact is really moderate and very minor in raising costs gradually over a
period of seven years to traditional importers on the East Coast.

Yet, the existence of this "permanent feature" of the import system does en-
courage additional domestic refining capacity since the domestic refiner knows
that by the time his refinery is completed and on stream, there will be a measure
of protection granted him In competing with foreign refiners who, of course,
have far lower costs of operation and usually pay little or no income tax.

The FEA has indicated that domestic refiners don't need this fee protection
because of the entitlements program. We think that there are very serious legal
problems in such an approach since it implies that entitlements can be used as a
substitute for a duly authorized tariff or fee established by Congress. It would
be the same as saying that the entitlements program could be used as a substi-
tute for the Federal income tax.

This country is the only major industrial country with insufficient domestic
refining capacity and our capacity will be far more deficient five years from now
than it is today. There are no new refineries, apart from our own project, under
construction in the United States today. We think the nation does need more
refineries and the abolition of the fee system will ensure that we shall not get
those needed refineries.

We hope that members of this Committee will let the FEA know they would
oppose such a questionable policy change.

PBICE CONTROLS

Finally, Mr. Chairman, I should like to come to what I think is probably the
single most important energy issue up for decision by Congress this year. I refer
to the question of price controls on refined products. As the Chairman knows,
since he participated in many of the deliberations and discussions, the Federal
Energy Administration proposed and Congress agreed to lift price and alloca-
tion controls on sales of residual fuel oil in the United States effective yesterday,
June 1.

Now the Federal Energy Administration has issued preliminary findings and
held hearings to take a similar step with respect to distillate fuels, No. 2 heating
oil and diesel fuels. An FEA proposal is likely to be sent to Congress in the next
week or ten days and Congress will then have fifteen days to hold hearings and
either accept the FEA proposal to decontrol or, in effect, veto it.

We believe Congressional action on this issue will be a watershed decision which
will shape the destiny of the oil industry for the next generation. If after five
years of price controls (no other industry is today under such controls), we
cannot get rid of such controls despite the fact that prices are well below allowa-
ble margins and supplies are ample both at home and abroad, when will controls
ever come off?

Boiled down, the issue of exempting distillate production from price controls
will pose the question to Congress of whether the oil indutry is to continue to func-
tion as part of our market-oriented free economic system or become just another
public utility subject forever more to controls which foster. inefficiency-controls
which are already sapping the competitive strength of independent refiners and
marketers alike.

Mr. Chairman, as a new independent refiner making a $300 million capital
investment in a new facility we would-be the last to urge the scrapping of con-
trols on distillate fuels if we felt that the continuation of such controls would
offer us a "security blanket" or in some way guarantee our economic viability. Yet
we favor decontrol and' so testified at the FEA hearings on March 3, March 9, and
again on May 12, 1976.

Our reasons are quite simple. We believe that the allocation and price control
system now in effect hurts independent refiners and independent marketers more
than their major integrated competitors. At a time when both foreign and domes-
tic supplies are ample. it is the small independent who is hurt by controls more
than his giant competitors. We independents have the ability to act quickly and
take advantage of world market trends in buying crude -oil and in arranging
freight. We can also act quickly in making attractive sales to new customers.
Generally, we have been able to "outsell" our slower-moving, bureaucratic major
competitors by offering better service and better prices to customers. This has been
the essential element in our growth and prosperity in a free market economy.
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Our experience has shown us that all these advantages are lost when we are
Ibeset by a mass of red tape, caught in a tangle of controls and monitoring, and
basically hobbled by the fixed purchaser-supplier relationships that now exist.

We welcome the challenge of the marketplace. We think that we can grow and
,prosper and the customer will benefit if we are allowed to exercise our judgment
land utilize our ability to move quickly.
* Unfortunately; the allocation and price controls imposed on the industry negate,
under current market conditions, most of our natural competitive advantages.
This is why we favor removal of distillate fuel oil allocation and price controls at
this time. Indeed we think there may never be another time.

We do recognize that the control authority is not being removed and that it will
remain on a standby basis in case of an embargo or other international disruption
over which we have no control. We think that is a proper procedure.

Mr. Chairman, I think you understand how regulation and control spawn
still more regulation and control until all semblance of competition and new entry
is squelched. Just a few months ago I happened to sit next to a friend on an
airplane bound to Boston from Washington. His name was Stephen Breyer. He
was just completing a year's work as special counsel to the Subcommittee on
Administrative Practice and Procedure of the Senate Committee on the Judiciary.
He had received a year's leave of absence from his teaching post in Cambridge.
Mr. Breyer showed me your committee print report on the Civil Aeronautics
Board Practices and Procedures.

Mr. Chairman, as I read that report, I was appalled. I was not surprised,
therefore, to see your statement on the airline situation in the Congressional
Record of May 11. In that statement, you noted how controls. had hampered new
entry and destroyed price competition in the airline industry to the detriment of
the consumer. You then stated:

"The point I am stressing, is that these procedural abuses spring not out of any
personal or inherent perniciousness on the part of Board members. Instead, they
stem from the basically contradictory nature of competition and public utility
type regulation. Thus there is a natural temptation for the regulator to take
procedural shortcuts in order to serve the perceived regulatory goals of market
stability and the financial health of each regulated firm. This raises the costs
to travelers without providing either them or the airline with corresponding
benefits.

"The simple fact is that CAB regulation has failed both the airline industry
and the traveling public. It has failed the industry because inflexible Board regu-
lation has not encouraged innovation, has not sufficiently rewarded efficiency, and
has not provided consistent profits. And, even more important, It has seriously
failed the consumer. It has not brought about, nor even allowed, the lower prices
that would come from competition."

My point, Senator Kennedy, is this: I see all too many parallels between the
airline industry as it is now and the, oil industry as it will be if price and alloca-
tion controls are not lifted on distillate fuels now, and on other products and
eventually crude oil when the current 40-month phase out of price controls on
crude oil is complete.

Frankly, I don't trust controls. In a dynamic market-oriented industry, they
can't do the job. They reward the inefficient and soon develop support within
the industry. The consumer, as usual, ends up paying the price for the loss of
price competition.

Mr. Chairman and members of this Committee, I can already see many OIT
the negative features cited by Senator Kennedy in the May 11 Congressional
Record developing in the oil industry. By and large, the oil industry has much to
answer for, as the Chairman knows all too well. But in looking back at the
inequities that resulted from the oil industry's rather privileged status, I think
it is absolutely clear that most of these inequities stemmed not from the market-
place but rather from the intrusion of government into the marketplace on
behalf of certain segments of that industry. The Chairman knows full well of
what special arrangement I am talking about: state prorationing which limited
domestic output to barely meet demand so there could be no price competition;
the mandatory oil import program which protected domestic crude oil from low-
price foreign competition by limiting the volume of foreign oil permitted entry
into the U.S.: the oil depletion allowance and other special tax arrangements
that promoted inefficiency in the industry and subsidized this inefficiency with
taxpayer dollars. Yes, the oil industry has a lot to answer for-but all of these
inequitable arrangements were not just the industry's fault.
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These arrangements were provided for and created by government officials
working had in glove with the industry. They were legal; That didn't nmake them,
right, but remember that these were government' intrusions 'into the market-
place which prevented competition. Reacting to these abuses with still more
governmenttintervention such as price controls is not the answer.

The point is, Senator Kennedy, most of the bad features I have discussed
above are no longer with us. State prorationing ceased when production topped
out and every barrel 'produced here was needed. Spare capacity'was needed to
make prorationing work and' we no longer have spare, capacity. Similarly the oil
import program was ended in January 1973, when the country experienced
severe 'shortages and needed more foreign oil.. You,. yourself, .Mr. Chairman
played a key role in the elimination of the depletion allowance.

All of these steps have helped the independent refiners and marketers. The
independents' positi6n abroad is miuch stronger now because the producing coun-'
tries' have taken over much of 'the major oil companies' share of crude oil and
we can' now buy our 'crude' oil at prices almost as attractive as the prices paid by
the majors. Here at home, the elimination of state prorationing and the import
program have strengthened our posture. As a result,we are how increasing our
marketing. and refining share and if we are allowed to operate within' a free
market, we shall continue to increase our market share, thereby providing the
consumer with the lowest prices' and best services available.

Senator, I would urge.you and the other members of this Committee to act.
favorably on the FEA's distillate price decontrol measure when it cdmes before'
you later-this month.' It might be politically easier not.to rock the boat and go
with continued controls. That course of action, however, can only lead to the end
of competition in this industry; the end to the independent, refiner's and inde-
pendent marketer's prospects for growth.

Senator, we shall need leadership on this.issue. There are many in this Con-
gress that philosophically 'believe government controls can not only take the
place of the market but 'can also serve consumers better than the market. I.
think your study of the airline industry proves how erroneous such a view can
be. I, think with leadership from Senators and Congressmen with records like
yours 'perhaps, a majority of both houses. can be mustered to restore market-'
place economics and competition to distillate products. Without such leader-
ship we hlave little hope of isucceeding. I can assure you that the independent
sector of the. industry will' give you all the support it can 'muster.

Thank'-you for inviting, me to testify this morning. If there are any questions,
I shall be pleased to answer them.

Senator PERCY. Mr. Chairman. regretfully, I must leave. Could I
ask Mr. Buckley just one question?

Chairman KENNEDY. Certainly. ,

Senator PERCY. I appreciate very much your testimoiny. In listening
to you, and in reading it, I am somewhat concerned about one im-
pression' to which it might lead,, that this OPEC price increase has

been good. If it is this good and is benefiting so many other companies-
'and other industries, and hired so many people to make exports to the

OPEC countries, why not just double the OPEC increase, then, 'and
liav'e all these benefits double?

Second, if it really has been good for the Third World, what hap-
pens to countries like Pakistan and India, and. Bangladesh and Sri-
lanka, that do not have 'adequate oil resources, and- who don't have
commodity prices that are going up, and are just paying the increased
price on the fuel. .You have not commented on that.

I would appreciate your comment, just to give you an opportunity
to round out your testimony and give the other side of it. It's not

all a "Henry Ford $5 a day wage benefit" because we are paying this

'money out to someone else. There we were paying it to our own citi-
zens, right in our own' economy and our own country. This is the first

time I have been cognizant of all these benefits we are getting from
the OPEC price increase.
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I think there has been a disproportionate stress on the negative. Of
course, the. kind of price explosion which occurred over such a short
period of time is never helpful because it causes distortions, it causes:
disruptions, it hurts countries in which imported oil accounts for a
higher percentage of their energy than we particularly use-it hurts
them more than us. It certainly hurt Europe and Japan more than us;
proportionately.

I don't try to minimize that damage, I am simply pointing out that
since it happened, OPEC has acted far more moderately; prices have
gone down since the embargo days; and if you look at the kind of'
inflation rates that have existed in early 1973 to the present time, a
great deal of the real value of those 1973 crude prices has been lost
to OPEC and they have not made that up.

I think this recent price freeze decision 'at Bali was a very respon-
sible one. I don't agree with the two other witnesses that OPEC is'
going to continue pricing at the inflation index level; my own feeling
is that they will probably do well to increase prices at about half of
the average rate of inflation. So let's say we face a 3- to 5-percent type
of annual price increase. And let's not forget OPEC has already lost
about a third of what they had 21/2 years ago because of the inflation'
rates that have existed in the countries that use their oil.

I do not mean to paint a totally bright picture, OPEC's action was'
a shock; it did add to our problems and the problems of the other'
countries; but I do think we ought to recognize that the operation of
our own international monetary system has not been solving the prob-
lems that I addressed. India and Pakistan were hard hit by the higher-
prices, and they could least afford to pay them. They, however, are the-
kind of countries that have received some meaningful aid from OPEC.
OPEC countries are giving a lot more of their GNP-giving-in
economic aid than this country is today, and I think that is-
commendable.

Senator PERCY. Well, I just didn't want to have the record stand'
unchallenged on some of those premises because we can see what the'
petroleum price increase did to the cost of fertilizer: what that did'
to the cost of producing food. and what that did to food prices. Senator'
Kennedy and I spent a lot of time trying to make up for the fact that
incomes are 60 or 70 percent absorbed with just food costs. What do'
you do, then, when your prices have doubled and tripled? The ripple
effect has been disastrous on those least able to absorb it.

Also, you have to take into account that if you increase those prices
much more some of the countries, like Saudi Arabia and Kuwait,
would have a great deal of difficulty recycling it and finding places to,
really satisfactorily invest that money.

So, I just didn't want Libya and Iraq to use your testimony in the'
next go-around as the best evidence they can to say, "Look, the more-
we get the prices up, the more it was beneficial, and here is testimony
before the Joint Economic Committee to prove it."

Mr. BUCKTEY. No. I certainly did not intend to give that impression.
Senator PERCY. I am sure you wanted to bring out one side of the'

story, but there is this other side, obviously.
Mr. BUCKLEY. That's correct. And certainly, that is one of the rea-

sons why I was so "praiseful" of Congress in my statement because'
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'Congress was asked a couple of years ago, 11/2 years ago, to take what
was already a very high inflation of energy costs and increase them
still further, and substantially. Congress resisted that option, and has
opted instead for a more modest domestic price policy, which I think
took some courage.

Senator PErcY. Thank you very much, indeed. Thank you, Senator
:Kennedy.

Chairman KENNEDY. Just a couple of questions, Mir. Buckley. You
mentioned 'the: special arrangements that are. open to independents;
could you describe them more specifically ?

Mr. BuCKLEY. Well, if you .go into a producing country, one that
'has completed the takeover, as'the former two spokesmen indicated,
the major companies are still making some profit on that oil, whether
it is in the form of a fee, service fee, or commission, or a "recognition"
of their past position, whatever you want to call it. But it tends to be
modest, say,' 15 to 25 cents a barrel, in that range.

Now, it was not very long ago that-an independent company buying
foreign crude oil and competing with a major in this U.S. market had
an 80 or 90 cent differential-that is' it started out that far behind.
Today you start much closer by virtue of these changes that have
occurred.

It might be, as another example, that we can get longer credit terms
in paying for the oil. For every 30 days, roughly, that we can get
credit for the oil, that is, in effect a 5-, 6-, or 7-cent a barrel "extra"
discount.

Wire have found that we haive been able to negotiate some reasona~blv
extensive credits, helping us with our working capital problems, and
in effect giving us oil at a somewhat lower price than it would be if
it were just sold on what was a' normal credit basis in the past.

Other flexibility one might get would include not having -to take
delivery or lift the same amount of oil every month under a long-term
contract, but rather than being able to take more in one season and
less in another, thus gaining flexibility which is worth real money.
One might not have to build as much storage, for example. And there
are other ways one can save money.

In such rather novel approaches one can end up, actually, very com-
petitive with the major companies'that we have to deal with-to com-
pete with-in the U.S market.

Chairman KENNEDY. Are those open to the majors as well, those
same techniquesI

Mr. BUCKLEY. Yes, but they are much more difficult for them. They
cannot really point to the kind of cash flow problems we can. And cer-
-tainly, if they are negotiating a long term, large volume deal, it is
more difficult for them to get something from the producing country
unless the producing country wants to "generalize" it to everybody.
'Those terms normally get published, and they then establish the norm.

I think producing countries, knowing that the volumes are so large
-and the majors need those volumes, can take a little tougher line with
them, whereas they look at the independent as new outlets, a new ex-
perience, dealing with a new company that is not tied to the majors-
and they want to do business with us. They see it as a very positive
achievement for them to be involved with independents, not only U.S.
independents, but Europeans and others as well.
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major tried to do it, they., would risk penalties from the producing
countries?

Mr. B ucKLEY. Well, It hink certainly the amount of flexibility a ma-
jor has is in some ways less than an independent because they do have a
much larger total requirement. The penalty usually ends up, as a simple
cancellation of the contract. Either you lift your minimum quantity,
or you have a quarterly price discussion, and if you can't agree to the
new price, the penalty is that you mutually agree to stop that contract
and it's over and finished. If you can get along without hat oil, or pick
it -up some place else at a better price, that's fine. If you happen to need
it, then it is a lot harder to argue about the price.

Chairman KENNEDY. Thank you, Mr. Buckley. They have. a live
quorum over on the floor, so we will submit some written questions. to
you and the other witnesses in addition. As always, you have managed
to shed a great deal of light on a rather murky'and poorly understood
subject. For that, we are very grateful. And I regret that the press of
business on the Senate floor does not permit more extensive questioning.
Thank you very much; it was nice to see you.

[The following questions and answers were subsequently supplied
for the -recordA:]

RESPONSE OF WILrfAm P. TAVOULAREAs TO ADDITIONAL WRITTEN QUESTIONS POSED

BY CHAiBMAN KENNEDY

Que8tion 1. Where are Mobil's assets located? Please break down these figures
into refineries, marketing, production, and crude contracts into key country or
region including both the percentage and gross figures.

Answer.We assume this question is a follow-up to Senator Kennedy's line of
questioning pertaining to the amount of Mobil's foreign investment which is in
OPEC countries versus non-OPEC countries. Mobil's Consolidated Financial State-
ments at December 31, 1975 included net fixed assets of $6.6 billion. In the follow-
ing schedule, the fixed assets are listed by principal activity or function and are'
segregated by principal geographical locations.

GEOGRAPHICAL DISTRIBUTION OF NET FIXED ASSETS, AS AT DEC. 31,1975

[In millions of dollarsi

Total,
world- United Total, Middle Far

Net fixed assets by function wide States foreign Europe Africa East East Other

Producing -2, 095 1, 497 598 272 126 6 1 193
Refining -1, 583 718 865 636 67 14. 148
Marketing- 1, 534 782 752 350 94 19 270 19
Other- 1, 382 725 657 237 340 4 53 23

Total net fixed assets
per published state-
munts -6,594 3, 722 2, 872 1, 495 627 43 472 235

Of the $2.9 billion in foreign assets, $150 million is located in OPEC countries..
This is slightly more than 2 percent of the $6.6 billion total fixed assets.

In addition to the net fixed assets in consolidated subsidiaries described above,
Mobil's Yearend 1975 Financial Statements included $460 million of investments'
in unconsolidated OPEC affiliates, principally in Saudi Arabia (Aramco), Iran
and Indonesia. Mobil's OPEC fixed assets of $150 million plus unconsolidated'
OPEC investments of $460 million amount to 7 percent of Mobil's total net fixed:
assets plus total investments in unconsolidated subsidiaries and affiliates.

Crude contracts are not recorded as assets in Mobil's accounts.
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Question 2. What percentage of Mobil's exploration and new. drilling took place
in the U.S., and in non-OPEC countries and in OPEC countries in: 1974, 1976,-
and 1976? -. ..

Answer. The following schedule provides a distribution for the years'1974 and
1975 of Mobil's exploration and new drilling costs. Similar information.for 1976
is not yet available. '

Foreign'
Total, United

Year worldwide States .. Total Non-OPEC OPEC

1974: Percent -100 80 - 20 10 10
1975: PercenL -100 - 60 40 .30 10,

The reduction in the percent of expenditures dedicated in the United States
between 1974 and 1975 reflects the relatively lower level of U.S. offshore lease'
sales during 1975. . -

Once again, these data do not reflect exploration, and new drilling expendi-
tures made by unconsolidated affiliates since these- are not recorded on our.
books. Inclusion of Mobil's share in these unconsolidated affiliates' investments
would increase the OPEC percent from 10 percent to 11 percent in 1967 and'
from 10 percent to 14 percent in 1975.

Question. S. Will Mobil and the other ARAMCO .parent .companies seek to
have the service fee they will receive on oil produced in Saudi Arabia expressed,
as a net after tax service fee in this agreement for, sale of the final share. pf
ARAMCO-production to the Saudi government?

Would Mobil find its operations-with the proposed 21 cent service fee-
competitively profitable if not such accommodation to American tax laws is
reached?

Answer. In discussions with the Saudi Government, the fees being negotiated.
are expressed in terms of a net-amount after all Saudi taxes and other charges.
This is intended to protect the fees to the greatest extent possible against uni-'
lateral imposition of Government exactions over which ARAMCO and its share-
holders have no control. The practice is common to many. negotiations in inter-
national commerce. We expect that the final total fees agreed will be subject
to Saudi tax at the rates normally applicable to foreign owned commercial'
enterprises in Saudi Arabia.

If, for some reason, the credits against U.S. tax for the local'income tax paid
on income from Saudi Arabia, or any other producing country, were. not allowed.
by the IRS, Mobil and other U.S. companies would be unable to compete effec-
tively with international competitors' (e.g., Shell, BP, CFP, ELF-Aquitaine, ENI,
etc.) in maintaining long-term relationships with those producing countries and
the resulting security of access to oil.

Question 4. If OPEC adopts a system of differential pricing (as was proposed
by Algeria at the last OPEC meeting) what would be the impact on Mobil's'
competitveness and on the prices it is able'to deliver to.the U.S.. consumer?

Answer. To start with, the system of differential pricing recommended, by
Algeria at Bali and presently being considered by OPEC is concerned only with,
the prices of. various crudes- relative to the benchmark price of Arab Light crude.
It would not directly affect the benchmark price itself.

The purpose of the Algerian proposal is, simply, to calculate the price of each
OPEC-crude oil so that.its true quality and locationvalues~are reflected. If this
could be accomplished, then the economic attractiveness of. all crudes would.
theoretically be the same.

However, in our judgment and experience, any fixed formula is ulikely to
keep pace with the inevitable fluctuations in relative values of crudes to indi-
vidual refineries from time to. time. Thus, companies will continue to shop for.
bargains for their supply system as they presently do. Accordingly, the effeet on
either consumer prices or Mobil's competitiveness would probably be minimal-
on average over a period of time. .I . -.

Question 5. In your oral testimony, you implied that Saudi Arabia would con-
tinue-to buy the Aramco parent. companies as a group-whether or not the
ARAMCO trade mark were used. Why would such a joint buying arrangement not -
be judged in violatio nof. U.S. antitrust laws? What is to prevent the Saudi
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government from playing each of the parent companies off against each other in
futher negotiation for crude entitlements?

Answer. The presently contemplated Aramco revisions would not involve any
fundamental changes in the substance of Aramco's operations including sales to
its stockholders. The legal forms and the financial consequences will change but.
otherwise, Aramco's operations will be much the same. Historically, each share-
holder has purchased its- crude entitlement from Aramco, which was the owner of
the crude oil under the concession. We anticipate in the future each of the U.S.
companies would continue to purchase its entitlement share from Aramco just
as- before. Also as before, each owner company will continue to market its crude
individually, in the very competitive world petroleum market.

For clarification, the changes taking place within Aramco are twofold. First,
the crude oil will (when 100 percent participation finally takes place) be owned
entirely by the Saudi government. Aramco will continue as before to be the
operator of the facilities but will, thenceforth, earn a fee for services rendered
rather than, as in the past, a profit on actual production. Second, we anticipate
Aramncos total crude rights will be significantly less than the total crude produc-
tion within Saudi Arabia. Saudi Arabia will have large and increasing quantities
of crude to dispose of directly. The Aramco owner companies will have to compete
individually with each other and with any other companies for the right to
acquire this crude under whatever terms and conditions the Saudi government
establishes.

The second part of your question concerns the ability of the Saudi government
to "play each of the parent companies off against each other in future negotiations
for crude entitlements".

With regard to this question, we should indeed expect producing governments
to bargain hard for the best technical ahid other help they need in their efforts
to industrialize and raise the standard of living of their people. This has been
true in the past and will continue to be true in the future. Indeed, the bargaining
may well intensify should the worldwide supply situation for petroleum tighten in
the decades ahead. The acquisition of crude oil for export to the consuming
countries will likely become an increasingly competitive business and we should
expect crude supply entitlements to go preferentially to those companies which
provide the most effective services. This is of course one of the reasons we so
strongly oppose divestiture. Divestiture would enhance the negotiating position
of efficient foreign integrated multinationals at the expense of U.S. companies
which could no longer offer a competing full range of expertise and Services
should they be broken up into separate non-associated organizations.

Question 6a. How would Mobil's participation in the International Energy
Agency's emergency oil sharing program affect its relationship with OPEC mem-
bers? Could Mobil's participation in a sharing scheme lead to retaliation by
OPEC suppliers?

Answer. Following the May OPEC meeting in Bali the official OPEC press
release stated their concern over ". . . actions being taken by certain consuming
countries against the interests of Member Countries of the Organization, and
decided to take appropriate measures, if necessary to protect the legitimate inter-
ests of the Member Countries." If this quotation is referring to the emergency
oil sharing and emergency reserve provisions of the IEA, then there may be
cause for concern.

Question 6b. Under what circumstances would the emergency program be
activated-disruption of a Mid-East pipeline or a severe winter in any one of
the IEA member countries?

Answer. The activation of the emergency sharing program is accomplished upon
the determination by the IEA Secretariat that a shortfall of oil supplies exists
or is likely to exist, equal to or in excess of 7 percent of supplies available in the
four quarters preceding the current quarter. Such a finding by the Secretariat
is reported to the Management Committee of IEA, at which time the system is
activated, unless the Governing Board of the Agency disapproves activation.

The activation of the emergency sharing system is based on a 7 percent short-
fall (or probable shortfall) and not on specific events or circumstances which
have created the shortfall. In theory then, any sustained disruption of supplies
could trigger the system.

Question 6c. Within the framework of the Emergency Oil Sharing Procedures
Manual just adopted by the IEA Governing Board, who will calculate realloca-
tion of energy supplies-the participating companies or the IEA member govern-
ments? How will pricing be determined?
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Answer. The calculation of each Member. Country's share of available oil
supplies is determined by the IEA Secretariat, according to concepts spelled out
in the IEP and procedures developed by the IEA. The basic data used by the IEA
in this process is obtained both from the reporting companies and from the
members countries. The implementation of the international allocation formulae
is done by the industry under the supervision and guidance of the Agency.

Several questions associated with pricing are still under active'consideration.
The basic principle, however, is spelled out in Article 10-1 of the IEP, i.e., "The
objectives of the Program should. include fair treatment for all Participating
Countries and basing the price for alloeated oil on the price conditions prevail-
ing for comparable commercial transactions." .This principle is further defined' in
Section C-I-5-ii of the Emergency Management Manual which states:

As far as possible, the emergency should not result in higher oil prices
for crude or products. This implies:

(a) No abnormal profits nor losses should result from the emer-
gency.

(b) Similar prices should be charged- to affiliates and non-affili-
ates where movements are determined by the Agency., Similar prices
in this context'mean prices compatible with the principle of non-
discrimination.

(c) Term and not spot prices should be used. . '

While there are still questions of interpietation and methods of monitoring prices,
settling differences, etc., the principles are fairly clear.

Question 7. Is the profit on "third party" contracts (i.e., selling crude onto
smaller oil companies) the principal motive encouraging the other ARAMCO
partners to take more crude than they can use in their own refining and market-
ing system?

Answer. There are, probably, two basic motivations for participating in the
third party crude market. First, to earn a profit. Second, to balance out geo-
graphic and quality requirements for specific crude oils.
- It would be inappropriate for us to speculate as to the motives of the other
Aramco partners. ' '

Question 8. Do you think the U.S. interests are better served in the situation
where (a) American companies control through equity -participation or long-
term supply contracts most of the world crude supplies or (b) American com-
panies control, or have access to, just enough crude to meet U.S. market needs?

Answer. U.S. companies should be encouraged to continually expand their
access to varied sources of crude oil so as to maximize the security and-flexi-
bility of their supplies and thus minimize the cost to the consumer. It must also
be recognized that U.S. oil companies have substantial markets overseas as.well
as in the United States.

Question 9. In your statement you mentioned that the U.S. Government should
support American companies as other countries support their companies. Coun-
tries like Japan have supported private companies' negotiations abroad by
sweetening the negotiations with aid and trade benefits. Should the U.S. do the
same for its companies?

Answer. We do not see any way the U.S. Government could directly use aid or
trade factors to help us achieve our basic objectives of obtaining secure petroleum
supplies at minimum cost. While aid and trade actions by the U.S. Government
.might favorably affect the general international business climate in which we
operate, any direct involvement of the U.S. Government in the companies' negoti-
ations will run the risk of fuither politicizing world oil trade, thus making our
objectives harder to attain. The moment the U.S.- Government becomes directly
involved, the commercial negotiations will become political negotiations. :

History clearly shows that private companies tend to insulate consumers from
political problems and can operate under many circumstances where governments
cannot. This strength of U.S. companies helps the American consumer and should
be retained. It is important to realize that if a company loses its position in a
foreign country due to a negative political environment, it is unlikely that this
position can be rapidly regained (or regained at all) even should the political
environment become favorable once more.

The support we need from the U.S.. Government is of quite a different sort. We
need, fundamentally, neutral treatment in both economic and political matters.

First, we need an economic climate that will enable U.S. companies to compete
on a roughly equal footing with our foreign competitors. Mlost importantly, we
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need to retain the principle that foreign earnings will not be subjected to, double
taxation' Certain current proposals to change the foreign tax credit laws would
make U.S. companies non-competitive overseas. Such proposals should be de-
feated.-

Second, we need a political climate that recognizes the value that the U.S.
companies represent in their overseas attempts' to acquire secure supplies of
petroleum at minimum cost. In recent years, the quantity and intensity of un-
founded accusations against the oil industry has increased alarmingly. These
accusations are noted overseas and make our negotiations far more difficult than
would otherwise be the case. Foreign governments cannot fully understand how
such accusations could be made if unfounded; they also wonder as to whether
the U.S. Government will allow the U.S. companies to perform in the future the
extraordinarily efficient role they have played In the.past as principal energy
suppliers to the free world. Perhaps the most valuable support we could receive
from the U.S. Government would be a clear and positive recognition of this role
and the substantial contribution the industry has made to the standard of living
and national product of the United States and the rest of the world. The interests
of the U.S. 'would be best served if criticisms of the industry were limited to
those situations where criticism is deserved and if credit were given where credit
is due.

Question 10. Several other industrialized countries-Germany, Japan, France,
and Italy-have recently sought to develop their own national oil companies.
Does this trend to government supported national oil companies amongst our
allies affect the position of the U.S. companies in any way? Should not emergence
of these companies backed by government expenditures have a beneficial impact
on the world oil market by increasing available capital for exploration and de-
creasing the responsibility of U.S. companies in providing oil supplies for the
rest of the industrialized world?

Answer. The industrialized countries you mention, together with most other
countries in the world, are increasingly concerned with the acquisition of secure
energy sources at minimum long-range cost. One of the strategies these countries
are following in pursuit of this objective is an attempt to strengthen the posi-
tion of their national companies in the international arena. It is ironic that this
movement is parallelled by United States actions aimed at breaking up and
weakening the very U.S. companies that these other countries are trying to
reproduce.

In answer to the first of your two specific questions, we do not believe these
actions by foreign governments will seriously affect the position of the U.S. coin-
panies. We have competed throughout our corporate history with strong foreign
companies and have done so successfully. We see no reason to doubt our ability
to compete with new or strengthened companies from other countries. This coII-
clusion, of course, assumes a favorable U.S. economic and political climate as
discussed in our answer to Question 9. This conclusion also ignores the unique
advantages that are sometimes given to foreign oil companies within their home
country markets (through for instance preferential refining and marketing
licenses).

In answer to the second part of your question, we agree that these foreign
governmental actions should increase the capital dedicated to exploration.

We do not, however, believe that the U.S. companies, as a consequence, should
slaken their efforts to discover new petroleum reserves. The best hope for the
future is that all companies will contribute to the maximum degree possible in
increasing the diversity of the supplies available to the consuming nations.

Question 11. Should the U.S. government resist, or can it, producer country
acquisition of tanker fleets? Should teh USG subsidize U.S. owned tanker
fleets?

Answer. We do not know how the U.S. Government could resist the acquisi-
tion of tanker fleets by producing countries. As a practical matter, the majority
of worldwide shipyard capacity is outside of the U.S. and is not subject to U.S.
Government regulation or control. Most of the vessels acquired by producing
countries have been built in countries such as Japan which have close economic
ties with producing countries. There is also a substantial surplus of tanker
capacity today and this surplus will likely exist for some years. We suspect
that the U.S. Government would have some difficulty in dissuading producing
countries from buying or otherwise acquiring tankers from consuming coun-
'tries, or persuading consuming countries not to build or charter vessels to pro-
ducing countries.
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Mobil. has long supported the development of a U.S. owned tanker fleet. To do
so will require fncreased subsidies.

Question 12. Is there any way the U.S. g6vernment should begin to think of
policies to support its companies so that'they would be better able to compete
'with OPEC, national oil comphnies 1ike the National -Iranian Oil Company,.
IPetromin, the Kuwait Oil Company, etc. ? : . -..

Answer.,W6 assume this question involves possible -entry by OPEC national
,oil companies 'into downstream refining and marketing activities outside,-their
oown 'co intry: As M'obil testified, we believe the primary objective'of these coun-
tries is to expand petroleum investments within their own. countries. .We' see
'little evidence -that these countries are particularly interested in downstream
petroleum investments in' the consuming' countries iwhich would require large
investments with relatively small returns and would be subject to the laws of
the consuming countries. ' X . ' ; L

Question 13.. At the conclusion' 'of 'your statement you advanced' the impor-
.tance 'of American companies importing oil-into the U.S. Should-the USG be
concerned' if Petromin'entered into a joint venture with one of the-;major oil
companies' to market and refine within the U.S.? What would:be an appro-
'priate U.S. governmqat 'response to a tender offer for'a purchase controlling
interest (25 percent-30 percent) in Mobil Oil'Corporation stock?

answer. If' such a joint 'venture' can meet U.S. legal requirements, it should
pose no problem. In general we think it is consistent 'with U.S. policies to see
the producing countries invest their funds in long-term situations. Such in-
,vestments would increase worldwide financial stability and lead to greater
communality of interests' between producing and consuming countries. 'In the
event this investment took. the form of a substantial interest in a company
domiciled in the U.S. and' subject to U.S. laws, it is unlikely that that company's
-policy could or would be influenced in ways counter to national policy. The
'U.S. Government has adequate powers which could be experienced on -very
short notice if the need to do so ever arose.

RESPONSE OF WILLIAM J. TAVOULAREAS TO ADDITIONAL WRITTEN QUESTIONS
POSED BY SENATOR PERCY

Question 1. Last week the Organization for Economic Cooperation and Develop-
xment (OECD) unveiled a code of conduct for multinational corporations and a
-code of Government responsibilities to firms. I am particularly interested in
having your comments on these two codes. Specifically, I am Interested in: (a)
'Whether the disclosure requirements are adequate; (b) whether there is adequate
guarantee of confidentiality for the information collected; and (c) whether the
codes will accomplish their stated purpose.

Answer. As a matter of principle, we support the concept that codes of conduct
tboth for multinational corporations and governments,; can hold the promise of
,clarifying and encouraging responsible business behavior. I believe you cannot leg-
-islate international morality in any one country; to do the job, it has to be done
,on a world-wide basis. This kind of code warrants our consideration and, if it
~can be effective, our support.

The recently adopted OEDC code is voluntary and thus not necessarily binding
on member governments and we do not know how it will be interpreted in prac-
tice. With respect to disclosure requirement, member countries have the ability
to obtain any information they need from any company which would continue to
do business within their jurisdiction.
- Question 2. Assuming that one solution to the global energy shortage should be

:to encourage new energy production in the oil-importing countries, what steps do

you believe the U.S. could- or should be taking. to. ensure that its technical
-expertise is used to best advantage for solving this global problem? -

- Answer. First, it should be recognized that U.S. technical expertise in petro-
'leumn resides within its major corporations. This is not simply a matter of blue
prints and equipment- in large part, it is based on organization and the inter-
-action of people working together. One of the most important assets of the U.S.
international oil companies in dealing with producing countries is the technology
-which they possess. In large part, this is why the Governments of OPEC want the
Majors to locate, manage, and develop their petroleum resources. This is part of



the foundation of whatever strength we have in negotiating with OPEC members.
and it is a strength which cannot be transferred to other institutions.

It is important, thus, to emphasize that divestiture would both split up these.
organizations and separate the people who compromise the expertise, as well as.
weaken the capability for ongoing research. In one sense, the answer to your-
question is: dispense with the idea of divestiture and permit the oil companies to.
continue to seek the opportunity to develop new energy sources wherever these
exist. In this way research and development would be able to keep the U.S. a.
leader in technology and thus provide the expertise for development of domestic
energy supplies.

Question 3. Along the same lines, what steps should we be taking to ensure a.
better cooperative international approach on energy research and development?

Answer. In a very real sense, the international corporations are an important,
part of international approaches to energy research and deveolpment. This is true-
not only for petroleum companies, but also for nuclear equipment manufacturers,
mining companies, and even extends into some aspects of solar energy. For ex-
ample, Mobil is engaged in a joint venture with Japanese companies on a project
in Japan aimed at improved technology for converting sunlight into electricity..
We see no need for any new steps.since there is already wide interaction among
countries, both through commercial institutions and through binational and multi--
national government organizations.

Question 4. The Overseas Development Council, and more recently Presidential:
candidate Jimmy Carter, have suggested convening a World Energy Conference,.
modeled after the World Food Conference held in Rome in 1974. Please comment.

Answer. World conferences of this sort have the potential of either becoming
an exercise in rhetoric, or a forum for confrontation. Before considering con--
vening such a conference, careful thought should be given to what it can be
expected to accomplish. In the real world a few countries have the energy re-
sources; any confrontation with them is therefore fraught with danger.

Question 5. How important is the cooperation of the socialist countries of the
world in tackling the world energy problems, and what can be done to increase-
their participation in solving the global energy crisis?

Answer. The contacts we have had with the socialist countries indicate they-
want our technology. They are experiencing considerable difficulty in develop--
ing their own resources, while their energy needs are growing. Therefore, we-
see little prospect of their helping the Western World in a significant way.

Question 6. How effective are the present international agencies for dealing:
with the energy crisis (e.g., the IEA and the Energy Commission of the CIEC) ?r
Should the United States be taking steps to make these organizations more-
effective ?

Answer. There is a real danger that international agencies, such as the IEA,.
may become a focal point for confrontation. Such agencies can never play a
purely non-political role. During the last embargo, the oil companies were able-
to quietly and effectively allocate available supplies on an equitable basis. I
would prefer that method in the future, rather than the creation of a focal:
point for confrontation. However, if one is willing to risk confrontation, one
must look to what he has available to back up his position if it occurs. I would.
not, however, that now and for the intermediate future-say ten years-OPEC,.
and not the international agencies of the consuming countries, will have con-
trol of supplies.

Question 7. Are we doing enough to help lesser developed countries exploit the-
solar energy which is clearly abundant in those areas?

Answer. The conversion of solar energy into more useful forms in significant-
amounts at a competitive cost is still in the research and development stage..
As these progress to the point where economic techniques and devices are.
developed, the poorer nations of the world will not be among the first to use-
solar energy because it would be relatively expensive. The industrialized na--
tions will have to aid the poorer nations if they are able to utilize solar energy...

Question 8. Please comment on S. 3424, the proposed Eanergy Conservation Act
of 1976, which was recently introduced by Senator Kennedy.

Answer. In broad principle, we endorse encouraging conservation. It is perhaps.
inevitable that incentives to encourage conservation often benefit those who dot
not need the aid and that some incentives are misused. Moreover, policing the-
programn places a large administrative burden on the government. We assume-
those who drafted this bill have considered these problems and tried to dealr
with them insofar as was possible.
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Question 9. Unless this country is to become a socialist one, 'perhaps the most.
effective way to encourage increased energy production is to create conditions.
which attract investment capital into energy. Do you agree .with this state-
ment? Does it describe present U.S. energy policy?

Answer. We certainly do agree with any statement saying "the most effective.
way to encourage increased energy production is to create conditions which.
attract investment capital into energy."

No; this statement does not. describe present U.S. energy policy. To demon-
strate this' last point,' one need not look further than the interminable delays'iLn.
de-regulatiig' the price of new natural gas, the snail's pace at which prospective
acreage on the outer continental shelf is being made available, and the myraid
of bills before Congress which would penalize, restrict, and even dismember'
the petroleum industry.

Question.10. Why are we more dependent upon imported oil now than we were-
at the time of the Arab boycott? What U.S. Government policies could help.
reverse this trend? Do you agree with Sarah Jackson's article in the Columbia
Journal of World Business (Fall, 1974) that in order to attain energy inde-
pendence "the United States should remove all stimuli to the development of
foreign oil sources that might compete with its domestic priorities?"

Answer. I strongly disagree with the statement quoted from Sarah Jackson's.
article and with many other points in that article which was written two years
ago. It is not simply hindsight which supports our objections; it is also that
such opinions, fail to recognize the 'realities of today's world. Pragmatically,
there is no alternative in the next several years to the U.S. being dependent upon;
foreign oil, which will be.increasingly met' by oil coming from Arab countries.
The American companies, 'if properly supported, should be able to. continue to
secure supplies which America will need 'to import and to do s6 at the best price-
available. Failure to support American companies' will only create a vacuuim
into which foreign, companies would quickly move. There is no irreconcilable
conflict between the search for new oil supplies in the U.S. and the development
of foreign supplies by American companies. Limiting 'factors are incentives and
opportunities. In' the U.S. the pace of exploration and development is set by the
rate at which government. opens new areas for exploration and by the kind of'
incentives allowed by government regulations. Beyond oil, it is extremely im-
portant to recognize that the U.S. has a scarcity of deliverability of energy and'
not a scarcity of basic energy resources. Consequently, we must 'with all delibe-
rate haste reach a' consensus on ways in which we will utilize-with appropriate.
safeguards-strengths we have in coal and nuclear energy. In this way, we-
would be able to look beyond 'the next few year's to the time when the U.S.
can start' becoming less .dependent 'upon imported oil; in the meantime. our
dependence must be recognized and the strengths of American companies in:
securing these supplies must be maintained.

Question 11. What percent of your crude oil supply is from foreign sources?
Answer. 'In the U.S. approximately 40 percent of Mobil's crude oil supply is

from foreign sources, including Canadian.
Question 12. Has your company been buying more oil than you desire in orderi

to maintain good relations with producing countries for long-term oil supply?'
Answer. The amount, of crude oil that our company obtains from'the producing'

countries is strictly a function of our customers' requirements. Ours is a very
high volume business and' thus it is impossible to deal with quantities sub-
stantially different from our downstream needs. The only way in which we could
buy more oil than we need from the producing 'countries would be to reduce-
production in the consuming countries. But production in the U.S. has been,
running at capacity, and major investments continue to be made in Alaska and
the North Sea, even during the severe world-wide recession which cut OPEC
production.

Question 13. Are you encouraged by the action or 'lack 'of action tAken at the'
recent OPEC meeting at Bali?

Answer. We welcome the decision made at the recent OPEC meeting at Bali'
to hold prices constant at least for a little while. A major factor in that decision-
was theposition taken by Saudi Arabia. Thus, we take very seriously IKing
Khalid's. statement that continued inflation in the prices of their imports of
manufactured goods will lead to further crude price increases.

S0-939-77-6
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RESPONSE OF JERRY MCAFEE TO ADDITIONAL WRITTEN QUESTIONS POSED BY
CHAIRMAN KENNEDY

Question la. What should be the U.S. Government policy toward OPEC invest-
ment downstream?

Answer. Downstream expansion is a logical policy choice for those OPEC
governments which want to diversify and Industrialize their economies. From an
economic standpoint, domestic processing and transportation of indigenous oil
and gas resources can enable OPEC nations to derive the maximum value from
what, in many cases, is their single important source of national income.

The ambitious plans'of several OPEC governments 'for investments in their
own country in downstream phases of the oil business do not at present pose
a political or economic threat to the U.S., or to the economic viability of U.S.
companies. Consequently, a specific U.S. Government 'policy directed at an
alleged OPEC "downstream challenge" is not necessary and would be counter-
productive. OPEC nations would probably interpret such a policy as a dis-
criminatory and politically motivated ploy to curb their development.

Nevertheless, OPEC activities in the area of downstream operations should be
observed closely in the future to ensure that OPEC governments do not use their
increased oil revenues to subsidize downstream enterprises, which would put
companies in consumer nations at a competitive disadvantage' in world energy
and petrochemical markets. Should they attempt such practices, existing anti-
dumping regulations should be utilized and are expected to be adequate.

If downstream investments by OPEC countries are made in the U.S., existing
U.S. legislation requires foreign investors intending to purchase more than 5
percent of the equity shares of any American company to file information as to
their intentions with the Securities and Exchange Commission. This should be
adequate notice for the U.S. Government to initiate suitable remedial measures
if needed.

Just as our government and the U.S. private sector have for years argued for
free entry by our companies overseas, so too, should we adhere to the same
principle in this country. Such principles have been spelled out in the recent
declaration of OECD member governments on international investment and
multinational enterprises. In addition, a recent U.S. Treasury Department study
says that no OPEC investors "have a desire to acquire and/or control major
U.S. companies."

Question lb. Should we begin to consider policies that would support U.S. com-
panies favorably in competition with OPEC national oil companies?

Answer. It is most important that the U.S. Government support its private
sector operations and investments overseas. This involves tax regulations which
will maintain U.S. companies on a competitive tax basis with foreign companies.
Specifically, this means that the foreign tax credit would be maintained and U.S.
taxation on the earnings of foreign subsidiaries owned by U.S. corporations
should not be accelerated prior to repatriation of earnings in the form of divi-
dends. Also, the ability to expense exploration and production costs should be
maintained for U.S. tax purposes. Export incentives for oil field equipment and
process plants should be established on a basis comparable with incentives pro-
vided by other governments.

It is equally important that the U.S. Government evidence support of its pri-
vate sector activities. As long as it maintains an overt adversary role, foreign
governments will conclude that they, too, can adopt such a role and frequently
do so, at the expense of the U.S. investor and taxpayer.

The U.S. Government's support of American private Industry is necessary not
merely because of OPEC encroachment, but also because of competition by Euro-
pean and Japanese companies which receive substantial governmental encourage-
ment, often in the form of material incentives that enable such companies to com-
pete advantageously In the world market.

Question 2a. In light of Gulf's need to purchase one-quarter of its oil from
other companies (through "Third Party" contracts) will Gulf's position become
more competitive when the producing country oil companies reduce the amount
of oil sold to their former concessionaires to an amount nearer to these com-
panies' actual needs (i.e., when Gulf can buy all of its oil directly from the pro-
ducer governments) ?

Answer. Gulf's crude purchasing practices are aimed at finding the desired
quantities and qualities of oil at the lowest possible prices. In some instances
mwe purchase the same grades of crude from commercial companies and from the
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producing nations'joil agencies. Pricing in all' cases are on commercial terms and
,reflect the oil's competitive market value.

In certain countries where some form.of relationship still exists between the
producing country-oil agencies and the original concessionaires there are allow-
cances to the concessionaire for continued technical service and operation of the
fields as well as marketing of the crude where it is in excess of-the old concession-
aire's own refinery requirements. Limiting the amount of oil sold-by the produc-
ing country to the former concessionaire to its own consumption would not
necessarily affect individual crude oil prices, since-all end users continually seek
competitive prices, and any differential pricing between, suppliers .is ultimately
corrected in the dynamics of supply and demand.
- Question 2b. Should the U.S. Government encourage a country like Sauidi
Arabia to move more -rapidly in this direction?,

Answer. No. Crude oil exports are the most important factor in the economies
:bf most oil exporting nations. Thus, their oil policies are guided by two major
.considerations: (1) Achievement of national aspirations, and (2) maximizin1l
their long term income from oil exports, and from investments based on their
,oil revenues.

Oil exporting countries will utilize U.S. or other oil companies to the extent
that they find such companies make a contribution to efficient discovery and
production of oil. X

The international petroleum industry is still the most efficient mechanism for
finding, producing and delivering the supplies of crude oil which the world's
industrial economy needs. This has again been demonstrated by the relatively
imore efficient operations of the private companies in Argentina as compared with
;government operations there, and by the recent decision of the Brazilian govern-
-ment to invite the participation of foreign companies in domestic oil develop-
,ment. Programs which make it more difficult, or which reduce the incentive, for
the industry to provide its services will ultimately result in more limited sup-
iplies and higher costs to the consuming nations.

Question S. Would the proposed divestiture bill have any effect on Gulf's
~overseas operations?

Answer. Yes. At this time, it is not possible to quantify, or even determine
accurately, what those effects would be. However, it is likely that they would
be very significant.

The role of the international logistics system for moving oil by ocean trans-
portation from a variety of sources to a large number of consumers is not ad-
dressed in the divestiture bill. This system provides the linkage' between many
sources and qualities of crudes and the requirements of innumerable markets
throughout the world. It functions primarily, because. it involves people with
,extensive experience in the highly specialized business 'of making commercial
'and operational arrangements on short notice and on a worldwide scale. To ac-
'commodate the never ending series of unforeseen equipment failures, weather
'changes and fluctuating economic conditions, requires a close linkage between
crude sources and the refiners and their markets. Disection 'of this linkage, as
proposed by divestiture, would adversely impact on the ability to make the
necessary supply adjustments. The most direct result would be that the consumer
would be more likely to experience supply disruptions and higher prices: Such
a situation would be an advantage to those oil exporting nations interested in
increasing their crude oil prices. It is important to recognize that the consuming
'nations have considerably more at stake in maintaining the present distribu-
tion system than do the producer nations.

In the case of producing countries, under divestiture no major American
-entity could provide services and technology in more than one of the following
functions-exploration and production, pipelines, or refining. As a result, no
major American entity could compete on equal terms in the development of large
downstream complexes with British, Dutch, French, or Japanese integrated inter-
national oil companies. Worse still, in many cases such American entities would
'not be invited to participate in bidding for the integrated back-up service such
countries require for their operations. Normally, such services encompass all
phases. of exploration, production, transportation, refining and marketing. The
producing countries prefer to deal with one integrated, internationally recognized
entity which can meet the country's requirement in all the above mentioned
fields. They do'not like to deal-with small entiies: If no one American entity
could provide such an overall service, the job would go to a European, Japanese
or other foreign integrated company. Consequently, the position of the American



80

companies in the producing countries would be expected to be subject to signifi-
cant attrition. This would additionally restrict the export market for U.S. pro-
duced equipment for installation in such facilities.

It is unlikely that foreign governments, such as Great Britain and Canada,
where major U.S. companies have integrated operations, would permit the re-
structuring of large segments of their vital energy industry by the United States
Congress. Such revision, of course, would be mandatory in the case, for example,
of Gulf's opefations in Great Britain, where our company participates both in
exploration and production, and in-marketing and refining. The guarantees of

the present Gulf Corporation have been utilized to provide funds for these opera-
tions, to insure stability of external crude supplies, and to provide those financial
and technological resources needed to insure efficient operation. The divesti-
ture legislation would terminate the availability of those guarantees and
assurances.

Que8tion 4. Increasingly OPEC countries are insisting on a minimum off-take
provision in new crude contracts with stiff penalties-often rapid phase out-on
non-compliance. How will these provisions affect Gulf's ability to shop around
for crude over the long run?

Answer. This question should be reversed. as the phase-out provision in the
crude oil off-take agreements is to the purchaser's advantage, and he can uti-.
lize it as long as there is a worldwide crude oil surplus and a variety of crudes
available. Such provisions have been included in the contracts to permit a ra-
tional disengagement on commercial terms. The net effect is to allow the coIn-
panies to purchase crude oils at competitive prices.

Upon presentations to producer governments by our company that their crude
prices were not competitive, Gulf was able on two separate occasions this year
to obtain price reductions. Our arguments were strengthened by our ability,
through the contract phase-out provisions, to reduce the volume of crude oil to
be purchased.

Some crudes are highly desirable, others are not in high demand, and gen-
erally there is an overall surplus of producing capacity. This situation. coupled
with the phase-out provisions in the crude purchase contracts, enables the oil
companies to quickly eliminate a crude supply that is overpriced and to switch to
crude oils where the selling prices more correctly reflect their current market
value. The competitive nature of the international crude oil market requires that
the oil companies have this flexibility.

Question 5a. In your statement you were critical of government-to-government
involvement in acquisition of crude. Do you think the Saudi Arabian Govern-
ment's willingness to act as a moderating force to keep prices down in the recent

OPEC meetings has been a function of its close ties with the Aramco parent com-
panies or of Its special relationship with the U.S. Government?

Answer. Neither. The position taken by the Saudi Arabian Government reflects
its own internal, political 'and economic objectives. Saudi Arabia has traditionally
recognized that a healthy world economy is essential to its own welfare and de-
velopment. A healthy economy throughout the free world provides both a stronger
market for Saudi crude and more attractive investments for its surplus funds. In

short, the Saudis have appreciated the fact that the free world must prosper
economically and be politically stable if Saudi Arabia is to prosper and is to
enjoy its own political stability. The Saudis have also recognized that they must
enjoy economic and political stability if they are to carry out their own plans for
becoming an industrial nation. Thus, it has been clear to them that increases in
OPEC prices above a reasonable rate could be detrimental for their own
aspirations.

In addition to the above reason, Saudi Arabia has an even more direct incen-
tive to keep increases in oil prices to moderate levels. The OPEC countries cur-
rently are producing at about nine million barrels per day less than their produc-
tive capacity. The Arab OPEC members are producing at about 30 percent below
capacity, but the non-Arab members are less than 15 percent below capacity.
Saudi Arabia alone is carrying about one-third of the present shut-in capac-
ity. The reason for this is that the Arab countries generally have a large oil
production and a small population, thus they can stand more shut-in capacity
without experiencing financial distress. If OPEC increases oil prices sharply, it
will restrain, or perhaps even decrease, oil demand, and Saudi Arabia will have
to bear a disproportionate share of any further reduction in OPEC's production.
Since Saudi Arabia is unlikely to get a proportionate increase in revenue from
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a'n oil pric increase,* and could even suffer a decrease in revenue, their representa-,
tiv'es have- a ' real and' -present incentive to keep OPEC crude oil price increases
do'w n to inoderate ptopoitions.

Question 5b; Oould .thebAramnco parent companies' e rud* contracts with Saudi
Arabia withstands a m ajbr shift in U.S. policy toward that c ountry? Alternatively,
does the reliance'ofo'ur -major tJ.S. sebaseed miultinational companies on Saudicrude
supplies limit U.S. Government policy options with regard to Saudi Arabia?

Answer. It is the reliance of consuming nations on -Saudi Arabian crude which
impinges. on the policy options of the U.S.. Government, and not the reliance of
Aramco on that crude. It is clear, that the overriding dependency in regard to
Saudi Arabia n crude oi s is the dependency on that :source S of energy by European
and Asian nations which import large quantities of Saudi. crude, and for whom
this crude is a['lArge proportion of their total-requirements. Should the U.S Gov-
ernnitnt initiite actions which might lead directly or indirectly -to uncertainties
in availability or increases in prices, the governments of the importing nations
would undoubtedly-'take bilateral action directly with the Saudis. We do' not be-
lieve that they can -accept a situation where 'the U.S. Government, for. its own
political reasons, acts as an intervenor in their crude supplies. Thus,-the. major
consideration of the U.S. Government should be the reactions of the Saudi Arabian
Government and of- the consuming governments to changes in U.S. Government
policy options regarding Saudi Arabia, and not the impact on Aramco.

Should the U.S. Government adopt policy options which would. restrict Aramco's
ability to perform its present functiolns, we have no doubt that the Saudi's and
their major customers would promptly establish alternative programs to provide
these functions on a basis as close to their present efficiency as possible.

Question 6a. How would Gulf's participation in the International Energy
Agency's emergency oil sharing program affect its relationship with other OPEC
members? Could participation in such a sharing scheme trigger retaliation?

Answer. The IEA has been established through the efforts of the U.S. Govern-
ment, and the participation of U.S. oil companies in the IEA Program is at the
request of the U.S. Government. As a result, we feel that participation in the
1EA Emergency Oil Sharing Program could trigger some risk for the oil com-
panies but would trigger a larger risk for the participating governments The
risks of the oil companies will be moderated to the extent that their crude oil
flexibility allows them to deal in a broad range of OPEC and non-OPEC crudes.
Similarly, the risk to the U.S. is moderated to the extent that it Imports crudes
from a wide range of producing countries, 'and more importantly, to the extent
that it provides an increasing portion of its energy requirements domestically. -

Question 6b. Under what circumstances would the emergency sharing program
be activated-the disruption of a Mid-East pipeline or a severe winter in any one
of the IEA member countries?

Answer. Broadly speaking, the Emergency Sharing Program is triggered when
the IEA group of countries or any member country loses 7 percent of its total
supply of crude and products. The only event that could result in such a loss
with any degree of probability is concerted political action by a number of
OPEC nations.
I The disruption of a Middle East pipeline or a severe winter In any one of the
lEA countries are normal types of events that have happened and will continue
to happen routinely. Such events have traditionally been corrected by minor
changes in total worldwide supply and distribution scheduling and changes in
production levels by the major international oil companies. Although the chang-
ing of production levels is no longer an option available to the companies directly
with the surplus of crude oil production capacity available in the world it is
highly unlikely that sufficient additional production to cover such problems would
not be forthcoming from producing countries in response to revised oil company
purchase nominations. We have been through two winters since the embargo with
some of the most erratic changes in production levels that the oil business has
ever seen and the customers have continued to be supplied.

Question de. Within the framework of the emergency oil sharing procedures
manual just adopted by the IEA governing board, who will calculate realloca-
tion of energy supplies-the participating companies or the IEA member govern-
ments? How will'pricing be determined?

Answer. The international supply and distribution of crude and products is
one of the most highly complicated businesses in the world, and the 1EA alloca-
tion program is perhaps the best attempt thus far to develop a single easily
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definable method of sharing oil In. an emergency. According to the IEA program,
during an emergency the individual oil companies initially are to develop their

own international supply and allocation procedures as has been done in all the-

previous politically motivated supply disruptions. However, for the first time the'

major oil companies will be allowed to talk together, under procedures established

by MEA participating governments.and particularly the U.S. Government, and tow

adjust the supplies between companies through traditional commercial trading

relationships with the objectives of satisfying IEA countries', respective supply

rights and obligations as defined by the MEA Secretariat. The resultant plan will

be given to the 1EA by the companies and, if approved, will be used as developed.

The MEA has the ability to override the companies decisions and make changes
to the allocation plan.

At this point in time, the question of pricing of crude and transportation In.

IEA forced solutions, which incidentally should be minor adjustments to the-

overall plan, has not been finalized. In all probability, the mandated changes will'

occur at price levels for both crude and transportation that were in effect prior-

to the change with appropriate allowances for pass thru of mandated producing
government increases.

Que8tion 7a. Do you think U.S. interests are better served in a situation where

American companies control most of the world crude through equity participation
or long-term supply contracts? .
* Answer. American companies do not control the world's crude supplies. The-

producing countries control the production rates, the prices, and designate

through contractual relations the companies which are to provide the distri-

bution service. The consuming governments have the power to control the type-
and quantity of crude used and to regulate product prices.
'- As pointed but in the. answers to questions 2b and Tb, it is very much to the'

advantage of the U.S. that the major U.S. oil companies continue to play a.

leading role. in the international oil industry. 'This will only 'be possible if they

are free to maintain vertically-integrated organizations,, are free to compete for

business throughout the world, and are free to utilize equity participation,.
supply. contracts or alternate arrangements as. specified by the producing gov-
ernments.

It is important to realize that producing governments could readily find Euro-

pean or 'Japanese companies interested in acquiring equity participation should

the American.companies be.prohibted from holding such participation by. the

U.S. Government. Such action by the U.S. Government would weaken the posi-

tion of the U.S. in the world petroleum picture and would have little effect on

the amount of crude oil handled on an equity basis. In addition, it is likely
that such' replacement of- U.S. companies would result in some decrease in
exploration and supply efficiency and a corresponding increase in costs, which
the OPEC govenments would pass on to the consumer.

As previously pointed out, all of our supply contracts now have phase-out
provisions, and certainly, inflexible long range supply contracts are incompatible
with the present world oil supply situation.

Question 7b. Or do you think U.S. interests ire better served in a situation
where American companies control, or have access to, just. enough crude for
the U.S. market?
* Answer. The U.S.. interests are not only clearly served by American companies
having wide access to volumes of crude in excess of U.S. requirements, but this

is essential 'if the' U.S. -is to maintain any ability to moderate the effects of a

future embargo or producer government imposed supply disruption. To have

the American- companies have -access to only enough crude for the American
market would lock that market into a limited number of suppliers and a limited
range of crude qualities. This would make the U.S. highly vulnerable to a

selective embargorimposed by the governments producing these crude oils.
During the 1973-1974 embargo, the distribution capabilities of. the major

international oil companies enabled them to maintain a reasonable flow of oil

to the individual consuming nations despite almost insurmountable and con-
flicting reactions from both the consumer and producer governments. Each of

the producing countries enforcing the embargo had different rules on production
levels and different levels of restrictions on a variety of consuming countries.

Restrictive crude oil allocation was practiced in the consuming countries, and

in Europe particularly normal transshipment through several countries to inland

locations was halted by various consuming countries. Because each of the major
oil companies had wide and diverse sources of crudes and extensive tanker and
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terminalling facilities, they here able to h'ter'supplyr:plans drastically and
to' meet successfully the constraints' of' both the. producing' and, the consuming
nations.' ' ' ' ' ; .' *

If the U.S., which' now imports crude and products equal-to about 18 percent
of the available productive capacity of OPEG,: were' to restrict: American oil
companies to handling only that volume of foreign crude,' there would be two
serious adverse consequences. First, the American oil companies would no longer
be able to support their extensive international tanker and'terminallilng facilities
and distribution organization: A major'portion of'these would' have 'to be sold
to :thelforeign oil companies'who would take over the handling of those crudes,
or would have to be scrapped.-The second consequence would be that the U.S.
oil companies would haver their 'access 'to alternate 'crudes supplies severely
limited. During a supply disruption they would 'no' longer ;be' in-a position to
switch supply points and adjust delivery'schedules, but Would have to enter
'into negotiations with alternate suppliers, and at a time when any such nego-
tiating position would be extremely weak. The combination of these;two con'
sequences would critically weaken' the position 6f'the U.S. in' 6ffsetting a future
embargo. This weaker position,, in itself, would tend to encourage theimposition
of an embargo.'

Question 8a. If OPEC adopts a system of differential pricing (similarito that
proposed by Algeria. at the last OPEC meeting), what will be' 'the impact of
Gulf's competitiveness and on the prices it will be abl' to deliver to the consumer?

Answer. The international oil business has always been operated 6n'-a 'system
of 'differential pricing. This pricing is'deteimined by the dynamics of the market
and reflects such things as consuming government pricing policies on products,
environmental controls that restrict sulfur emissions, yield 'differentials from
the crudes related to their gasoline and distillate versus heavy fuel producing
qualities, and transportation differentials.-which reflects -the- location- of the
crudes with respect. to the consuming countries and the current transportation
rates. Various crudes -in the world are being 'produced at restricted levels at this
time simply due to the fact that those producing nations do not accept what the
world markets are saying with.:respect to the values of the crudes. Pricing for-
mulas, such. as the one referred to in the question; have been in existencesince
oil has been moved internationally, and 'each of the major international oil
companies has complex transportation and refining models developed, to evalu-
ate the various crude differentials. These differentials are not:fixed but'change;
sometimes drastically, as conditions, 'particularly the tanker market, change
throughout the world. ' ' ' ' .'

As long as -the international 'oil" companies maintain 'significant. distribution
capabilities and' their access to a large number of crudes, they :ill successfully
shop for those crudes Which present the most attfactive value at. any 'given time.
Such a dynamic and flexible situation is the most' effective way of providing the
lowest available'prices to the consumer, Any'steps Which will limit this flexi-
bility' or which would tend to structure the system more highly will result in
higher prices to the consumer. ' I I

Question 8Y. What should be U.S. Government policy toward joint ventures
between major U.S:';oil companies and national oil companies of the OPEC
producing countries? ' ' ' '

Answer. Joint' ventures with 'producer 'governments or government entities
are a natural outgrowth 'of the old concession era and it is in the interests of
both oil imp6rting and' exporting nations that t'hey be encouraged: Gulf. over
the'last 20 years, lids developed joinit ventures With inati6nial governments and
national oil companies in a' nuinber of producing and consuming countries around
the world. On a purely commirercial basis, some'of t'ese have been'successful,
others have not.

Those U.S. Government policies, which have applied in the"past'to such joint
ventures, should continue to be applied in' the future. The existing body' of 'U.S.
legislation' on antitrust, anti-dumping 'and related'measures is adequate to in-
sure that no projects are developed which would seriously restrain trade or
result in important 'political problems. A large proportion of such joint ven-
tures, either in the U.S. or abroad, will be advantageous to the participants, to
their governments, and to international trade in general. Constraints to their
development should be minimized.

Question 8c. What should be the'appropriate U.S. Government response to a
tender offer'for controlling interest in'Gulf stock by a major' OPEC nation?
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Answer. Gulf feels that the likelihood of an OPEC nation seriously attempting
to acquire the controlling interest in an important U.S. company is remote. Of
the OPEC nations, only Saudi Arabia, Kuwait and the United Arab Emirates
have a net cash flow sufficient to provide funds both for their Internal require-
ments and adequate for purchasing a controlling interest in a large U.S. com-
pany. These nations are deeply involved in their own industrial development and
are not able to spare the manpower to effectively manage or control such a U.S.
company. Moreover, they recognize that such an investment could restrict their
policy options in dealing with the U.S. The prudent course for the U.S. Govern-
ment to follow would be to monitor such developments through the application
,of the registration procedure mentioned in la above and to deal with each case
on its own merits. Diplomatic discussions should be utilized should there be any
specific acquisition proposals. Given such a procedure, Gulf feels it unlikely that
there will be any need for more formal or legislative action.

A number of oil exporting countries are generating funds surplus to their cur-
rent needs, and of such magnitude that these funds must be invested in rela-
tively stable foreign nations. The U.S. should welcome such investments. When
made through established procedures and when distributed throughout our econ-
omy, they support our domestic economy, give the investing nation, a stake in our
maintaining a strong economy, help our balance of payments and result in a
stronger community of interest between the investing nations and our own. Such
benefits can be achieved without incurring any real risk that the investors will
abuse their position.

RESPONSE OF JERRY McAFEE TO ADDITIONAL WRITTEN QUEsTIONs POSED BY
SENATOR PERCY

Question 1. Last week the Organization for Economic Cooperation and De-
velopment (OECD) unveiled a code of conduct for multinational corporations
and a code of government responsibilities to firms. I am particularly interested
in having your comments on these two codes. Specifically, I am interested in
(a) Whether the disclosure requirements are adequate; (b) whether there is
adequate guarantee of confidentiality for the information collected; and (c)
whether the codes will accomplish their stated purpose.

Answer. Gulf commends the Committee on International Investment in Multi-
national Enterprises of the OECD on developing the Guidelines for Multina-
tional Enterprises and the Declaration of National Treatment. These represent
the important first steps in establishing conditions which will materially aid in
eliminating abuses involved in the conduct of international business. While we
feel that in all likelihood such abuses involve only a very small portion of the
innumerable business transactions carried out, we do feel that it is most impor-
tant that such abuses be eliminated as rapidly as possible. The dedication to
accomplishing this, as evidenced in the Guidelines and the Declaration, must be
adhered to by both governments and companies. if this voluntary program is to
provide positive results. We concur that the voluntary approach is the correct
one, and we believe that. as experience is gained with it, means for utilizing it
more effectively will be determined and confidence in it will be strengthened.

The Guidelines outline a rather extensive information reporting program on
the part of the multinational enterprises. While Gulf now publishes much of
the information outlined, significant care will have to be exercised to insure that
the competitive position of the enterprises is not compromised by requesting
publication of confidential or proprietary information, and it is important that
all enterprises. both national and multinational. be requested to supply compa-
rable information. and that the laws of the United States and those member
countries of the OECD, with respect to antitrust compliance. are not compromised
or violated by such disclosure.

Qnestion 2. Assuming that one solution to the global energy shortage should
be to encourage new energy production in the oil-importing countries. what steps
do you believe the U.S. could or should be taking to ensure that its technical
expertise is used to best advantage for solving this global problem?

Answer. Providing encouragement for new energy production in all non-OPEC
countries. including the oil-importing countries. is an indispensable solution to
the global energy shortage. However. exploration for new energy resources is a
hazardous and highly expensive undertaking. Accordingly, the steps which the
United States should take should aim at providing potential investors with com-
mensurate incentives and rewards. Specific steps envisioned are as follows:
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(1) Insure that U.S. companies have the same competitive position vis-a-
vis foreign competitors as regards taxation and all other fiscal incentives
provided by foreign governments.

(2) Tax legislation should encourage exploration and production world-
wide. The Tax Reduction Act of 1975 included provisions adverse to the
petroleum industry; these, and specifically Section 601 thereunder. should
be repealed. Other adverse provisions now being considered in the Senate
to erode further the foreign tax credit and to eliminate the right to deduct
intangible drilling costs will only inhibit exploration by U.S. companies and
ultimately result in their being non-competitive with foreign companies such
as British Petroleum and Royal Dutch Shell., Such provisions should be
strenuously resisted. Incentives for capital formation such as the Investment
Tax Credit and the rapid amortization of capital investment should be made
available for investment in the exploration and production activities world-
wide.

(3) Provide political risk insurance for those U.S. companies operating in
developing countries., Such insurance, could be in the form of guarantees by
the World Bank or other international financial institutions against nation-
alization or fiscal expropriation. The recent proposal by Secretary of State,
Dr. Henry Kissinger, in Nairobi, Kenya, at UNCTAD to create an Interna-
tional Resources Bank, would be such an approach.

Question S. Along the same lines, what steps should we be taking to ensure a
better cooperative international approach on energy research and development?

Answer. An extended international energy research and development program
should be implemented to address this global need.' This effort should be made
under umbrella agreements with appropriate.international organizations such
as the International Energy Agency and the several regional groups like OECD.
The U.S. contribution to this effort should' be coordinated by ERDA with partici-
pation by a number of U.S. organizations including universities and industrial
and government laboratories.

Specific programs, identified by international technical councils, should be
implemented with government assistance, including technology transfer by the'
encouragement of extensive interaction among industrial, academic and govern-
ment scientists and the development of cooperative agreements among counter-
part groups.

It is expected that such international programs will require considerable time
to be organized and become productive. During this formative period, domestic
programs should proceed as expeditiously as feasible.

Question 4. The Overseas Development Council, and more recently Presidential
Candidate Jimmy Carter, have suggested convening a world energy conference,
modeled after the World Food Conference held in Rome in 1974. Please comment.

Answer. Such a conference would necessarily be directed at broad generalities
relating to the world's energy problems, rather than at specific, constructive pro-
grams. We feel -that at present the CIEC provides an ideal format for inter-
national energy discussions and that other arenas for such discussions should be
discouraged at this time until it is determined that CIEC has had a chance to'
function as chartered.

Question 5. How' inportant is the cooperation of the socialist countries of the
world in tackling the world energy problems, and what can be done to increase-
their participation in solving the global energy crisis?

Answer. We feel that it'is important that all countries increase their energy
supply concurrent with establishing sound programs on energy conservation.
However, we are not sure that the Eastern Block countries would be able to
constructively participate in the solution of the global energy crisis on a non-
political basis.

The policy which would do the most to encourage their participation in solv-
ing the global energy crisis would be to treat these countiies the same -as other
countries, and encourage freedom of trade between socialist and non-socialist
countries.

Question 6. How effective are the present international agencies for dealing
with the energy crisis (e.g., the IEA and the energy commission of the CIEC)?
Should the United States be taking steps to make these organizations more
effective?

Answer, The IEA is in our opinion the best available vehicle which the con-
suming nations have put together under today's conditions. The charter of the
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IEA establishes a means of protecting the combined interests of the member
nations. The oil industry has been asked to furnish advice on energy matters
where the IEA recognizes its limited expertise. These matters are, of course,
the technical and business related aspects of the problems which will arise in
the event of an emergency.

The IEA has been able to utilize, after careful deliberation, most of the rec-
ommendations made by the Industry Advisory Board. If the IEA continues in

this vein, Gulf thinks that it will be an effective organization.
See the answer to question 4 in relation to the CIEC.
Question 7. Are we doing enough to help lesser developed countries exploit

the solar energy which is clearly abundant in those areas?
Answer. Currently the bulk of the solar energy R&D programs in the U.S.

Is under the aegis and sponsorship of ERDA and other government agencies.
In the near term, a considerable portion of the expenditures will involve con-
struction and operation of demonstration facilities of various sizes to test and
evaluate devices and new concepts. The U.S. government could demonstrate its

spirit of international cooperation in energy research and development by offer-
ing to construct some of these demonstration units in lesser developed coun-
tries, particularly In tropical areas. These installations would be viewed as
technical development projects and would be done jointly with appropriate
government technical agencies and universities in the host country.

Most of the solar energy R&D programs underway in the U.S. and the other in-
dustrialized countries generally do not address the needs of the lesser developed
countries. For an international R&D effort to have greater impact, more emphasis
Would be needed on low cost devices suitable to be used in a predominately agra-
rian society, e.g., solar cookers, solar powered (non-electric) irrigation pumps,
crop drying, etc. In addition, the solar R&D programs should be broadened to seek
out applications of solar energy in labor-intensive, low-capital industries such as
process heating, production of agricultural materials to be used in the production
of industrial chemicals, food supplements, etc.

Question 8. Please comment on S. 3424, the proposed Energy Conservation Act of
1976, which was recently introduced by Senator Kennedy.,

Answer. Our comments are included in a letter sent to Senator Kennedy on
June 15, 1976.

Question 9a. Unless this country is to become a socialist one, perhaps the most
effective way to encourage increased energy production is to create conditions
which attract investment capital into energy. Do you agree with this statement?

Answer. Yes. This must be done if any meaningful progress is to be made either
in increasing energy conservation or in increasing domestic energy production.
For such conditions to be productive, other existing restrictions must be removed,
such as the moratorium on leasing federal coal resources, the delay in oil and gas
exploration in the Atlantic and Pacific OCS areas, and inordinate environmental
concern and delays in relation to coal mining and use, synthetic fuels projects, and
nuclear plants.

Question 9b. Does this describe present U.S. energy policy?
Answer. No. Much recent legislation and regulation has restricted the avail-

ability of funds, has generated widespread uncertainty about the climate in which
the energy industry will operate and even about the structure of the industry
itself, and has established unnecessarily complex procedural and legal require-
ments. As a result, some energy companies have found it necessary to diversify
Into non-energy activities. to obtain a degree of financial stability. What is needed
is a sound and predictable investment climate, so that companies can plan long
range energy projects with confidence and can undertake the financial programs
required to generate the capital for such projects. It is important to realize that in
building, for example, a $1 billion 100.000 barrels per day synthetic fuels plant,
the capital funds are used by the owning company to pay hundreds of large and
small U.S. companies for equipment. supplies, services, and for the labor needed
to build the facility. Such expenditures do much more to strengthen our national
economy than paying for an equivalent amount of imported oil.

Question lOa. Why are we more dependent upon imported oil now than we were
at the time of the Arab boycott?

Answer. At the time of the Arab oil embargo in October 1973, our domestic
petroleum deficit was in the order of 25 percent. At the present time this deficit is
in the order of 40 percent. Our increased dependence on foreign sources for our
energy needs is due to the decline in domestic oil and gas production. As domestic
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energy demand is expected to grow at 3 percent'per year, the lack of a sound
-domestic energy policy hinders the-development of new and alternative sources
of energy and increases dependence on OPEC oil.

Question lOb. What U.S. Government policies could'help reverse this trend?
Answer. Enactment of legislation that would provide the framework and en-

Tironinent for a national energy policy. This framework should include:
Deregulation of crude oil and natural gas prices, the concurrent deregula-

tion of product prices, and termination of allocation programs.
* Return to a competitive marketplace.

Continuation of federal offshore lease sales under existing OCS laws.
Resumption of coal leasing on Federal lands.
Enactment of clean air standards that bring about a balance between

environmental restrictions, and production opportunities.
Rejection of divestiture legislation, which is counter to the interests of

our country and the free world.'
Establish effective energy conservation programs (see'answer to question

8).
Continue programs for switching consumers from oil and gas use to coal

use' where feasible.
Question lOc. Do you agree with Sarah Jackson's article in the Columbia

Journal of World Business (fall, 1974) that in order to attain energy indepeud-
ence "the United States should remove all stimuli to development of foreign
-oil sources that might compete with its domestic priorities?"

Answer. We disagree. By the end of the century, our sources for large incre-
mental amounts of oil and gas will be predominantly from areas outside the
United Stdtes. By increasing the discovery and productioin of foreign oil, addi-
tional energy supplies, critically needed by European, Asian and- developing;
countries, will be made available. This increased competitive source of oil could
help to moderate OPEC price increases. This will directly benefit the United
States, since we will be dependent'on imported OPEC oil for years to come.

In addition, the balance of payments problems of importing countries could
'be ameliorated by the discovery of oil and gas within their borders.

Question 11. What percent of your crude oil supply is from foreign sources?
Answer. At present approximately 20 percent of Gulf's crude supply for the

United States comes from foreign sources.
Question 12. Has your company been buying more oil than you desire in order

to maintain good relations with producing countries for long-term oil supply?
Answer. No. We have diversified our foreign crude oil supply sources from

our historically limited sources. This sources diversity gives us the bArgaining
Ilexibility to request more competitive 'price structures from producing coun-
tries. As an example, during the second quarter of 1976, Gulf lifted less than the
maximum availability from Iran or Kuwait.

Question 13. Are you encouraged by the action or lack of action taken at the
recent OPEC meeting at Bali?

Answer. We are encourage by the restraint shown by the OPEC countries in
not increasing the price of crude oil at thi's time. However, should' the consum-
ing countries increase their demand for energy significantly. we are not confident
that such moderation will be shown at future OPEC meetings. With the excep-
tion of Saudi Arabia, we should not consider that this restraint on prices would
be continued in future OPEC meetings.

Question 14a. In several places in your testimony you mentioned that your
crude oil purchase contracts contain clauses which enable you to phase down
your purchase obligations quickly whenever the asking price is not competitive
How often have you taken advantage of such an option in recent years?

Answer. Contracts incorporating the phase down options are of most recent
vintage and since, generally speaking, prices have been competitive to date. we
have not yet had to exercise. these phase down options. However, we do have
quarterly lifting tolerances which would be the first action to take should a
given 6rude oil be too highly priced in a sensitive market. In some cases, we
have lifted our minimum tolerance levels and believe this has had the effect of
maintaining competitive pricing.

Question 14b. Do you have concrete evidence to show that such clauses actually
result in competitive pricing?
* Answer. Yes. Upon presentations by .our company to governments arguing that
their crude prices were not competitive, we were able on two separate occasions
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to receive price reductions during this year. Our arguments were strengthened
by our ability to so reduce crude oil purchases.

Question .15. You mentioned in your testimony the increase in jobs resulting
from the effort to develop additional U.S. energy supplies. Can you elaborate
on this?

Answer. There are three studies which estimate the number of permanent
well-paying jobs which would be created in the U.S. as a result of a major
national program to increase domestic energy production. These include:

(1) An estimate by the National Academy of Engineering that during the
next decade the nation will need about 500,000 additional technically
competent people to engineer, build and operate the facilities to supply the
direct needs of the energy industry. (U.S. Energy Prospects, An Engineering
Viewpoint, National Academy of Engineering, Washington, D.C. 1974).

(2) An estimate of 746,000 jobs involved in the design and construction of
energy facilities over the next 10 years, plus an additional 200,000 to 300,000
jobs involved in operating and administering these facilities. (This estimate
was included in a study entitled, "The Energy Supply Planning Model",
prepared by the Bechtel Corporation for the National Science Foundation,
Office of Energy Research and Development Policy, and completed in 1975.)

(3) An estimate that throughout the national economy, three-fourth of a
million or more new jobs would be created, given appropriate government
energy policies. (These results are included in a study recently completed
by Professors Cogan, Johnson and Ward of the Economics Department at
U.C.L.A. and titled, Energy and Job*.: A Long Run Analysis. This study is
available in draft form. It will be published shortly.)

While these jobs would not completely solve our unemployment problem,
they certainly would make a major contribution to its solution. Not only that,

but since we already use this energy and must pay for it in the form of imported
oil, the creation of these jobs to produce domestic energy resources should repre-
sent no economic drain on our economy, but rather would make an economic
contribution. To us one of the great mysteries of our present national energy
situation is the failure to appreciate this direct relationship between increased

job formation and increased domestic energy production. In our judgment, the
Joint Economic Committee of the Congress should put this matter high on its

agenda, for it must certainly be one of the major opportunities facing our
nation's economy today.

Question 16. You refer to increasing production of oil and gas outside the
United States, particularly in non-OPEC countries. What do you think the U.S.

Government policies should be to encourage that effort?
Answer. Increased production from such countries increases both the supply

and sources of crude oil, thereby applying presure on OPEC to maintain com-
petitive prices. The extent of such competitive pressure will. of course. be de-
pendent on the volume of crude oil generated from such non-OPEC countries, and
to this extent, U.S. Government policies should support the effort on the part of
companies operating in these countries to develop new sources of crude oil. In
addition, development of oil in those OPEC countries requiring maximum pro-
duction to meet revenue requirements, also applies competitive pressure on
OPEC pricing.

In addition, development of oil in those OPEC countries requiring maximum
production to meet revenue requirements, also applies competitive pressure on

OPEC pricing.

RESPONSE OF JOHN G. BUCKLEY TO ADDrIIONAL WRITTEN QUESTIONS POSED BY

CHAIRnMAN KENNEDY

Question 1. How do you think the U.S. Government should pursue its program
for acquiring its strategic petroleum reserves? Should it buy directly from OPEC
nations, rely on the major companies, or just buy from the lowest bidder?

Answer. It would be wise to consider a combination of all three of the options;
listed above and possibly a fourth. This fourth option would involve the exchange
of government-owned crude, such as the oil in Elk Hills, for foreign crude.

In terms of the bidding system which has been suggested. I believe that it
would be a feasible alternative only for certain standard foreign crudes. of
which the bulk of the program's stockpile will be comprised. Obviously, we will
need to include a variety of crude types in the stockpile so that the requirements
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of all domestic refiners can be satisfied. That is, the U.S. must plan to store
specialty crudes, like high sulfur Kuwait oil, in addition to the normally
demanded sweet Saudi light crudes.

There are at most three or four sources of low sulfur crudes in the world. The
procurement of these sweet crude oils can be facilitated by opening up the
bidding to all interested parties. The Aramco partners, the Saudis, the Vene-
zuelans should all be permitted to throw in their bids. The U.S. could negotiate
individually with each of these entities, whether it be a foreign government or
a major oil company. Individual negotiations with the governments concerned
and the major oil companies could also be held to obtain the specialty crudes
which may be required. The object is to get the best possible deal in the interests
of domesticisupply security.

Question 2. 'Are you concerned that the International Energy Agency's emer-
gency oil sharing program will be carried out by the major oil companies in a
manner that will cause you difficulty in supplying your refineries?

Answer. No. We are not.concerned. -We are confident that the major oil
companies will give us our pro rata share in the event of an emergency. The'se
companies have demonstrated fairness in allocating supplies before and-we have
no reason to fear that they would do otherwise given another embargo.

In any case,.MIr. Wallace Hopkins, the International Energy Agency's deputy
executive director, has refuted claims that.the oil companies will administer the
agency's emergency oil sharing program. He has asserted that it is the IEA alone
which will decide who get how much.

Question 3. Would greater leeway for the major oil companies from anti-trust
prosecution designed to give these companies greater negotiation leverage with
individual OPEC nations, disadvantage smaller companies, such as your own?

Answer. No. Greater leeway for the major oil companies designed to give
these companies greater leverage with . OPEC. would not . disadvantage
independents.

Collective leverage.is always more effective than a single-handed struggle. Once
the.groundwork has .been laid by the majors, we are confident that we can
negotiate deals which are competitive with their terms. The oil-pioducing coun-
tries have always been eager to bypass the majors since these have-been their
traditional business partners, often considered in- an adversary role.

Before the producing countries gained ownership of their own oil resources, the
major 'oil companies had a much greater advantage than the independent, both
in terms of cents per barrel offtake and percentage of price obtained. Today, how-
ever, oil is more costly. and the major company advantages. are slowly being
chipped away. The independent refiner has considerable leverage under these
changed conditions. - -

Question 4a. In your statement you expressed concern about freeing up the
inflexible purchase arrangements domestically and particularly ending -the Fed-
eral Government regulations which restrict supply contracts. Would you favor
a similar policy to end long-term supply contracts being entered into by the
major oil companies internationally today?

Answer. There is no parallel between the domestic situation in terms of.sup-
.plier-purchaser.relationships and conditions existing in the world marketplace.

What we were concerned about in June 1976 in our testimony before the Joint
Economic Committee was the perpetuation domestically of-government controls
on. refined petroleum products. The supplier-purchaser relationships which were
fixed by the then existing Federal regulatory scheme were strangling the in-
dependent segment of the industry. Price and allocation controls made it more
difficult for wholesalers and retailers to function. Locked into their base period
suppliers, these small businessmen had no freedom to price shop and could not
compete effectively with the major oil companies. The elimination of price- and
allocation controls on residualfuel oil and middle distillates ~heralded a victory
for the independent 'marketer and refiner.

But while the -ending of fixed supplier-purchaser relationships at home for
heavy fuel oils and distillates was in our domestic interest, doing away with
long-term supply contracts being arranged by the major oil companies inter-
nationally would run contrary to these same interests. -The U. -S. companies.
concerned want security of supply, minimum prices and favorable terms. I
should think these objectives would also be the 'primary goals of the U. S.
Government.

Moreover, such contracts entered into today call for smaller volumes of oil
to be lifted by the major oil companies, making available larger volumes of sale
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by the producing countries to independents like ECOL. That is, while the pro-
ducing countries still feel the need to move a substantial part of their load
through existing channels, they are seeking to free up ever-growing volumes of
this crude oil for sale to other buyers. Thus, Venezuela and Kuwait are anxious
to sell to independents and to offer favorable terms. The producing country gov-
ernments are trying whenever possible to loosen existing downstream ties, to
get out from under the control of the majors and to develop new outlets. They
are doing this without any U. S. pressure or interference, even though the
majors have long-term supply contracts.

Furthermore, even the long-term contracts negotiated 'by the majors provide
"outs" for both parties. Most contracts have a minimum and maximum lifting
range which is quite wide. Thus, if the country prices its crude oil too high, the
company buying that crude lifts the minimum level. This is, indeed, happening
today in Iran, Kuwait and other areas. If one or two large producing countries
were suddenly to price their oil at a much lower level than the existing world
market price, there is also flexibility in existing crude contracts to take advantage
of that situation.

Finally, virtually every long-term supply contract entered into today has a
"quarterly price review clause". Under that clause, either party can reopen and
even terminate the contract if it determines that the price for the crude oil it is
purchasing is not consistent with trends in the world market.

EOCL signed several long-term contracts for its crude supplies. In terms of
financing, banks prefer independents to have long-term contracts. It is a way of
doing business today which enables both U.S. and foreign independent and major
refiners to take advantage of lower crude oil prices that may develop for large
volumes of crude supplies. It is a way of doing .business which the U.S.- Govern-
mentishould not attempt to negate.

Question 4b. Should the U.S. Government try to use Its influence to maintain
a freer world oil market? If so, how should it do this?

Answer. The ability of the U.S. Government to force a change in OPEC policy
is limited. Any attempt to "free up" OPEC will be seen by that organization as
an effort to undermine its operation. The oil producing countries will surely close
ranks to prevent such efforts from succeeding.

I tried to outline in my testimony the reasons why the United States should
carefully weigh any action designed to confront OPEC and pursue instead policies
aimed at cooperation. I tried to look at the positive aspects of the OPEC price
explosion of 197&-74 and subsequent developments. There are positive over-
tones to this whole picture. Throughout the twentieth century, industrial coun-
tries have paid lip service to the need to bring the developing countries into the
world economic structure. They have done nothing to voluntarily change this
order. From this standpoint, the OPEC price increases may prove to be the single
most important economic action undertaken by a group of developing countries
in the 20th century. OPEC has attacked the problems plaguing the Third World
head-on. We are now witnessing the beginning of the end of the long-established
vicious cycle which has seen industrialized countries grow wealthier and develop-
ing countries become even poorer'

Question 5a. In expressing your reservations about the Government purchasing
authority; you fear that such a company would tie purchases to our foreign policy
objectives and that such action would result in higher cost oil imports as it did
for countries like France. Do you think American oil companies today can operate
independently of U:S. foreign policy?

Answer. Hardly! American oil companies cannot operate independently of U.S.
foreign policy, but neither can they be considered an arm of U.S. foreign policy
objectives. A Government Purchasing Authority would be very much an arm of
foreign policy objectives.

When discussing the creation of a Government Purchasing Authority, I feel
there should be a recognition by the U.S. Government of the important role of
multinational corporations in the world oil market. These corporations act as a
buffer between producing and consuming countries. As such, they prevent con-
frontations and are demonstrably useful to the national governments involved.
The U.S.. acting ad it own agent, could not buy huge quantities of oil without
politicizing what should be commercial trade.

Besides its political undesirability. a Government Purchasing Authority would
be an administrative nightmare, introducing severe competitive distortions. Every
day there are some twenty large' tankers' loaded with refined products coming
into the United States. A' c6ld winter could 'see 35 to 40 shiploads a day. Literally
hundreds of companies and supply departments are buying refined products.
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These departments are staffed with experienced supply people and knowledgeable
tanker people who are-able to adjust quicklyto weather and other circimstances}
For the U.S. Government to suddenly step in and try, to coordinate purchase and
delivery of the many- different types and grades of crude required by some 240
refiners in this country would not only, prove disastrous but administratively
impossible. Inw the'seven-state New England-New York area alone, there are such
differences in permitted sulfur levels for the burning of a single'prbduct;'residual
fuel oil, that you could not possibly imagine the U.S. Government successfully
coordinating .that region's requirements, let alone the needs of an entire nation.

Quite apart from the adniinistrative drawbacks of-a centralized buying agency,
such government interference would severely limit the independent's -ability to
compete. Onezof ECOL's strengths has been its power to make purchases in the
marketplace,quickly. We can act fast, without long committee meetings, to take
advantage of what we see to be weaknesses in the marketplace for both crude and
products. We thereby gain a competitive edge over our major company competi-
tors who usually deliberate longer before taking action. That competitive edge
would be lost should a Government Purchasing Authority be established. We
'would have to buy at the same price and terms as everybody else.

Question 5b. Do the Aramco parent companies, have leverage over Saudi
Arabian price and supply outside of U.S. foreign policy context?

Answer. An outsider can't really comment on this -question. The Aramco rela-
tionship is in transition with the Saudi Government close to. complete takeover of
oil operations. One- thing we do know is that the Aramco partners have been a
moderating influence on Saudi Arabian supply and pricing. This is clearly con-
sistent with U.S. foreign policy objectives.

Question 5c. Did the U.S. Government's use of major oil companies as instru-
ments of American foreign policy during the .1950's,-1960's' and 'early 1970's limit
the ability of -these companies to produce oil at the cheapest possible price?

.Answer. The national security rationale which was invoked to place quotas
on oil imports intq the U.S. between.1959 and 1973 did, 'in fact, bring the govern-
ment into the business of regulating, domestic oil prices and. limited the flow of
low cost foreign oil supplies,'the United States was able to keep- domestic prices
up. The quota system, however, did not so much reflect the U.S. Government's
desire to use major oil companies to achieve foreign policy-objectives as it did
.industry fears that the flow of cheap foreign oil would undercut the higher prices
-being charged domestically. ! '.

The imposition of mandatory import controls in i959 signalled the closing of
an era of,'cheap'oil. The major oil. companies were prevented, on the one hand,
from procuring supplies at the lowest possible prices; on the' other hand, they
.were, permitted,and given full Federal'approval to, oftain higher prices at home,
thereby bolstering their, profits. * ', '

Foreign policy objectives, advanced as a' national security riti6nale, onlyl
.served to mask the more subtle reason for: import controls. .Their'.justification
lay. in' a.rote'6tionist policy pursued bytjie Government, in rder-to protect and
stiruiatethe domiestic-oil industry throughout thie 1950;s and 1960's.' That policy
has oily recently been, 'changed withfthi rise of OPEC as';a force in determining
energy policy'*' . --

Question 6. Is there any, way the.U.S. Governnient' should begin'to think of
policies to support its companies so'.that they would be better able to"nompete in
the,'future'with' OPEC national oiico6mpanies likeith6'NIOC, 'Ptromih, Kuwait
National Ol.Co'mpany?, ' ; ' ' '' , ' '- '

'Answer. The role of the U.S. Gover'nment in theinternational'oil'picture shofild
,be, limiteil to taking measures that keep U.S. companies competitive with private
'foreign companies operating' abroad and-not' with the governments of sovereign
entities. No company, whether it be foreign or American, that buys in the OPEC
countries can be expected to compete with the producing country governments.
'The'main thing 'fo avoid donmestically is punitive legislation or regulation, like
taxes or, excessive ,controlsi which' might.disadvantage WS: companies vis-a-vis
theirs foreigh' cbunterparts also doing busigness with-NiO; "Peiionin or .' PC.

'i a ;.: ; ,, ;,-..1of - , mm ; e or.K" i
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RESPONSE OF JOHN G. BUCKLEY TO AnDmON.rAL WRItTEN iQUESTiONS 'POSED BY
SENATOR PERCY S. ; ;

Question -1. Last,week. the Organization for Economic- Cooperation and Develop-
ment (OFCD) unveiled a code of conduct for multinational corporations and a
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code of Government responsibilities to firms. I am particularly interested in hav-
ing your comments on these two codes. Specifically, I am interested in: (a)
Whether the disclosure requirements are adequate; (b) whether there is adequate
guarantee of confidentiality for the information collected; and (o) whether the
codes will accomplish their stated purpose.

Answer. The codes put forward by the OECD and specifically those on the dis-
closure requirements for multinational corporations seem adequate. I should
think there would be no problem since the 'OECD requirements comport with the
disclosure rules of the Securities and Exchange Commission of the United States.
American companies already make this information public and should have no
difficulty in complying.

Question 2. Assuming that one solution to the globar energy shortage should be
to encourage new energy production in the oil-importing countries, what steps do
you believe the U.S. could or should be taking to ensure that its technical exper-
tise is used to best advantage for solving this global problem?

Answer. When the Arab Embargo hit the industrialized countries of the world,
most were totally unprepared to deal with the economic shocks it created, nor
could they immediately comprehend the shift that had occurred in the world
order. Despite its vast capital resources and unique technological capability, the
United States found itself disabled in the face of the boycott and the subsequent
price increases. If we stop to consider the effects of these higher oil prices on im-
porting and developing areas, we' will realize that the economic consequences have
been disastrous. Thus, while the 'OAPEC actions of 1973-74 served, on the one
hand, to awaken the industrialized world' to the urgency of narrowing the gap
between rich and poor, they also had the countervailing effect of making some of
the poor countries even poorer.

The problem, then becomes one of global inefficiency. This is demonstrated in the
faltering and inconclusive nature of U.S. energy policy. The Ford Administration
began by propagating the slogan of "Project Independence," then quickly retracted
its enthusiastic support when the proposals put forward were deemed impractical
and unachievable. Energy independence is now regarded as a needless and costly
goal.

'Nevertheless, some of the embargo-induced fears as to-the dangers of import
dependency still linger. Vestiges of the independence proposition remain even to-
day. OPEC continues to uphold its inflated price structure as a symbol to the
world of a new economic order but instead of responding to the oil producers'
beckoning call for a fundamental international restructuring, the industrialized
countries have become increasingly preoccupied with their own economies and
primarily concerned with shaping domestic energy policies.

'Much' of what has transpired thus far on the international energy scene has
been conceptual in its thrust with little progress toward substantive proposals
acceptable to both consumers and producers. 'The United States did take a positive
step toward alleviating the global energy shortage when it advanced a plan for
the creation of an International Energy Institute (IEI) to aid the developing
countries in energy matters. The proposal was raised initially at the Seventh
Special Session of the United Nations in September 1975 and revived one year
later at the CIEC conference.

If this organization is allowed to get off the ground, It can help to promote new
energy production in developing areas by identifying energy technologies most
relevant to their special needs and then arranging for the transfer of these
technologies to wherever they are needed. The Institute would be staffed by
experts drawn from government, industry and academic circles, recruited pri-
marily from industrialized nations, but also including representatives from the
developing nations.

Such a plan appears to be a significant effort toward the advancement of
global cooperation in energy and- the advantageous use of American technical
expertise. It Is still, however, only a plan conceived In rhetoric.

The transfer of technology is a subject which has received considerable atten-
tion and to which voluminous quantities of literature have been devoted. The
industrialized countries obviously understand what must be done. It Is simply
a matter now of getting the requisite government backing to take some concrete
steps. The IEI must not get bogged down in rhetoric.

In order to ensure that its technical expertise is used to the best advantage
for solving the global energy shortage, the U.S. must promote policies that coor-
dinate efforts In the public and private sector. One possible way to do this is to
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allow for a tax write-off on donations of technology by private companies 'to
Third World countries.

There are, moreover, a variety of arrangements which could be devised to
carry out new energy production. in the oil-importing countries. Joint ventures
could be entered into between local governments and foreign companies. No great
advantage exists today to continuing the external developer concept. The empha-
sis must be on cooperative ventures. France for instance, has signed a joint solar
energy research agreement with Iran. Saudi Arabia and the United Arab-Hnirates
have shown an interest in forming similar arrangements. These, of course, are
three of the world's wealthiest oil suppliers. It is conceivable, however, that such
deals could in some way or form encompass the poorer countries as well and
include the United States in a functional constructive role.

Que8tion S. Along the same lines, what steps should we be taking to ensure
a better cooperative international approach on energy research and development?

Answer. The need for a better cooperative international approach on energy
research and, development is great indeed. With 18 percent of the world's popu-
lation consuming some 60 percent of its energy and essentially possessing all of
the research and development Information on new energy technologies, we cannot
help but note the obvious inequities. The other end of the spectrum consists of the
oil-importing developing countries with nearly 50% of the world's population
consuming a mere 10-15 percent of its energy. Relying even today on such tradi-
tional energy sources as wood and dung, the poorest of the poor LDC's have no
-use for the sophisticated technologies being currently -promoted by the indus-
trialized countries. For most, nuclear power is a highly unrealistic proposition.

Individual countries within the OECD have mapped out their respective energy
demand and supply scenarios under varying conditions of wealth and poverty.
The Energy Research and Development Administration is responsible for con-
ducting research on' U.S. 'energy options and making projections 'on reasonable
alternatives. Within the OECD itself, there is a large measure of coordination
and cooperation. Yet, this cooperation among a small fraction of the world's
population'and,,I might, add, also..the richest fraction, does~very little to ensure
progress glob'ally. ' d v l t

We must take the research and development efforts which have been concen-
trated in the industrialized West and fiid ways to apply the knowledge which
has been gained to the areas most in need of it. This knowledge must be re-
'shaped in a manner whereby it will have impact on the rudimentary 'econb'iies
of the developing countries. The industrialized countries have the brain power
to devise new approaches to the energy problems of the LDC's and.in the process
of structuring these approaches, they will most certainly be able to harness the
research potential which has been unnecessarily neglected in these LDC's. The
point is that the developing countries cannot proceed without our assistance. We
have the-experience and the knowledge and we must share 'it.'''

Just as ERDA feeds the U.S. Government information on opportunities in' the
energy field, such agencies should be set up in each and every developing coun-
try to keep the governments concerned abreast of issues related to energy. These
agencies could aid in forecasting options for their respective countries and in
conjunction with certain industrial countries could work to advance their own
technologies. Energy sources 'like the wind, sun and coal should' be looked at
closely and feasibility studies.conducted: Joint venture arrangements with tech-
nologically advanced countries ought to be explored. The money,' of course, will
have to come from the 'developed world and the financial investments wbuld be
considerable. The rewards are difficult to measure financially because the return
may not always be monetary.' Repayment would be in -terms of promoting 'global
development. Thus, incentives- will.have to be created by' the governments of
the industrialized countries to secure the large capital outlays. Perhaps a' minor
first step would be. to. apportion a' relatively small fraction of the.OECD budget
to such international R&D efforts. The opportunity for action is there. We just
have to.take'it. . .. ' ' -'. :

Que8tion i.J The Overseas Development Council; and more recently. Presideri-
tial candidate' Jimmy Carter, 'have suggested convening: a World Energy' Con-
fereiice,'modeled after. the World Food Conference held' in Rome in 1974. Please
com m ent ...., .., ........,. .......-.

Answer. The Overseas Development' Council's suggestion for a World .Energiv.
Conference seems to be an attractive pr6posal but there is little guarantee that
.the.successes achieved- with food canvbe repeated when it comes to. energy. The
Coluncfi stipulates that such a mneeting~should'beheld within the 'nettfewyeas.

s0-939-77-7
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The 'case' of food Is.noteworthy because it is one crucial area.in which the
developed and developing countries have pooled their R&D resources. They are
conducting joint research projects and exchanging expertise, knowledge and
people. A network of cooperative food improvement, organizations have sprung
up throughout the world.

Judging from the achievements of the World Food Conference, perhaps the
same progress can be made in the field of energy. The energy conference would
require a number of years of extensive preparatory work by various national
and international agencies: Granted, the proposal has much appeal.and consid-
erable merit. The meeting might even be convened. I should think, however, that
such a forum will not have much chance for success unless extensive ground
work is laid and current efforts at cooperation meet with some success.

Question 5. -How important is the cooperation of the socialist countries of the
world in tackling the world energy problems, and what can be done to increase
their participation in solving the global energy crisis?

Answer. Any consideration of a global approach to solving the world's energy
crisis must include the socialist countries. Most of these countries do not belong
to the World Bank, the GATT, or -the IMF. None belong to the OECD or IEA
and none are participating in the Energy Commission of CIEC.
- If the emphasis Is -on an international effort for dealing with the energy
problem, it is important to encourage the- participation of the socialist coun-
tries but we must not let their reluctance to cooperate hinder progress in this
field. Thus, while the inclusion of the socialist world in future discussions is
important; their lack of involvement in existing organizations must not delay
action.

Question 6. How effective are the present International agencies for dealing
with' the energy crisis (e.g., the IEA and the Energy Commission of the CIEC) ?
Should the United States be taking steps to make these organizations more
effective?

Answer. The present international agencies are not very effective. Organiza-
tions like the IEA and the CIEC are only buying time in much the same way
as organizations which preceded them "bought time."

We can trace the many efforts to develop global cooperation from the ILO and
the League of Nations to the formation of the UN, the World Bank, the IMF and
the GATT. None of these organizations have succeeded in narrowing the rich-
poor gap. The IEA and the Energy Commission, of course, are still relative new-
comers, but there is little reason to expect that they will be more successful unless
the indutrialized countries are willing to take drastic steps to implement pro-
posals for global reform. The rhetoric has become redundant.

The Energy Commission is the sole branch of CIEC which has acquired some
momentum because providing sufficient energy to fuel our economies is the pri-
mary concern of industrialized countries. The Third World is calling for the link-
age by price indexation of energy with other raw material commodities but little
progress has been achieved in this area. Until such time as progress is made, it
would seem that an impasse will be reached in all dialogues focusing on energy.

We can no longer pay lip service to the need for bridging the gap between the
haves and the have-nots. Development Is a zero sum game. If we gain, we have to
give up something. It is time to decide that there should be a more equitable dis-
tribution of wealth and then take measures to do something about it.

Question 7. Are we doing enough to help lesser developed countries exploit the
solar energy which is clearly abundant in those areas?

Answer. No. Clearly, we have done little in this area domestically. It would be
difficult to conceive of helping the LDC's when our own efforts suffer from neglect.

Question 8. Please comment on S. 3424, the proposed Energy Conservation Act of
1976, which was recently introduced by Senator Kennedy.

Answer. We were very much in favor of the Energy Conservation Act of 1976
which was introduced by Senator Kennedy back in May and which has since
become law. With only 6 percent of the world's population, the United States
consumes nearly 30 percent of its energy. Much of this energy use Is wasteful and
can indeed be trimmed by the enforcement of positive measures to promote con-
servation. We applaud the Senator's efforts In this crucial area and realize the
important role conservation must play In any comprehensive domestic energy
program.

Question 9. Unless this country Is to become a socialist one, perhaps the most
effective way to encourage increased energy production Is to create conditions
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which attract investment capital into energy. Do you agree with this statement?
Does it describe present U.S. energy policy?

Answer. I agree to the extent that it is necessary to encourage increased pro-
duction but the conditions for such production do not need to be created. They are
already there.

The Congress has embarked on a moderate energy cost program in the U.S. It
allows the average price of oil produced in this country to rise modestly month by
month, yet keeps the weighted average cost far below the politically established
OPEC prices. This approach allows newly discovered U.S. crude oil to be priced at
a much higher level than old established production and thereby creates sufficient
incentive for exploration and development of all but the most marginal geological
structures that promise to yield oil reserves.

Question 10. Why are we more dependent upon imported oil now than we
were at the time of the Arab boycott? What U.S. Government policies could
help reverse this trend? Do you agree with Sarah Jackson's article in the
Columbia Journal of World Business (fall, 1974) that in order to attain energy
independence, "the United States should remove all stimuli to the development
of foreign oil sources that might compete with its domestic priorities?"

Answer. Nearly three years have passed since the Arab Embargo changed the
course of international economic and political relations. The upheaval caused
by the events in 1973-74 brought immediate fears of oil shortages, of impending
and irreparable damage to the international financial community and of harmful
foreign policy repercussions.

The fears that oil shortages would persist and that the recessionary effects
of the dramatic price rise would plunge this country into a depression have dis-
appeared. The fear that petrodollars would flood world money markets and
unduly disrupt the system has been dispelled by experience. The OPEC nations
are buying and investing with such fervency that some are even suffering
payments difficulties. In the meantime, the United States keeps registering pay-
ments surpluses. The overall trade surplus In 1975 was the biggest ever recorded,
reaching $11 billion.

What has actually happened is that the transfer of large new financial re-
sources from the industrialized countries to OPEC has created a growing oppor-
tunity for Industrial countries to export goods and services to OPEC. Com-
panies here in the U.S. have certainly benefitted from OPEC's new wealth. Our
own U.S. exports to OPEC have doubled between 1974 and 1975 and now stand
at something close to $13 billion annually.

Today, the embargo-induced panic has almost totally subsided. After a brief
interlude precipitated by the sudden surge in oil prices and the recession, U.S.
energy consumption is growing again and so is our dependence on imported oil.

As I pointed out in my testimony, our energy planning is plagued by the
myth that somehow or other our national security, our very survival as a modern
nation, requires us to be less dependent on imported oil. The thought that our
national security is directly linked to the number of barrels of oil we import a
day is to me such a narrow view as to be almost ridiculous. No matter what we
do, Europe and Japan cannot escape overwhelming dependence on OPEC oil to
fuel their economies. Their vulnerability is our vulnerability. We do not really
have the unilateral options we used to have in the energy arena.

If we are to become more and more dependent on oil imports-and, Indeed,
there seems to be no alternative if we wish to have a prosperous economy for
the next several years-then the strategic storage program, which Congress
has already provided for, can be seen for what it is: an indispensable pre-
requisite to maintain our foreign policy options and protect our national security
against temporary disruptions of oil supplies at a relatively modest cost.

The point is that Congress and the Administration are moving forward on
a storage program that will protect our national security and give us time to
unsnarl any supply disruptions that may occur without exposing our economy
to massive damage. Yet, the rhetoric from the Federal Energy Administration
continues to stress declining dependence on imports over the next several years.
That Is a myth. It is not going to happen. We are far more dependent on imported
oil now than we were prior to the embargo and we will be even more dependent
in 1980 than we are today, despite the arrival of North Slope-Alaskan oil some-
time next year or, depending on the delays that might occur in the pipeline
construction, early In 1978. That is a fact of life and we ought to face it
squarely.

Question 11. What percent of our crude oil supply Is from foreign sources?
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Answer. One hundred percent of ECOL's crude oil supply is from foreign
sources. But I might point out that at the time ECOL's testimony was presented
to the Joint Economic Committee in June 1976, the ECOL refinery was jointly
owned by Northeast Petroleum Industries, Inc. of Boston, Massachusetts and-the
Ingram Corporation of New Orleans, Louisiana. It has since been purchased by
the Marathon Oil Company of Findlay, Ohio.

Question 12. Has your company been buying more oil than you desire in order
to maintain good relations with producing countries for long-term oil supply?

Answer. No.
Question 13. Are you encouraged by the action or lack of action taken at the

recent OPEC meeting at Bali?
Answer. Yes, I was encouraged by the outcome of the OPEC meeting at Bali

in May 1976. Chances are, however, that another oil price increase will be forth-
coming in January 1977.

The oil exporting countries sought to exercise oil pricing moderation at Bali.
They were willing to resort to negotiation as opposed to confrontation. Their
action or lack of action demonstrates a desire to cooperate with the industrialized
nations in somehow bridging the economic gap which repeatedly frustrates de-
veloping country efforts to achieve a more equitable distribution of global wealth.
But, with the less than reassuring outcome this year of CIEC's North-South
Dialogue-no substantive solutions have emerged-some increase in oil prices
may be decided upon by the OPEC Ministers at their conference in Qatar on
December 15, 1976.

Chairman KENNEDY. The subcommittee stands in recess:
[Whereupon, at 1:25 p.m., the subcommittee recessed, to reconvene

at 10 a.m.. Thursday, June 3,1976.]
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The subcommittee met, pursuant to recess, at 10:10 a.m., in room
'1114, Dirksen Senate Office Building, Hon. Edward M. Kennedy
(chairman of the subcommittee) presiding.

Present: Senators Kennedy, Proxmire, Javits, and Taft.
Also present: John G. Stewart, subcommittee professional staff mem-

ber; William A. Cox and Sarah Jackson, professional staff members;
Michael J. Runde, administrative assistant; Charles H. Bradford,
senior minority economist; George D. Krumbhaar, Jr., minority coun-
sel; and M. Catherine Miller, minority'economist.

OPENING STATEMENT OF CHAIRMAN KENNEDY

Chairman KENNEDY. The subcommittee will come to order.
This is the second of 3 days of hearings. before the' Subcommittee

on Energv of the Joint Economic Committee to examine the implica-
tions for U.S. energy policy of the evolving relationships between mul-
tinational oil companies and OPEC.

Yesterday we 'heard testimony of representatives of Mobil Oil Corp.,
Gulf Oil Corp., and Northeast Petroleum Industries. The subcommit-
tee gained some important insights into the dramatic changes that
have taken placein the international energy market, and how the U.S.
Oil companies responded to the changes. We also heard their reaction
to a variety 'of lS. Government initiatives that have been proposed
to protect our country's interests more effectively.

Today we will hear'from four 'experts who will discuss these same
problems and, hopefully, will shed additional light on P.S. policies
that should be pursued.

Paul -Frankel, who is chairman of Petroleum Economics, Ltd.; Lon-
don, is' one of the world's recognized experts in the economics of in-
ternational oil 'and he traveled from London to participate' in these
hearings.

Robert Krueger, an attorney from Los Angeles, served as project
director of the FEA-sponsored study, "An Evaluation of the Options
'of the United States in'International Petroleum Affairs," and he is
very well informed about this complex subject.

(97)
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James Akins, now a consultant in Washington, is the former U.S.
Ambassador to Saudi Arabia and former head of the Office of Fuels
and Energy, U.S. Department of State.

William Lamont, an attorney from Washington, served three decades
in the Antitrust Division, Department of Justice, and he is a recog-
nized expert in competition-or lack thereof-in the oil industry.

I would like to have each of you make opening comments of about
15 minutes, and then go to the questions of the subcommittee, so that
we will have an opportunity for each to comment on the others' state-
ments. From the point of view of the record we have to develop the
issues before us fully and in depth.

So, we will start off with Mr. Frankel, please.

STATEMENT OF PAUL H. FRANKEL, CHAIRMAN OF THE BOARD,
PETROLEUM ECONOMICS, LTD., LONDON, ENGLAND

Mr. FRANKEL. Mr. Chairman, my name is Paul Frankel and I am
a British subject, an economist by profession, specializing in oil and
energy affairs.

I have written several books and a great number of papers on related
subjects. I have also taught oil economics in America and abroad.

More than 20 years ago I founded in London, a consulting firm,
Petroleum Economics, Ltd., of which I am now the chairman of the
board; it caters principally for medium-sized energy companies, gov-
ernments, and international agencies.

The future role of American oil companies worldwide and in rela-
tion to oil imports of the United States can best be understood by an
analysis of the historical and economic elements which have gone into
the existing setup.

American oil companies entered foreign countries as suppliers of oil
produced in the United States, which until the period of World War II
was a net oil exporter. The United States supplied, as one used to say,
"Oil for the Lamps of China." In the process of consolidation their
sales agencies were eventually transformed into affiliate companies,
mostly wholly owned by the U.S. parent and selling products to the
end user.

Only when the United States' productive potential ceased to be a
global relevance and when foreign sources-Venezuela, Middle East,
and Africa-became oil fountainheads, did American oil companies
shift some of their "upstream" activities massively to these areas, out
of which the actual requirements of their foreign markets and part of
their U.S. requirements were met.

There were two reasons why-apart from the government-motivated
position-taking bby the French-only a small number of American and
British companies came to blanket virtually the concessions in the
"new" oil areas of the world: (1) The politico-economic predominance
of the United States and Britain at the time, and (2) the fact that
only large and consolidated enterprises with a considerable cash flow
and-significantly-with large and geographically diversified posi-
tions in transportation, refining, and marketing, could envisage taking
on the outsize financial, industrial, and managerial commitments
involved.
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Out of all this. developed over the decades a system in which invest-
ment decisions in foreign "upstream" were determined-and were
justified-by the respective positions held semiglobally in the subse-
quent phases of the industry, right down to the sale to the consumer.

Concurrently, the unit of operation in the oil industry as a whole was
of a very high order because only a certain level of industrial concen-
tration made possible a degree of geographical diversification which
rendered a heavily investment-laden enterprise reasonably shockproof,
due to its ability to average out a large number of individual profit and
loss items, the facility to do so provided an "insurance element" which
improved the chances of survival of the enterprise as compared with
their smaller and more narrow-gaged competitors which inevitably
were somewhat accident prone.

Thus, the changes since the early 1970's in the oil setup, for all
their far-reaching nature, have left certain structures in place which
unavoidably carry some considerable weight. In this respect the- state
of affairs in the rest of the world outside of the Communist bloc has to
be taken into account 'when one endeavors to outline the opportunities
'and the limitations of'U.S. policies in respect of the style and niode
'of its oil imports.

Perhaps I could add here, remembering the famous words of Lenin,
that what matters in politics'and industry was really the control of
the commanding heights, and if you control 'the commanding heights
you need not bother about the rest;In our case this has probably'beefi
somewhat modified because although the oil companies have lost the
control of the commanding heights,'they still control the traffic in the
plain. ... .

In virtually all OECD countries the miain internationally operating
oil companies-the'majority 'of which are American 'omnned -cover
between 50 percent and about 80 percent of the "downstream" oil
activities and it is obvious that their methods of oil' procurement' are
highly relevant for the way the flow 'of oil from OPEC countries
is being organized.
- The fact is that in none of 'the OECD countries-most of them-more
or less dependent on oil imports from OPEC countries-has there so
far been a significant move towaird regulations designed to determine
by governmental ordinance the methods applied by the "downstream"
operators in respect of 'their supply arrangements for OPEC-country
oil-the emergency sharing provisions under IEA, as far as they
would involve governmental action, excepted.

Yet, since the previous state of affairs, in which the concession hold-
ing coinpanies did determine-within a fairly wide range of alterna-
tires-.the volume of oil supplies from 'each of the oil exporting couin-
'fries and the amount of investment in most of them, has ceased to ob-
tain, one is perfectly justified'in asking oneself whether and to what
extent there is a need for a rethinking of the way in which oil; now
owned by governmental agencies of OPEC countries, is being acquired
and is being brought to the importing country.

Since most of -the OPEC countries have rather large quantities of
oil to dispose of consistently, it is obvious that they would look to off-
takers who can be expected to take these large quantities regularly and
pay from them promptly-small wonder that they tend to turn to the
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enterprises which are geared to this exercise, if only because they used
to take this oil when they happened to "own" it. This is the more likely
since all the "free world" over refineries are held by the selfsame
companies.

It is tempting to speculate to what extent the OPEC cartel and the
large oil companies are complementary and whether they in fact have
parallel or even identical interests.

A few almost self-evident features of their new relationship can be
established.

First: The -companies as buyers of oil are in the short run not dib
rectly interested in the absolute level of prices-but mainly in their terms
of acquisition being no worse than those of other companies of equal
stature and somewhat better than that applying to lesser operators. It
is even likely that they would not favor any sharp and general reduc-
tion of crude oil prices, since it would leave them high and dry with
costly inventories-the term "windfall losses" does not even exist.

I must add, we heard yesterday from Mr. Tavoulareas that he does
not share this point of view at all. If I understood him rightly, he
said that in the long run lower prices would mean demand for lower
working capital, 'and therefore it would be beneficial to the oil com-
panies involved. This may well be in the very long run, but I wonder
whether, in a world in which the oil companies have to account to the
financial community every 3 months, the immediate heavy loss, result-
ing from inventory depreciation, would be really very desirable for the
oil companies.

Chairman KENNEDY. Would you say correspondingly that they
would be more interested in the price goig up e

Mr. FRANXEL. Not necessarily, Senator, I come to that in a moment,
when I outline what I really -believe they are interested in.

Second: They are likely to look for reasonable stability-this is
really my answer to your query, sir-in respect of the price and supply
pattern because erratic or capricious manipulation of either must af-
fect long-term the status of oil in the energy picture in which they are
primarily interested. Also they, like all large-scale and capital-inten-
sive enterprises, tend to look for continuity and for security of tenure,
and thus do not favor frequent and wide oscillations of terms and
prices. Only such continuity can successfully protect previous invest-
ment land encourage investment decisions for the future. It is in this
respect that there might -be some identity of interest of established off-
takers with an OPEC cartel if the latter also focuses on long-term
aims.

However, the crucial question remains: How far does this parallelity
of interest go and how relevant is it?

It has been said, for instance, by Mr. Anthony Sampson earlier this
year, that the oil companies "do the rationing for OPEC." This sounds
plausible enough, but operationally it is hard to envisage. Obviously
all-the companies together cannot take more oil than they can sell, but
who could? If demand goes down operators reduce their offtake and
vice versa when demand goes up. In that sense OPEC countries and oil
companies cooperate-what else could they do? But that is not the
essential phase. What matters is whether some-or all-OPEC coun-
tries want to increase their respective shbre of the market-or defen-
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sively insist on maintaining it in the face of aggressive methods of
others-and thus compete with each other. If and when this is the case
they will offer attractive prices and terms to the companies which in
turn, since they do compete with each other downstream, pass on at
least part of their increased margin to their customers. If, however,
none or only some OPEC countries are being expansive and if in the
latter case one or some were prepared to make room for the others by
moving over, supply could be adjusted to demand and in that case the
procedure of disposal would be of minor relevance.

Mr. Chairman, I sat in the hearings'yesterday, and I did hear both
spokesmen of the international companies point out that the only influ-
ence they can apply to the pricing system is to shop around to look for
the most convenient'and economic crude oil they can find on the market.
Obviously with very large operations-the flexible, how shall I say-
the collapsible extension to the main program can cover only a com-
paratively small part of the oil OPEC has to dispose of, or the oil
which the offtakers have to take.

If I may say, Mr. Chairman, at this stage, all these' ideas, including
those put forward by the companies and previously by some noted
economists, suffer from the fact that the people, especially the econo-
mists, mistake the tail for the dog. That is to say, they look in a fas-
cinated way at the movable fringe of the market, the spot sales, if you
like, and forget that in an energy industry the overwhelming part of
the operations must be planned and operationally executed over a long.
period, because it cannot be done on an ad hoc basis.

Now, undoubtedly the fringe operations are very important, but
they have to be. seen in the right context. If I may still stick to my pic-
ture, you can imagine a dog without a tail, but it is very difficult to
imagine a tail without the dog. [Laughter.]

Going back to what I tried to describe before, that the real decision is
being made in respect to the competition of one OPEC country with the
other.

The Texas Railroad Commission could'proudly state that it had
nothing to do with oil, trade and the price of oil, simply because it man-
aged to adjust the volume of supply at source by way of market de-
mand proration.

There remains the need to analyze whether alternative nethods of
procurement would give substantially'diffetent and/or more desirable
results. Firstly we must bear in mind that such alternative miethods
would in the circumstances have to be governmentally induced and en-
forced, simply because there does not now'exist a competitivc'field
comprising a multitude of small- or medium-sized refiners ahd mar-
keters-I am talking about the international scene-to who'm the'
OPEC sales could be directed and fori whose custom the OPEC
countries would have to strive.

Consequently, only an import system in which governments or gov-
erment agencies would be interposed as import managers could funda-
mentally alter the operational pattern. A great deal has'been said and'
iritten about the'teclnicalities of suchl a kind of iiip6rt 'm6nopoly-'
auctions, sealed bids and all-but what really matters is in fact that
the results of any such system--'or of the absence of a sysfein-Ldepen'd
on the prevailing relation of supply and'demand and. in our case also
on the cohesion of OPEC.
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Under conditions of actual or contrived supply stringency-short
of major curtailments for the handling of which the emergency shar-
ing system of IEA has been designed-centralized buying is not likely.
to yield better results because in that case the buyer's position becomes
weaker the greater is the volume of his requirements and the heavier
is the responsibility of procuring it.

On the other hand, an effective control of individual import deci-
sions would be called for in such a contingency. Had it existed at the
end of 1973 the mad rush of some operators, bidding up prices for
marginal quantities, thus giving the appearance that oil could be
sold at any price, would have been nipped in the bud.

On the other hand, in the case of a state of tangible oversupply,
prices tend to soften at the edges and centralized buying is less likely
to identify and exploit such opportunities as they arise. If, however,
massive and sustained oversupply, arising at several points of supply,
or straight political pressures should after all wrench the OPEC
cartel apart, then it would not matter too much how the procurement
of oil was organized.

Mr. Chairman, I now turn to the subject, the role of national oil
companies in consumer countries, and here, as I assume, the reason
for my being called to testify today is that I have an overview of
non-U.S. situations. I would like to refer very briefly to the experi-
ence and motivation in other countries which have-as far as they
have-led to the constitution of national oil companies in oil-import-
ing countries.

The question whether there is, in the present circumstances, a call
for the formation of a Federal oil company has been raised and
reference has been made to the degree to which experience gained in
other countries could be a pointer in the right direction.

It is a fact that national, that is to say either State-owned or Govern-
ment-backed, oil companies operate in a substantial number of coun-
tries and their formation did and does to my mind make perfect sense
in the context of their respective economic, political, and social
circumstances.

Generally speaking, such national oil companies were initiated and
sponsored by governments which wanted to remedy the fact that most
if not all of the oil business was covered by or on behalf of foreign
operators. The latters' paramount position and ample resources in-
hibited the emergence of competitive private indigenous forces and
only another big entity, the national government or its offshoot, could
face the foreign corporations on something like -an equal footing.

The existence of such national oil company (or companies) pro-
vides the respective government with firsthand information on, and
genuine insight into the intricacies of the industrial structure and of
operational methods which renders manageable the task of monitoring
developments effectively-one has talked of Benchmark Enterprises.

It has also been pointed out that these national enterprises are the
European equivalent of the regulatory agencies of the United States.
It was said that the U.S. legal setup-by way of the Department of
Justice and of the courts-provides the instruments for surveillance
of and for the promulgation of directives to private enterprise. The
constitutional base for such governmental policy formulation and
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enforcement lacking elsewhere, the method most likely to he adequate
was seen to be and still is direct Government-backed industrial activity.

Reverting to the U.S. scene, it would appear that neither of the
motivations which have led elsewhere to the establishment of national
oil companies are applicable here. There is no problem of foreign pre-
dominance, nor is there a need to use other means to reach targets
which are within the province of, inter alia, regulatory agencies.

All this notwithstanding, it is reasonable to assume that in certain
circumstances, for instance, noncommnercial acquisition of oil for stock-
piling purposes, special agencies might be used or created. It is also
possible that certain investments abroad, which are in the national
interest, but whose politically induced risks inhibit private enterprise
going ahead, might have to be organized in one way or the' other by
governmentally orientated operators. There is, however, hardly a
prima facie case for stating that a fully fledged Federal oil company is
the only or even the most adequate vehicle to reach' these specific
targets.

Now, some final thoughts.'
One, the worldwide trade in oil being organized as it is, a radically

different approach in the 'United States would. by itself hardly dis-
locate the OPEC cartel. U.S. imports were in 1975 15 percent of the
total exports of OPEC countries. If OPEC wanted to challenge a
U.S. import system not to its liking, it could boycott it, sustaining in
the process less inconvenience than it would inflict on the, United
States; 63 percent of U.S. oil, imports and 23 percent of U.S. oil
demand are met by OPEC countries.

The success prospects of a unified system of oil import manage-
ment of all OECD countries would be somewhat greater, but it is vir-
tually certain'that such a system is politically unattainable.

Two, only the internal cohesion or. the lack thereof will be the de-
cisive factor for OPEC, and this depends to a much greater extent on
intensely political and on fundamental economic problems than on any
gimmicks one could think up in the technique of procurement.

Three, finally, surveillance of oil companies in their domestic and
international dealings is more necessary than ever. A higher degree
of transparency is called for,. without necessarily following the exam-
ple of the child who, bent on finding out how the toy works, dismantles
it and in the process wrecks it altogether.

Thank you, Mr. Chairman.;
Chairman KENNEDY..Thank you very much, Mr. Frankel.
We want to welcome Senator Taft, an enormously active member of

the subcommittee. Senator, we are hearing from each witness, and then
we will go on to the questions.

Senator TArr.. Great.
Chairman KENNEDY. Mr. Krueger.

STATEMENT OF ROBERT B. KRUEGER, ATTORNEY, LAW FIRM OF
NOSSAMAN,. WATERS, KRUEGER, MARSH & RIORDAN, LOS
ANGELES, CALIF.

Mr. KnnUMGER. Gentlemen, Iwas the project director for a study that
my law firm, Nossaman, Waters, Krueger & Marsh, undertook in 1974
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for the Federal Energy Administration on the options of the U.S.
Government in its relationship to U.S. firms in international petroleum
affairs.

Our report," which was released in February of 1975, indicated that
there was a clear-cut need for a greater involvement, a greater pres-
ence, by the U.S. Government in the activities of U.S. firms in interna-
tional petroleum transactions. We found abundant evidence that the
major oil firms did not cause or conspire with OPEC or producer
countries in bringing about the energy crisis and the resulting higher
prices. On the other hand, it was also very clear that the oil companies
operating abroad, both the United States and foreign companies, and
both the independents and majors, had become virtually hostages of
the major producer nations and lacked the will and resources to resist
their demands for higher prices and greater "participation." We con-
cluded that "the existing incentives for the companies do not assure
that their behavior will be consistent with the national interests of the
United States."

We accordingly recommended that the U.S. Government should
"have access to relevant information regarding present and future
significant international petroleum arrangements."

Chairman KENNEDY. Mr. Frankel, do you agree with that concept?
Mr. FRANKEL. It depends on the context in which it is seen; as such

we do.
Chairman KENNEDY. We will come back to that.
Mr. KRurEGEv. We proposed that the information be provided to

the Federal Government on a confidential basis, but before the fact.
We also predicated this proposal on there being established a suf-

ficiently responsible and a sufficiently independent agency to take
necessary action. We recommend that the Federal Government be
given "the power to review and approve such transactions where they
may affect significant aspects of the national interest."

We understand that our report has been useful to your subcom-
mittee in its work in this area and the related study undertaken by
the General Accounting Office at your request. This is rewarding; I
hope that your efforts lead to intelligent action by the Federal
Government.

At the outset it should be emphasized that the United States and
the free world-I would say the world generally-have benefited enor-
mously from the technology, scientific expertise and managerial skills
of the U.S. petroleum companies. both the large, international com-
panies and the independents. With relatively little governmental sup-
port and at times possibly even a negative governmental presence, they
were the leaders in creating the present global supply system, a system
which historically has responded very effectively to the demands placed
upon it. In the process these companies became and remain an im-
portant component of the U.S. presence abroad.
: Even today, despite the continued threat of disruption and hiaber

prices, the petroleum industry serves the logistical demands of the
modern world well and-it is worth noting-did so during the energy
crisis, itself. This does not suggest that the international petroleum in-
dustry should not be regulated, but it does indicate that care should

1 See the summary of the report, p. 116.
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be taken that changes introduced into the systemndo 5not. materially
impair its efficiency. It should not be assumed that the firms-foreign
and domestic-which would surely desire to displace the U.S. majors
in foreign markets would do so on better terms or would serve- the
United States or world markets as well.

The history of international petroleum demonstrates that a free
market has. probably never prevailed. On the other hand, regardless
of their historic cartels, there has been significant competition among
the, companies in international markets for at least the last 10 years.
For this reason I would:not favor a'system which 'disabled' a U.S.

,company in one'.class from competing against other U.S. companies
or foreign companies in international petroleum markets.

Insofar as some of the issues raised by your subcommittee I have
these comments.

As indicated.earlier, there maybe' indeed probably are, divergen-
cries betweeni the interests of 'the United States 'and foreign:companies
in negotiating long-term supply arrangements and those of the U.S.
Government. The, companies on their parts are interested in preserv-
ing or obtaining preferred acces to foreign supply so that they can
service United States and foreign markets-serve their system.

To achieve' this they are ofteni willing to accept terms which estab-
lish precedent in 'the' world market that inevitably' leads to" higher
'prices. The arrangements negotiated by Gulf and British Petroleum
in Kuwait in''974 for "'buy-back" crude was a good example of this.
'The arrangements recently negotiated by Aramco-and' still being
negotiated, I am told, and of course Aramco is Exxon, Mobil, Soc'al
and Texaco-with Saudi Arabia could be a similar example. These
examples suggest,' indeed, call out for the U.S.'Government to at
least obtain complete information regarding such transactions before
they are concluded, so that a' decision can be made whether'the U.S.
Government should do anything to 'prevent or alter. precedent-
setting arrangements.' It also indicates the desirability of' halving a
mechanism to review and' pass upon these transactions to assure that
they are consistent with acknowledgd 'policy objectives. 'Among
those are: . .

The' establishment of an:adequate and secure supply of petroleum;
The' maintenance of a' reasonable and predictable price for our

consumers, and I'would:say the consumers in'other countries as. well;
The maintenance of national security-and the crisis did 'show that

this is an issue when there is a shortage, such as ian' embarigo.:
The maintenance of Viable foreign relations;
Efficiency of resource utilization here and abroad; and"
The encouragement of a free and effective competition.'
The companies I just' mentioned are majors, part of the "Seven

Sisters." There is, however, no reason to conclude that the majors aire
a special source of concern in this respect. The independents were the
first to "break the line" both in the Middle East and elsewhere' and it
was essentially their competition which made -possible the "leap-
frogging" tactics of the Persian Gulf and North African'p'roducers'in
the price Kegtiati'ons of the' early 1970s. They-the independents-
often had no other significant sources of foreign supply and were,

'therefore; less concerned about precedeintal'effects. History'strongly
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indicates that where there is a real or potential cartel among producers,
competition among consumer-nation companies will not result in a
more stable supply or lower prices. If anything, the contrary is more
likely to be true.

When you are talking about competition and inspiring greater
competition in foreign margets, it must be kept in mind that the his-
tory of Middle Eastern oil shows that it was competition that inevit-
ably led to OPEC, and that higher competition on price did not bring
prices down but forced them up.

It has been suggested that contracts providing producer countries
with assured outlets for petroleum minimize the need to compete in
price and on the companies' part the desire to develop U.S. energy
sources. While this might be the case in a free market, this suggestion
lacks validity in today's market which is, of course, not free but a
market controlled by a sellers' cartel. In this market, supply is or-
chestrated so as to maintain price and those who wish to have access
to the supply must pay the price.

The companies who historically have had preferred access to inter-
national supplies and who have developed the logistical structure to
distribute them are very vulnerable to the demands of producer na-
tions. It is for this reason that I believe their international supply
arrangements should be regulated. I see no reason to believe, however,
that if the U.S. companies-the majors, as has been discussed-were
prevented from competing for access in such markets, the producer
nations would for that reason begin to compete in price or impose less
demanding conditions on the foreign or other domestic firms that
would, inevitably, take their place.

In this respect. it should be noted that most of the foreign firms in
which consumer nations have an interest-CFP in France, for exam-
ple. and ENI in Italy, for example-have made deals which are less
favorable from the standpoint of price than those of the U.S. firms.
This is also true of deals made by consumer governments themselves.

In examining options in this area it is important to look carefully
at results which would probably occur. We can do many things to U.S.
firms: We can reconfigure them; we can control their prices; we can
disable them from effectively competing in international markets, both
in classes and activities; we can dismember them. None of these, how-
ever, would predictably result in any change in pricing in today's
international markets. Those companies which took the place of our
companies would inherit their problems and would still need to use
their distribution system. We do not have another one.

The ability to compete in international markets may have diverted
some firms from developing domestic energy sources. The major eco-
nomic constraint in this area. however, has been the existence of
domestic price controls, particularly with respect to natural gas. En-
vironmental considerations and costs have also been maior factors in
delaying the development of the Outer Continental Shelf, which ap-
pears to be the last area of potentially large primary reserves in most
of the United States.

I might note the development of these reserves, such as those in
Alaska. as well as the development of the North Sea, will be putting
a cost floor under the OPEC prices. We have now progressed to the
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point where we are talking about the cost, arriving in California, of
the North Slope oil being $7.50 to $10 a barrel. So, if we are going
to bring in our own oil at that price, there is very little reason to think
we will be able to obtain it elsewhere at less.

Chairman KENmnr. That is not going to be the situation if they
bring the oil in the New England coast, or Massachusetts.

Mr. KRUEGER. Still, Senator, the entry cost in the area of Massachu-
setts is very high; offshore work is very expensive; those platforms are
very expensive; pipelines to bring it in are- very expensive. I do not
have the figures, but I would be very surprised if you are talking about
bringing the oil into Massachusetts at much less cost than $7 a barrel.

If price controls were ameliorated or removed, perhaps with tax
"windfall" provisions and assistance to disadvantaged classes of users,
there would predictably be much greater development of domestic
sources. The higher prices there would also promote more conservation
which is being substantially ignored in the United States today. With
our greatly increased demand and our steadily decreasing domestic
supplies, we are in worse shape than we have ever been in terms of de-
pendency on foreign oil. From approximately 35 percent dependency
in 1973 we are edging up toward 50 percent; the latest figures are 42
or 43 percent.

Chairman KENNEDY. You have an extensive statement, Mr. Krueger,
-and we want to reserve some time toward the end for some interchange;
do you think you could summarize it?

Mr. KRUEGER. Yes; I intend to do that, that was only the opening
part that I was going to cover extensively.

I would comment briefly on the concept of "downstream" investment
in the United States. There have been a number proposed, largely by
Iran wanting to take over 50 percent of Shell's marketing operation in
the Northeastern United States in consideration for joint venture on
refining in Iran. They also had discussions with Ashland. It is very
apparent that to give the producing nations downstream points of con-
trol, such as marketing, refining, tanking-and pipelines, would render
us more vulnerable to political, pressures, and also interruptions of
various kinds.

It is for this reason, as well as strong sentiment by some Americans
against almost any form of Arab investment that there has been vir-
tually no major investment 'by the Middle Eastern countries which has
passed without question.

I might say, I quite frankly do not know of one significant down-
stream petroleum 'investment that 'has been consummated yet by one
of the Middle Eastern producers.

In comparison, we have permitted British Petroleum to take a very
dominant position in both downstream by virtue of their Sohio ac-
quisition, and upstream because of their north slope interests. This-has
been done without any significant opposition. The Sohio exchange has
given BP, which is now 70 percent effectively owned by the British
Government, the potential of majority ownership in what will be-one
of the largest U.S. integrated companies.

I don't think we should resist this type of investment. This country
has been developed with foreign capital, and it is a good way to re-
cycle petrodollars. I do believe that major arrangements of this kind,
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tthohgh, shoiild be subject~ to disclosure, review and approval ofthe
same type I discussed for foreign supply arrangements.

I generally share Mr. Frankel's views on the OPEC-major-oil co'n-
pany relationship insofar as distribution is, concerned. 'The: OPEC
powevrs need our companies and the conipaniesneediOPEC. Butethis is
not to say that somehow by putting aside the-majors you could reduce
supply, or reduce price. There is no one to really take their place unless
we get into a program of creating a whole new system. They have the
global supply and distribution system-we need it.

There is always the question raised of whether we should adopt a
policy of encouraging development of supply in non-OPEC countries,
so-called "safe countries." Where are those safe countries? There is the
.United Kingdom, which has talked about conserving its North Sea oil
for domestic uses, and it has taken a- very strong and very adverse
position with respect to United States company involvement by virtue
of acquiring participation in the North Sea. We have Norway, which
-has said it is going to hold back its development to generate only such
revenues as it can absorb. Mexico, to the south, is saying that it is going
-to -follow OPEC pricing. Canada, to the north, which has "out-
OPECed" OPEC in terms of what they have done to our companies
and by way of export controls.

IWhere is it safe? I can't see where the People's Republic of China
and Saudi Arabia are that different. As a matter of fact, the People's
Republic of China has higher prices, and as a matter of fact, if we
had export capacity, our companies would probably be selling at
OPEC price.

In short, insofar as reliability is concerned, I don't see much dif-
ference-if any-between OPEC members and other producer coun.
tries except possibly with respect to the very important issue of using
oil as a weapon in the 'Israeli-Arab conflict, and-of course-that is
ye ry important to this whole issue. --

Insofar 'as a Federal (Government petroleum corporation is con-
cerned, I share Mr. Frankel's view that we do not need it in this coun-
try. It: would be largely an: act of redundancy for us to form one be-
cause we have access to foreign petroleum information, and we have
access to foreign petroleum, if- we -only- regulate the companies so as to
require disclosure,- and to determine if their international transactions
are consistent with national policy objectives.

I would like to comment that I do not feel that a vertical breakup
of the major- companies, such as that proposed in S. 2387, would have
any positive effect on pricing and supply in international markets.
Historically, there is no reason to believe that the independents or
smaller companies- could exert -any competitive influence on OPEC
would cause prices to back down-the converse would be true.

in -terms- of the- other options which are available, I covered these in
my, paper. I quite agree- -with Mr. Frankel that the "gimmicks" of
establishing-a national system to limit-imports of one-kind of another
are just that and will not work. I think there is a possibility of making
progress in terims of bilateral arrangements which assist in the crea-
tion of mutual interests between- companies; such as-those with Saudi
Arabia and Iran.

The friendship and good offices between' Saudi Arabia and the
United States, for example, may have had a very material effect on
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the Saudi determination not to permit another price rise in the recent
OPEC meeting. The Saudi importance in international oil and OPEC
cannot be overestimated. It can literally' determine world prices.
There is a direct tie from that to the importance of the resolution of
the Arab-Israeli conflict to Saudi Arabia and other Middle Eastern
producers, which cannot be also overestimated.

The ongoing Conference on International Economic Cooperation is
a very useful means for generally and on a very broad base, with a
GATT type of format, beginning to solve some of the differences be-
tween producer and consumer countries on oil and the interrelation-
ship of oil to goods, services; and other resources.

I come back to a basic thesis: I believe it is essential for this country
to have access to information regarding major international petroleum
arrangements. I would use a form of regulation; I'would also permit
U.S. companies to, cooperate in -foreign markets' with appropriate
supervision by the United States and appropriate exemptions given
from'antitrust restraints. 'I would permit them to cooperate in order
to attempt~to deal effectively with the cartel.

Again, competition is perhaps a great. thing in our domestic scene,
but'we have never had free competition in international oil, and I be-
lieve it, is'at least a two-edged' sword, one side of which is now wound-
ing the consumer.

I conclude by saying that the United States' best interest is not
served in try ing to break OPEC, nor in seeking complete energy inde-
pendence, but in stabilizing supplies and prices to reasonable levels for
itself and other consumer nations, and in maintaining sufficient inter-
national and domestic controls to achieve that end.

Thank you, gentlemen.
Chairman KENNEDY. Thank you very much. Without objection Mr.

Krueger's prepared statement and the report referred to will be
printed in thehearing record.

[The prepared statement of Mr. Krueger, along with the summary
of a report entitled "An Evaluation of the Options of the U.S. Gov-
ernment'in Its Relationship to U.S. Firms in International Petroleum
Affairs" follow:]

PREPARED STATEMiENT OF ROBERT B. KRUEGER

Gentlemen: I. was the project director for a study that my law firm, Nossa-
man, Waters, Krueger & Marsh, undertook in 1974 for the Federal Energy
Administration on the options' of the U.S. Government in its relationship to
U.S. firms in international petroleum affairs. Our report, which was released
in February of 1975, indicated that there was a clear-cut need for greater
involvement by the United States Government in the activities of U.S. firms in
international petroleum transactions. We found abundant evidence that the
major oil firms did not cause or conspire, with OPEC or producer nations in
bringing about the energy crisis and the resulting higher prices. On the other
hand, it was also very clear that the oil companies operating abroad, both U.S.
and foreign and' majors as well as independents, bad become virtual hostages
'of the major producer nations and lacked the will and resources to 'resist their
demands for higher prices and greater "participation". We 'concluded that "the
existing incentives for the companies do not assure that their behavior will be
consistent with the national interests of the United Staes."' We accordingly
recommended.that at a minimum the U.S. Government should "have' access to
relevant information regarding present and future significant international
petroleum arrangements" and that it also be given "th'e power to review and
approve such transaction where they may affect significant aspects of the na-
tional interest." . ,
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We understand that our report has been useful to your subcommittee in its
work in this area and the related study undertaken by the General Account-
ing Office at your request. This is rewarding; I hope that your efforts lead to
intelligent action by the Federal Government.

At the outset it should be emphasized that the United States and the free
world have benefited enormously from the technology, scientific expertise and
managerial skills of the U.S. petroleum companies, both the large, international
companies and the independents. With relatively little governmental support
and at times possibly even a negative governmental presence, they were the
leaders in creating the present global supply system, a system which historically
has responded very effectively to the demands placed upon it. In the process
these companies became and remain an important component of the U.S.
presence abroad. Even today, despite the continued threat of disruption and
higher prices, the petroleum industry serves the logistical demands of the
modern world well and-it is worth noting-did so during the energy crisis, it-
self. This does not suggest that the international petroleum Industry should not
be regulated, but it does indicate that care should be taken that changes intro-
duced into the system do not materially impair its efficiency. It should not be
assumed that the firms which would surely desire to displace the U.S. majors
in foreign markets would do so on better terms or would serve the U.S. or world
markets as well. v

The history of International petroleum demonstrates that a free market has
probably never prevailed. On the other hand, regardless of their historic cartels,
there has been significant competition among the companies In international
markets for at least the last ten years. For this reason I would not favor a
system which disabled a U.S. company in one class from competing against other
U.S. companies or foreign companies in international petroleum markets.

I have some comments regarding some of the issues which your subcommittee
has under study.

As indicated earlier, there may, Indeed probably are, divergencies between
the interests of U.S. and foreign companies in negotiating long-term supply
arrangements-and those of the U.S. Government. The companies on their parts
are interested in preserving or obtaining portions of preferred access to foreign
supply so that they can service U.S. and foreign markets. To achieve this they
are often willing to accept terms which establish precedent in the world market
that inevitably leads to higher prices. The arrangements negotiated by Gulf
and British Petroleum in Kuwait in 1974 for "buy-back'" crude was a good ex-
ample of this. The arrangements recently negotiated by Aramco (Exxon, Mobil,
Socal and Texaco) with Saudi Arabia, could be a similar example when the
terms are disclosed. These examples suggest the need for the U.S. Government
to at least obtain complete information regarding such transactions before they
are concluded so that a decision can be made whether the U.S. Government
should do anything to prevent precedent-setting arrangements. It also indicates
the desirability of having a mechanism to review and pass upon these transac-
tions to assure that they are consistent with acknowledged policy objectives,
such as:

Establishment of an Adequate and Secure Supply of Petroleum;
Maintenance of a Reasonable and Predictable Price for Petroleum;
Maintenance of National Security;
Maintenance of Viable Foreign Relations;
Efficiency of Resource Utilization;
Protection of Environmental Quality;
Encouragement of Free and Effective Competition;
Encouragement of Private Participation in Resource Development; and
Maximization of Revenue to the Federal Government.
The companies just mentioned are majors, part of the "Seven Sisters". There

is, however, no reason to conclude that the majors are a special source of con-
cern in this respect. The independents were the first to "break the line" both in
the Mviddle East and elsewhere and it was essentially their competition which
made possible the "leap frogging" tactics of the Persian Gulf and North Afri-
can producers in the price negotiations of the early 1970's. They often had no
other significant sources of foreign supply and were, therefore, less concerned
about precedental effects. History strongly indicates that where there is a real
or potential cartel among producers competition among consumer-nation com-
panies will not result in a more stable supply or lower prices in international
petroleum markets. If anything the contrary Is more likely to be true.
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It has been suggested that contracts providing 'poducer countries with as-
sured outlets for petroleum minimize the need to compete in price and on the
companies' part the desire to develop U.S. energy sources. While this might be
the case in a free market, this suggestion lacks validity in today's market which
is, of course, not free but a market controlled by a seller's cartel. In this mar-
ket supply is orchestrated so as to maintain price and those who wish to have
access to the supply must pay the price. The companies who historically have
had preferred access to international supplies and who have developed the
logistical structure to distribute them are very vulnerable to the demands of
producer nations. It is for this reason that I believe their international supply
arrangements should be regulated. I see no reason to believe, however, that if
the U.S. companies were prevented from competing for access in such markets,
the producer nations would for that reason begin to compete in price or impose
less demanding conditions on the foreign or domestic firms that would take
their place. In this respect, it should be noted that most of the foreign firms in
which consumer governments have an interest have made deals wbich are less
favorable from the standpoint of price than those of the U.S. firms. This is also
true of deals made by consumer governments themselves.

In examining options in this area it is important to look carefully at results
which would probably occur. We can do many things to U.S. firms: we can recon-
figure them; we can control their prices; we can disable them from effectively
competing in international markets, both in classes and activities. None of these,
however, would predictably result in any change in pricing in today's interna-
tional markets. Those companies which took the place of our companies would
inherit their problems and would still need to use their distribution system. We
do not have 'another one.

The ability to compete in international markets may have diverted some firms
from developing domestic energy sources. The major economic constraint in this
area, however, has been the existence of domestic price controls, particularly
with respect to natural gas. Environmental considerations and costs have also
been major factors in delaying the development of the outer continental shelf
which appears to be the last area of potentially large reserves in most of the
United States. If price controls were ameliorated or removed, perhaps with tax
windfall" provisions and assistance to disadvantaged classes of users, there

would predictably be much greater development of domestic sources. The higher
prices there would also promote more conservation which is being substantially
ignored in the United States today. With our greatly increased demand and our
steadily decreasing domestic supplies, we are in worse shape than we have ever
been in terms of dependency on foreign oil. From approximately 35 percent
dependency in 1973 we are edging up toward 50 percent.

Turning to the use of the economic power of the producer nations, there have
been a number of investments proposed by such nations in the "downstream"
operations of U.S. firms. In 1974 Iran and Shell Oil Company (U.S.) announced
a proposal in which the National Iranian Oil Company would acquire a 50 percent
interest in a large number of Shell's marketing operations in northeastern United
States in consideration for a long-term purchase arrangement for petroleum
products that would be refined in Iran under a joint venture. About the same
time Iran discussed with Ashland a proposal for the sale of a 50 percent interest
of Ashland's refining and marketing operation in New York. It is apparent that
downstream points of control, such as marketing 'outlets, refineries, tankers and
pipelines, would render consumer countries more vulnerable to interruption and
to political pressures than the present system. It is perhaps for this reason as
well as the strong sentiment by some Americans against any form of Arab
investment here that virtually no major investment in the United States.by a
Middle Eastern exporting country has passed without question.

In comparison, British Petroleum Company ("BP") which has traditionally
been dominated by the British Goverrment (49 percent ownership-71.5 percent
since 1975) has been able to establish dominant points of control in both upstream
and downstream aspects of U.S. production, notably without criticism or oppo-
sition. BP in 1970 in effect relinquished a very substantial number of both up-
stream and downstream interests in connection with a trade with the Standard
Oil Company of Ohio ("Sohio") which gave BP 25 percent of Sohio stock, a
major midwestern marketer, with the prospect of 54 percent ownership depending
upon the rate of production from Alaskan leases. When the Trans-Alaskan Pipe-
line comes onstream Sohio will be the owner of approximately the 1.2-1.5 million
barrels of oil per day which will be arriving on the West Coast. The transaction,
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therefore, has given BP the potential of majority ownership in what will soon be
one of the largest U.S. integrated companies.

I do not believe that it is in the U.S. national interest to resist this type of
investment. A large part of the development of this country has occurred through
the use of foreign capital and certainly investments here are good method of
recycling the Middle Eastern "petrodollars." I believe that it is in the national
interest, however, for the Federal Government to have the power to review and
approve or disapprove transactions of this kind in view of their importance to
the United States and other consuming countries.

The question has been raised as to whether it would be difficult for producer
countries or for OPEC as a whole to tailor production to market demand if they
were not able to rely on the multinational companies with their knowledge and
control of global markets. It would be very difficult, perhaps impossible. The
producer countries need the companies; the companies need the supplies of the
producer countries. This is not to suggest, however, that the consuming nations
of the world, which are in the vast majority, could significantly influence supply
or price byO'putting aside" the majors. There is no one that could adequately take
their place, at home or abroad except possibly with massive subsidies.

Question has been raised as to the attitude of producer nations toward the
development of alternative or non-OPEC sources of energy. Most of the producer
countries, notably Iran and Indonesia which have the greatest short-term reasons
in so doing, have actively investigated their own alternate energy sources, such
as geothermal, coal and nuclear, with the obvious view of maintaining their
maximum export capabilities in petroleum. A number of the consumer-nation
companies have participated in these efforts to develop alternative energy
sources. I do not know of any threat to any company's right of access because of
its interest in developing non-petroleum sources of supply.

The issue is always posed as to whether the United States should adopt a policy
of encouraging the development of supply in non-OPEC countries. It is question-
able, however, whether there are any fully reliable producer countries. The United
Kingdom with which the United States has a mutually acknowledged "special
relationship" and whose petroleum company, BP, has very large interests in the
Alaskan North Slope and elsewhere in the United States, is actively considering
proposals for North Sea participation and severe taxation that would seriously
affect U.S. companies. The U.K. is also talking of "conserving" its enormous North
Sea reserves by restricting development and has given indications of a possible
intention of restricting future production to British markets. Norway has an
announced policy of restricting its very large -anticipated North Sea production
so as to generate only such revenues as its economy will be able to efficiently
absorb and is also considering tax raises that would impact upon U.S. companies.
Canada, our neighbor and largest trading partner, has stated that it intends to
curtail all exports to the United States within the next few years. At the same
time, by a combination of federally imposed price controls, severely restrictive
federal income tax provisions, and dramatically increased royalty rates by the
provincial governments, Canada has abruptly reversed the economic incentives
for investment' by U.S. companies and has made supply arrangements to the
United States more expensive and less secure. Mexico has indicated that when it
soon achieves export capacity from its new discoveries it will follow OPEC pric-
ing practices. Whether it is the Peoples Republic of China or the Kingdom of
Saudi Arabia, there appears to be a universal Intention on the part of exporters
to maximize returns. Is there any reason to think that U.S. operators would sell
at less than OPEC prices, if we had exporting capacity? Insofar as reliability is
concerned there appears to be very little difference between OPEC members and
any other exporting countries, except possibly with respect to using oil as a polit-
ical weapon over Israeli-Arab Issues.

Forcing of U.S. companies away from traditional supply sources in the interest-
of security could simply render them uncompetitive in comparison with foreign
companies and could result in petroleum being directed elsewhere. Investments
(e.g., European refineries and marketing outlets) have been made by U.S. com-
panies predicated on particular foreign supply sources. To require these com-
panies, many of which serve largely foreign markets in any case, to seek other
sources could be very costly to them.

It has been suggested that the Federal 'Government form a petroleum corpora-
tion to engage in exploration, development and purchasing abroad. At the outset
it should be noted that if a precept of a Federally owned international oil company
is that it is to serve as a "yardstick," it can do so only if it is in all material
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respects similar to a private company: if -it has no special advantages and no
competitve handicaps vis-a-vis privately owned companies. It should also be noted
that if the Federally owned corporation is in fact comparable to a private com-
pany, it probably would be in no better position to perform the various petroleum
industry functions than the private companies are.

The establishment of a Federal oil corporation would be unlikely to have a
significant effect on OPEC pricing policies, and runs a' substantial risk of pro-
voking further price rises. Creation of a U.S. Government international oil
company would inject one more oil company into the business of exploring,
developing, and importing oil as well as possible downstream activities. There
are approximately one hundred such firms currently operating in the interna-
tional oil industry. The injection of a public corporation would bring about a
price reduction only if oil supply was increased as a result of this act.

If this option would not affect supply or demand and I do not believe that it
would, the question is posed as to whether there is reason to believe that oil
producing governments would sell to a U.S. corporation at a price lower than
that offered by alternative buyers. There is not; to the contrary, producer
governments have demonstrated their interest in obtaining the highest price
possible for their oil supplies. Government participation in BP, CFP, ENI and
others does not, appear to have yielded economic advantages.

There is a possibility that a U.S. Government corporation might increase the
supply of oil and thereby lower price if some oil producing countries have a
strong preference for government-to-government arrangements. Supply would
be increased, however, only if this preference were so strong that in the absence
of a U.S. interest, such country would enter into no agreement at all. This condi-
tion seems highly unlikely. There are already in existence a number of foreign
government corporations that would present acceptable alternatives.

If there were reason to believe that a government corporation could more
efficiently search for, develop and import oil to the U.S. market than private
companies, there would be savings either to the taxpayer, or to the consumer
if such savings were passed on in the form of lower prices. There is, however,
no evidence indicating that government corporations are more efficient than
private corporations. The record of other U.S. Government enterprises, as well
as foreign partially and wholly-owned oil companies, leads to the' opposite
conclusion.

In order to create a petroleum corporation, whether privately or govern-
mentally owned, it is necessary to assemble from the preexisting industry those
with technological and managerial skills sufficient to fulfill the assignment. If
this is done adequately, the personnel have simply been acquired from other
companies and what has in effect been -created is "just another oil company."
This is perhaps justified when a consumer nation does not have an industry
capable of entry into international supply arrangements, but in the case of the
United States, private industry has historically maintained a very broad-based
access to foreign supplies. The creation of a governmentally owned company
would, therefore, seem to be in most respects an act of redundancy.
-For related reasons I do not feel that a vertical breakup of the major com-

panies, such as that proposed in S. 2387, would have any positive, effect on sup-
ply or pricing in international markets. There Is no evidence that independents
have bargained more effectively than the majors in foreign markets. Historically
the converse has been true. Irrespective of the relative strengths of majors and
independents, however, there is little reason to think that either can force OPEC
to "back down" today when there is ever Increasing dependence of the United
States on foreign oil. Last, it should be noted that most independent studies that
have been conducted on the subject, including our FEA work and a prior study
on the Outer Continental Shelf. have concluded that there presently is effective
competition in the international petroleum Industry. The higher operating costs
and the possible loss of the economies. of scale that would accompany vertical
divestiture would probably result in higher, rather than lower, costs to the
consumer.

Some of the other options available also have very little value in dealing with
international oil. For example, the concept of removing or modifying federally
created incentives for international petroleum production, such as the foreign tax
credit and the intangible drilling cost allowance would have comparatively little
effect on foreign markets but to-the extent that they might actually weaken the
ability of the U.S. companies in competing for foreign supplies. Producer coun-
tries have accelerated the trend toward nationalization and have, therefore, in-.
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creasingly become sellers of oil at wholesale to the companies. When costs for
crude become business expense, other tax considerations cease being significant
incentives. If. however, the United States alone were to remove tax Incentives,
then U.S. firms would tend to be disadvantaged vis-a-vis foreign competitors
which have tax incentives similar to or more substantial than the tax credit and
the intangible drilling allowance.

Similarly the regulation of the U.S. oil companies as public utilities in inter-
national transactions would be of little or no value. The comprehensive cost of
service/rate-of-return type of regulation used for public utilities would entail
heavy costs and be a very dubious benefit to consumers if applied to the oil in-
dustry. The most important point regarding this option Is, however, that it could
have no positive impact upon the stability or price of international petroleum
supplies. It could "control the companies" but it would be irrelevant to the
producer nations.

The establishment of a national system to limit petroleum imports has also been
suggested as a means of reducing dependence. This "barrier" type of approach.
however, would work to restrict supply with incidental costs and prices would
rise to reflect the reduction in supply. We have seen this concept employed in
the recently eliminated import tariff imposed by the Ford Administration which
is probably the most efficient means of employing this concept. Unfortunately,
however, neither the use of a unit price ceiling or a tariff could impact upon
foreign supplies unless conducted in concert with all other consumer nations. The
history of the energy crisis shows vividly, however, that the concept of a "con-
sumer cartel" is not currently feasible.

It may be that an auction mechanism for importation rights to be sold by the
United States could exert some downward pressure on price in an isolated in-
stance. With due regard to the present posture of OPEC, which has been
strengthened by the greater U.S. dependence on foreign oil, however, it is not
realistic to think of this device as significantly influencing price.

Other options have some value in dealing effectively with foreign supplies,
although all have their limitations. The concept of bilateral agreements on pe-
troleum between producer and consumer governments appears to be of ques-
tionable utility in terms of stabilizing supply or price. Typically they have re-
sulted in terms less advantageous than those customarily made by the companies.
Bilateral arrangements which establish "special relationships" and provide for
a mutual cooperation, such as those which the United States has with Iran and
Saudi Arabia, do not directly affect supply but are of very low cost and may be
very useful if they prove to assist in the creation of mutual interests between
the United States and the producer country. The friendship and good offices
which exist between the United States and Saudi Arabia, for example, may have
had a material effect in its determination do not permit.a price rise in the recent
OPEC meeting. The Saudi importance in international oil and OPEC cannot be
overestimated. With due regard to its immense reserves and vast productive
capacity it literally determines world oil prices.

An option that has some positive potential is an organization of consumerna-
tion petroleum companies having substantial foreign supply arrangements along
the lines of the London Policy Group, used in the 1971 negotiations in increasing
the collective bargaining power of the companies vis-a-vis the producer countries.
A precept of the organization would be full prior disclosure to the association
of all proposed major supply arrangements, an understanding not to compete
with other companies for certain categories of supply arrangements and "safety
net" agreements to provide some measure of insurance for those companies
which might lose sources of supply as a result of complying with joint decisions.
For political appearance as well as ease of administration, the obligations of the
member companies would be on an informal basis, the good faith performance of
which would be left to the companies' respective governments to enforce as they
saw fit. For companies with full or partial governmental ownership this would
pose few problems in light of the high degree of cooperation with government
which has historically been possible with such companies. Consumer govern-
ments would have low profile roles, consisting mainly of requiring that their
companies live up to the obligations implicit in association membership. The
concept of the review and approval of foreign supply arrangements mentioned
before would assist In this respect. In any event, a high degree of cooperation
among the major consuming nations would be necessary to maintain the effec-
tiveness of the association and it is unclear whether this degree of cooperation
has yet been achieved.
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The purpose of the association would be to enhance the companies' bargaining
position by the exchange of information, the seduction of upstream competi-
tion and the formulation of affirmative strategies for maximizing down-
ward market pressure on prices by, for example, shifting purchasing pat-
terns among the companies to focus softness in world demand on selected pro-
ducer countries which are most in need of stable petroleum revenues. Such strate-
gies would seek to maximize the temptation of producing governments to com-
pete without creating a situation in which a direct confrontation to OPEC can
be perceived. The association could also develop strategies for inducing producer
countries to increase the attractiveness of their crude by such non-price variables
as discounts for quality, rebates fo rservices rendered, by the company, credit
terms, delayed payment of purchase price of purchase price or acceptance of soft
currency. By shifting the forum of consumer pressure for lower prices from a
basically political structure in which OPEC cannot back down to the individual
commercial transactions in which the producer may feel not only the need but
the ability to give hidden price concessions, a situation may be created in which
worldwide diminution of demand might be translated into a lower price.

The most substantial problem with this option would be the apparent incon-
sistency between government-endorsed industry-wide cooperation and the United
States' traditional policy of encouraging competitiveness through the antitrust
laws. There can be little doubt that an association of companies combining for
the purpose of reducing competition among them in the acquisition of foreign pe-
troleum supplies would raise very serious problems under the Sherman Act and
that, absent an express exemption from the scope of the antitrust laws, company
participation would not be forthcoming.

Whether competition in the upstream acquisition of petroleum supplies is of
any value to the U.S. national interest is far from clear.' Competition among the
companies in their dealings with producer governments has resulted primarily
in a lessening of their ability to deal with such governments which are a self-
acknowledged cartel. The entry of independent companies into the international
market in the 1950's and 1960's materially contributed to the strengthening of
the bargaining leverage of producing governments. Such competition has unde-
niably diminished the ability of the major petroleum companies to take oligo-
polistic profits, but it has unfortunately enhanced the ability of producer govern-
ments to do so. In neither event does the ultimate consumer get the advantage
of real competition. 'The companies, which have become price takers, simply pass
on to consumers the cartel prices demanded by producing governments. The com-
petition among the companies in their upstream activities has been one of the
major forces leading to a cartel of producer governments, many times more
oligopollstic than the companies ever were and completely beyond the reach of
consumer-nation legal systems. Thus, the continued application of the antitrust
laws to the upstream activities of the companies would.seem if anything counter-
productive to the national Interest, at least in terms of the prices which Ameri-
can consumers will have to pay for petroleum.

The success of this option will require developing sufficient monitoring capa-
hilities for the Government to know whether the association is being used to its
fullest benefit. The best entity to supervise the performance of the U.S. coin-
panies would' be an agency of the U.S. Government, acting alone or preferably
in, cooperation with other consumer governments, and thoroughly acquainted
with the opeiations of the association. The assignment would logically fall to
the agency given regulatory responsibility for international supply arrangements.

This option is not a panacea for the problems of international petroleum
supply and price. It does, however, have the advantage of relative low cost and
basic compatability with other options examined. If the U.S. companies cooperate,
It could maximize their bargaining leverage in negotiations with producer govern-
ments. Whether or not this option would, in fact, have any effect upon prices
is indeterminate.

The international organization of consumer countries that exists in the
International Energy Agency ("IEA") created in 1974 also is a useful body for
coordinating policy and planning. Its emergency petroleum reserve and emer-
gency sharing plans, which were implemented by the Energy Policy and Con-
servation Act, provide an effective method for mitigating the effects of interrup-
tions'intforeign supply. The IEA realistically, however, cannot directly exert any
impact on producer nations. As the crisis vividly showed the dependency of the
industrialized consumer nations on foreign supplies is so extensive that a
"consumer cartel" is not practicable.
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The international option that has the most value in my judgment is that of
establishing multi-lateral negotiations between producing and consuming coun-
tries-a mini-conference of the type proposed by Sheik Yamani and French
President Giscard d'Estaing. In our FEA report we recommended a conference
of this type with an organizational format along the lines of the General Agree-
ment on Trade and Tariffs ("GATT") which has proven to have utility in the
negotiation of complex multi-lateral issues and has relatively low political costs.
A limited conference of this type is vastly superior to those sponsored by the
United Nations in dealing with this type of issue.

Such a conference, the Conference on International Economic Cooperation,
was undertaken in 1975 after extensive planning by the IEA. It is comprised of 19
petroleum exporting and other developing countries and 8 major industrial powers
While none of the Conference's meetings to date have been particularly aus-
picious, it is now organized into four commissions dealing with petroleum and
other interrelated economic subjects. The format for a clumsy yet effective
GATT type of progress is thus in existence. The Conference will have to deal
with the complex issue of "indexation" as proposed by the Shah of Iran and
by Third World nations at the recent UNCTAD Conference at Nairobi, but it
could be the beginning of a process by which the ongoing confrontation between
the producer and consumer nations is ameliorated. As discussions progress a
wide range of interests and U.S. firms outside of the petroleum field will be
affected. Ultimately, this form of cooperation could result in an international
resources management plan, the elements of which could touch on many facets
of all nations.

With respect to U.S. companies, at a minimum I would recommend regula-
tion to require disclosure regarding all major foreign supply arrangements. If an
appropriately independent administrative agency could be established, I would
also recommend that the regulation extend to review and approval or disap-
proval of proposed terms based upon acknowledged policy objectives.

The cost of such a system could be very substantial and If energy supply to the
United States or other consuming nations were materially impaired because of its
operation, the economic consequences would be severe. On the other hand, events
in global petroleum affairs have drastically changed the traditional system of
supply, demand and distribution and the oil companies today are relatively pow-
erless in dealing with producer countries. The basic question is whether the pres-
ence of the U.S. Government should be Interjected, even if only indirectly, into
international petroleum arrangements affecting U.S. national interests. The ques-
tion is a highly political one, particularly because under prevailing conditions the
implementation of this option would have little direct impact on world petroleum
prices, at least in the short term. It does, however, provide both a window and a
potential lever for the Federal Government in international petroleum affairs
which could prove to be of benefit. If consumer nation cooperation Is increased, if
the world petroleum supply base is broadened, if consumer nations develop a
strong program of conservation and utilization of alternative energy supplies and
if safety net arrangements are established, regulation of this type by the U.S.
and other important consumer governments could provide an instrument through
which foreign supply arrangements are made more responsive to the national in-
terests of consumer countries.

The oil industry strongly and with some reason opposes this form of regula-
tion in view of its potential for economic disruption. The day of laissez-faire ar-
rangements in international petroleum affairs, however, has clearly. passed and a
new role for the U.S. Government is indicated. Establishment of U.S. Government
control points in international petroleum transactions might restore public con-
fidence that such arrangements are consistent with national policy objectives.

It can readily be seen that the U.S. best Interest 'is not served in attempting to
"break OPEC," nor In seeking complete energy independence, but In stabilizing
supply and price at reasonable levels for itself and other consumer nations and In
maintaining sufficient international and domestic controls to achieve that end.

SUMMARY oF "AN EVALuATION or TEE OPTrIONS oF THEIp U.S. GOVEBRNMENT IN ITS
RELATIONSHIP TO U.S. FiRMS IN INTERNATIONAL PETROLEUM AFFAIRS"

I. INTRODUCTION

The United States, and indeed the free world, have benefited enormously
from the technology, scientific expertise and managerial skills of the U.S.



117

petroleum companies, both the large, multinational companies and the inde-
pendents. With relatively little governmental intervention, they were the lead-
ers in creating the present' global supply system which until recently-operated
in a' highly efficient and adaptable manner and historically responded very well
to the demands placed upon it. In the process these companies became and re-
main an important compenent of the U.S. presence abroad. -

Beginning in the late 1960's and continuing at an accelerated rate in this
decade, however, the bargaining position of the companies in dealing with for-
eign governments eroded to the point where today they are virtually the hos-
tages of the producer' countries who unilaterally determine price and supply
policies and whose demands the companies'are powerless to resist. The issue,
therefore, is whether and how the presence of the United States Government
should be introduced into international adtivities'of the United States petro-
leum companies in order to 'ensure that the national interests of this country
are appropriately and adequately protected.

The options available are many and include forms of national regulation, in-
ternational arrangements, and combination of them. The issue is very difficult
because it is clear that implementation of a number of the options could sub-
stantially impinge fipon the efficiency of the international logistical system
which industry has so creatively fashioned. At the same time, the importance
of ensuring that ffeign supply arrangements'd6 nof conflict with identified na-
tional policy objectives cannot be minimized.

This Study was commissioned by' the Federal ' Energy Administration
("FEA")' in order to provide information and analyses to assist the political
process in the evaluation of options. The Study attempts to identify the issues,
marshal relevant data which illuminate 'them, and objectively explore the con-
sequences of the various options. The Study does not endorse any option. Great
care has been taken to assure that all viewpoints were comprehensively amid
fairly examined.

Several insights have emerged as this Study has progressed. First, the'inter-
national oil industry is enormously complex. It is a system that has served and
continues to serve the modern world well. Care must be taken to assure that
changes introduced into the system do not seriously impair its efficiency. On the
other hand, it seems clear that controls should be established in the system at
critical points so that at a minimum the United States Government has infor-
mational access and an ability to assert its presence if it should be deemed to be
in the national Interest. An appr6priate method of regulation of supply ar-
rangements which would permit a Federal agency to review and approve or
disapprove those which could significantly impact upon the national interest
deserves careful study, as does an expanded'program of consumer country co-
operation and the initiation of broad-based consumer-producer country
discussions.
- Second,. a confrontation exists between producer and consumer countries in
which~the companies serve not asa "political buffer" but merely as linkage. The
confrontation has resulted in massive trade imbalances and created a perilous
fiscal condition for many consumer countries, developed as well as developing.
The.recycling of petro-dollars by. means of virtually any form of loan among the
consumer countries is only a temporary device which .to some extent ameliorates
an increasingly grevious situation. There is, therefore, a clearcut need to elimi-
nate the confrontation .and this will require broadscale discussions between the
leading consumer and producer nations. Predictably the discussions will involve
the relationships between petroleum, other resources, and goods and services.

World Petroleum is politics and the discussions will be political and difficult,
but they must begin, begin soon and continue until a detente has been achieved
in the present' confrontation and order restored to world- trade. .Hopefully from
them a set of norms can, eventually be negotiated to guide producer-consumer
country relationships. For the present It Is clear that virtually every mutually
acceptable change that is effected in.the existing relationship between producer
-and consumer nations can only serve to Improve it. Experience to date also
clearly suggests that the issue of pricejlevels is best raised indirectly and after
progress has been made on other issues. It Is also clear that a resolution to the
Arab-Israeli dispute will be a prerequisite to successful producer-consumer
discussions.

Third, there have been many misconceptions regarding 'international petro-
leum supplies and the energy situation generally which have been counterpro-
ductive in the evaluation and framing 'of rational responses to deal with the
problem. The serious impact of our Middle Eastern foreign policies on the petro-



118

leuni supply issue is often underestimated or misunderstood. The offshore, the
Outer Continental Shelf, sometimes has been made to appear to be simply a
target of convenience for the oil companies rather than an indispensable source
of primary energy. The massive impact that environmental and political re-
straints have had upon the development of energy sources, such as nuclear, has
not been appropriately understood. The United States imports over six million
barrels of oil per day. When the Trans-Alaska Pipeline comes onstream approxi-
mately 1.5 million barrels of new oil will be coming into the west coast. with
an additional .5 million estimated by 1980. If the Trans-Alaska Pipeline had been
onstream and if we had been assiduously developing available sources of energy
in this country in the early part of this decade. the positive aspects in producer
country negotiations before, during and following the energy crisis would have
been inestimable. On the other hand. little attention has been paid to the posi-
tive aspects of the energy crisis in terms of social and political attitudes. It is
unlikely that the American people who increased their consumption of petro-
leum and other nonrenewable resources over 50% from 1960 to 1970, while their
population was growing approximately 15%. would have been willing to accept
the changes in life-style. consumption and controls that will be necessary to
bring about needed conservation had they not received the shock of the crisis and
the basic education in resource management which followed. These events brought
the reality of the finite limits of global resources into focus for many in the con-
suming nations of the world.

Too little illumination has been shed on any of these matters by the govern-
ment or the media. It seems still to be the belief of many Americans that the
major oil companies either caused or In some way conspired in bringing about
the energy crisis and the attendant higher prices. It is clear beyond any doubt
that the comnanies benefited from the higher prices that resulted from a very
unstable market condition. but it serves no purpose to perpetuate the myth that
they brought it about. They did not and do not have the power to cause such
an event. The producer countries have that power and that fact forms a very basic
element of the issue which confronts us. An Informed public will make the
political task of selecting and implementing a particular option much easier.
The Federal Government bears a burden in this regard and hopefully this Study
will contribute to that end.

This Study has been particularly challenging because It has explored options
in light of changing and anticipated world conditions. The precedental impact
that the current petroleum situation has had upon other resources and commodi-
ties is well known. There is a commonality of solutions as well as problems to
many resource issues. In this respect the utility of this report may transcend its
relevance to international petroleum affairs.

ir. STUDY CONCcF.PT

The Study was based upon an investigation of the historical, legal, political
and economic aspects of the existing International system of petroleum supply
and the probable effects of other options.

In order to elicit candid views from knowledgeable observers both in the private
and public sectors the study contractor conducted a large number of interviews.
Robert B. Krueger, the Project Director and a partner in the Los Angeles law
firm of Nossaman, Waters, Krueger, Marsh & Riordan, and his associates con-
ducted approximately 110 interviews with 217 people in the petroleum and public
utility industries, governmental agencies in the United States and six foreign
countries. and public interest groups. In addition, extensive use was made of
questionnaires which were sent to foreign and domestic petroleum companies,
public utilities, public interest groups and governmental agencies. Forty-two re-
sponses were received.from petroleum companies, including six foreign com-
panies. with an aggregate input of approximately 1100 pages. Nineteen of the 20
largest U.S. petroleum companies responded. In addition, 20 responses were re-
ceived from U.S. public utility companies. All such information was collected and
analyzed on a confidential basis. Economic assistance in the analysis of this
material and other aspects of the Study was provided by Walter J. Mead, Pro-
fessor of Economics, University of California, Santa Barbara. The Nossaman
firm and Dr. Mead also conducted research into existing literature on related
aspects of the Study. Research assistance and advice were also generously pro-
vided by the staff of the Subcommittee on Multinational Corporations of the
Senate Committee on Foreign Relations.
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III. A SHORT HISTORY OF THE SYSTEM:

The history of international petroleum demonstrates that a free market has
probably never prevailed with respect to international petroleum supplies. To
the contrary, the large international companies endeavored with diminishing
success to restrict competition and access to supplies and to. control production
so as to maintain prices largely for the same economic reasons that led to
prorationing in this country on grounds of conservation pursuant to the Inter-
state Oil Compact. This is not to suggest that the conservation which resulted
from higher prices was in any respect improper, but rather to point out that it
was initiated by the companies to serve their -own economic purposes, higher
profits. Further it is clear that the United- States had little difficulty in support-
ing a basically non-competitive industry abroad because it encouraged U.S. firms
to control substantial interests in foreign resources.

It was not until the entry of the independents into international petroleum
that serious competition began to develop among the companies. It was this com-
petition and the surplus production that resulted from it during the 1950's and
1960's that made the implications of a free market clear to the producer coun-
tries: supply surpluses caused by spirited competition will lead to declining
prices and producer government revenues. At this point, seeing the potential in-
ability of the major oil companies to maintain prices, the economic logic of the
Organization of Petroleum Exporting Countries ("OPEC") became unassailable
to the producer countries. From that point on we have moved inexorably to the
present situation in which the producer countries by political action protect, and
maintain the price of their most valuable depleting asset, petroleum.

In the early days of the petroleum industry, the United States was the domi-
nant producer and exporter. From 1859, the first year of commercial production,
through 1883 the United States accounted for over 80% of world production. In
fact, with the exception of a few years when Russian production was greater,
the United States continued to be the-world's largest petroleum producer through
the end of World War I. By the end of the War, however, the great demands on
the country's petroleum resources caused by the war effort and the advent of the
gasoline powered automobile created fears of an oil shortage In the United
States. In addition, British companies had so effectively tied up valuable conces-
sions in Persia (Iran) and Mesopotamia (Iraq), that a London newspaper
boasted:

"Britain will soon be able to do to America what Standard Oil once did to the
rest of the world-hold it up to ransom."

As a result, in the early 1920's the U.S. Government urged that American oil
companies go abroad and attempt to develop their own foreign resources. To
assist these companies, the United States Government actively encouraged ad-
herence by all nations to the "Open-Door Policy", a policy originally formulated
to secure privileges from 19th century China equal to those granted to European
concessionaires.

The first test of the application of the Open-Door Policy to foreign petroleum
concessions came in Iraq, when the Standard Oil Company of New Jersey
("Exxon") requested State Department assistance in purchasing a portion of the
Iraqi concession held by the Turkish Petroleum Company (later Iraq Petroleum
Company-"IPC") a company whose shareholders included Anglo-Persian Oil
Company (later British-Petroleum-"BP"), Royal Dutch Shell ("Shell"), the
largest French oil company, Compagnie Francalse des Petroles ("CFP", which
acquired as a result of World War I reparations the interest held by the Ger-
man Deutsche Bank), and an individual, C. S. Gulbenkian.

The United States took the position that any territory acquired under the Ver-
sailles Treaty should be held in such a way as to guarantee equal treatment "in
law and In fact to the commerce of all nations" and. that U.S. companies were,
therefore, entitled to share in IPC. With the approval of the Department of
State, Exxon also began direct negotiations with the IPC to purchase a share
of the concession. The State Department indicated, however, that it would be
inappropriate for the U.S. Government to lobby on behalf of a single company,
and accordingly, a group of seven U.S. companies, including Gulf, Mobil, Texaco,
Sinclair, Standard of Indiana and Atlantic, was assembled, all of which were
represented by Exxon in the IPC negotiations. In 1928, the IPC shareholders
finally acceded to a 23.75% American participation, but subject to very onerous
conditions. The shareholders of the IPC had signed an agreement in 1914 stat-
ing that they would not compete against one another for future oil concessions
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within the area of the old Ottoman Empire. As a condition of entry into the IPC,
therefore, the participating American companies were required to become signa-
tories to a similar agreement, the 1928 Red Line Agreement. While inconsistent
with its Open Door Policy, the State Department consented to this arrangement.

The implications of the Agreement became clear immediately. Prior to signing
the Red Line Agreement, Gulf had acquired an option for a concession on the
island of Bahrain. Since Bahrain was within the domain of the old Ottoman Em-
pire, the Agreement required that Gulf offer the concession to the IPC. When the
British interests in the IPC, represented by BP and Shell (40%1o owned by British
investors), balked at such a purchase and refused to allow Gulf to hold the con-
cession alone, Gulf was left with no alternative but to sell the concession. Its
sale brought a newcomer to the Middle East-the Standard Oil Company of Cali-
fornia ("Socal").

One of the major problems then confronting the major oil companies with world
markets (notably Exxon, BP and Shell) was how to maintain world petroleum
prices. To this end, the "As Is Agreement of 1928" was negotiated pursuant to
which the companies pledged to avoid overproduction and "destructive competi-
tion" in established markets. But with the discovery of the great East Texas field
in 1931 and increased production in Venezuela, Iran, Iraq and the Orient, great
surpluses developed which caused the price of petroleum to plummet from $1.30
per barrel in 1930 to $.24 per barrel in 1931. The situation was further exacerbated
when Socal struck oil in Bahrain in 1932.

Therefore, when Socal sought to expand Its interests by obtaining a concession
in Saudi Arabia, IPC intervened to obtain the concession for itself and "keep out
all competitors." Because Socal was not a participant in the Red Line Agreement
or the "As Is Agreement" its potential access to cheap and abundant Middle East-
ern crude presented a danger to the established European and Far Eastern mar-
kets of Exxon, BP and Shell. Uncertain about the potential of the concession, how-
ever, IPC outbid by Socal, to which the concession was ultimately granted in
1933. The State Department remained in the background throughout these nego-
tiations. Later it was to claim that this non-intervention had actually benefited
CASOC,' as evidenced by the fact that nln 1939, when extended concessions were
negotiated, CASOC received them even though they offered less than government-
controlled Japanese and German companies, "whose diplomates at Jidda were ex-
tremely pressing with their offers."

Another example of the U.S. Government's invocation of the Open Door Pol-
icy occurred with respect to the acquisition of a one-half interest in the Kuwait
concession by Gulf in the early 1930's. After Gulf had begun negotiations with
Knwait, the British invoked a provision in a previous agreement with Kuwait
which stipulated that no oil concession would be awarded without British ap-
proval. The U.S. Government invoked the Open-Door Policy on behalf of
Gulf but was unsuccessful until Kuwait rejected the bid of both
BP and Gulf in the hope of creating bidding competition. BP and Gulf then com-
promised and split the concession between them. In the process BP assured itself
that Kuwait production would not be.used-competitively against it in its exist-
ing markets by requiring Gulf to sign an agreement, similar to' the "As Is Agree-
ment of 1928", which provided that Kuwait oil would. not be distributed so as to
injure the marketing position of either company and that, at Its discretion, BP
could supply Gulf's crude requirements from production in Iran or Iraq in lieu
of maintaining Kuwaiti production.

By 1934, therefore, most of the promising regions of the Middle East had been
carved up between predominantly British and American interests and a complex
web of interrelationships had been established. Concessions In Iran, Iraq and
Kuwait had all been divided to permit production decisions that would prevent
a glut of petroleum on the market and consequent lower prices and profits. The
potential nemesis remained In Saudi Arabia.

Unhampered by agreements to restrict supply, Socal possessed the potential
to upset the delicately balanced supply situation in the Middle East. Socal.
however, lacked the capital necessary to adequately develop its vast Saudi
Arabian concession and therefore needed a financial partner. BP and Exxon

I The California Arabian Standard Oil Company ("CASOC") was the subsidiary to
which Socal originally assigned Its Saudi Arabian concession. In 19305. 'this company
became jointly owned by 'Socal and Texaco. In 1947, when R merger with Exxon and Afobil
was effected, a new corporation, the 'Arabian-American Oil Company ("Aramco") was
created to operate the concession'
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were interested, but the Red Line Agreenient. came back to haunt them when
CFP, which owned 23.75 percent of IPC, and Gulbenkian, who owned 5.percent;
vetoed a scheme to amend the Agreement to exclude Bahrain and Saudi Arabia.
Disagreement among the IPC shareholders also prevented BP and Exxon from
negotiating with Socal to purchase its anticipated production from Saudi Arabia.
Its discussions with IPC being unfruitful, in 1936 Socal sold a one-half interest in
its Saudi Arabian concession to Texaco (which had earlier dropped out-of the
IPC) in exchange for $3' million in cash and $18 million in deferred obligations
to be repaid out of sales of crude oil. Earlier in the year, Socal'had acquired a
one-half interest in' Texaco's marketing facilities east of Suez in exchange for a
one-half interest in the Bahrain concession: Accordingly, Socal and Texaco were
well prepared to produce and market the Saudi Arabian oil which they finally
struck in 1937.

When the Second World War broke out, however, Saudi Arabian production
dwindled to the point where King Ibn Saud was continually pressuring CASCO
to provide him with additional revenues. By 1941 the company had advanced the
King approximately $6.8 million against future royalties. Asserting that it was
unable to make additional advances, the company then sought U.S. Government
aid for Saudi Arabia. When it was-deterihined'that such assistance-could not be
made available under 'existing law, President Roosevelt suggested that the
British should advance to the Saudi Arabian Government a portion of their $400
million Lend Lease Loan received from the United States. The British Govern-
ment thereafter advanced over $30 million to Saudi 'Arabia from 1941 through
1943. Fearing that the apparent largess of the British would greatly expand
their influence in Saudi Arabia, CASCO, also advanced to the Saudis approxi-
mately' $8' million from 1940 through 1943. 'CASCO also began an extensive
lobbying effort to obtain direct U.S. financial aid for Saudi Arabia. The company
achieved success on February IS, 1943'when the President declared the defense
of Saudi Arabia vital to that of the United States, and Saudi Arabia thereby
became eligible to directly receive Lend Lease funds.'

It was now becoming increasingly apparent that CASCO's position in Saudi
Arabia was largely dependent'upon the diplomatic and financial assistance of the
United' States. This condition soon engendered in some the belief that the U:S.
Government should directly take control of the Saudi Arabian concession: Fore-
most among the proponents of such action was 'the Secretary of the Interior,
Harold Ickes. At the same time, there was mounting concern among various
experts as well as military and political 'leaders that the fuel requirements of
the War were causing our domestic reserves to fall to seriously low levels. In
Tune of 1943 Ickes wrote to President Roosevelt encouraging him to organize a
"Petroleum Reserves Cor'poration"and recommended that the "first order of
business of the Corporation should be the* acquisition of a' participating and
managerial interest in the crude oil concessions now held in Saudi Arabia." The
State Department was opposed to this proposal, believing it to be both unneces-
sary and unacceptable to King Ibn Saud.-After an extensive bureaucratic debate,
President Roosevelt concurred with Ickes, stating that the.'acquisition of the
Saudi concession was "the least ambiguous and most effective way to increase
the security of our future oil supply." CASCO, however; unequivocally rejected
the proposal. that the United States purchase the entire concession. Ultimately,
an agreement appeared to be reached for the purchase of a one-third interest;
but when Texaco increased its asking price, negotiations broke down and were
terminated. Secretary Ickes later remarked:

"They (Socal and Texaco) came.up here to the-Hill andlbuilta. fire-under us
.on the theory that this was an attempt on'the part of the Government to take
over a private-business, enterprise, which of course, was against the American
tradition, as they put it, and perhaps it was. But this was more thian a business
enterprise, this involved the defense- and- safety of the -eountry." [Emphasis
added] ' -. .

After failing to negotiate the purchase of the Saudi Arabian concession, the
Petroleum Reserves Corporation considered another project which envisioned
U.S. construction of a pipeline from the Persian Gulf- to the Eastern Mledi-
terranean. -This proposal, however,, encountered such bitter attacks, from the
industry and certain members of Congress that it was soon-scrapped. With this
second failure, the Petroleum- Reserves Corporation faded -into obscurity and
iv.as eventually disbanded. ,-.' . . - - ' .



122

Unable to directly interject itself into the Middle Eastern petroleum Industry,
the U.S. Government then turned to the concept of improving the access of
American companies to the petroleum resources of the Persian Gulf states.
British interests so thoroughly dominated the area that in 1943 they accounted
for 81% of Middle Eastern oil production compared to a mere 14% produced by
U.S. companies. The efforts of the U.S. Government culminated in the draft
Anglo-American Oil Agreement of 1944. The Agreement was largely a statement
of general principles but also provided for the creation of an International
Petroleum Commission to oversee international petroleum affairs and recommend
methods by which supply and demand could be correlated "so as to further the
efficient and orderly conduct of international petroleum trade." Industry opposed
the Agreement and it subsequently was never ratified by the Senate.

The most significant consequence of this series of unsuccessful forays into
international petroleum affairs was that the U.S. Government thereafter im-
plicitly left the function of control and supervision over the International
petroleum system to the multinational petroleum companies. Unlike the British,
with their interest in BP, and the French, with their interest in CFP, the U.S.
Government now, for the most part, divorced itself from the international
petroleum industry. These events signified as well a virtual cessation of the
Government's efforts to obtain an information base independent of the com-
panies, which might help it to formulate petroleum policy and take independent
action.

Previously frustrated by the Red Line Agreement, after the war Exxon, to-
gether with Mobil, renewed its efforts to purchase a portion of the Saudi Arabian
concession from CASOC. It was still necessary, however, to nullify the Red
Line Agreement. A legal technicality provided the answer when English counsel
opined that CFP and Gulbenkian had become "enemies", and therefore broken
the Agreement by vitrue of remaining in France during the German occupa-
tion. The British Government acceded to this approach when Exxon and Mobil
agreed to purchase large quantities of crude from BP's production in Iran or
Kuwait over a twenty-year period. The French, represented by CFP, and Gul-
benkian were irate since the Red Line Agreement had worked to their benefit by
tying their fate to that of their more aggressive partners. Years of diplomatic
haggling followed, with the State Department supporting the position of the
U.S. companies. In 1947 Exxon and Mobil finally negotiated an agreement with
CASOC for a 30% and 10% interest, respectively, in the Saudi Arabian conces-
sion. In November of the following year all barriers to the merger of these
companies into a new company, Aramco, were removed when an accord was
reached ending the Red Line Agreement.

Shortly thereafter, Aramco's position in Saudi Arabia was threatened by the
appearance of J. Paul Getty in the Middle East. For many years, Getty had
sought a concession in this area, and when in 1949 he saw an opportunity In
the Neutral Zone, jointly controlled by Kuwait and Saudi Arabia, he seized upon
it. His company negotiated a concession in which it agreed to pay a royalty
of $.55 per barrel, whereas Aramco was paying Sandia Arabia only $.21 a
barrel.

King Ibn Saud's ministers immediately demanded more money from the
Aramco shareholders. Turning to the U.S. Government for assistance, Aramco
was advised that, as an alternative, It might relinquish the parts of Its Con-
cession which It had not developed so that Saudi Arabia could then auction
them for additional revenues. There was yet another alternative, however, which
Aramco preferred. In 1943 Venezuela had enacted a 50% income tax on the
difference between the cost and selling price of Venezuelan crude, and this tax
had been declared creditable against the United States taxes which would be
imposed upon these same revenues. This ruling was In accordance with the
foreign tax credit provisions of the Internal Revenue Code which were enacted
to avoid double taxation. If Saudi Arabia were to enact an income tax, all or
a portion of the $43 million which Aramco paid to the United States in taxes
in 1943 might be diverted instead Into the Saudi Arabian treasury. The Treasury
and the State Departments were not opposed to this device, and in fact, a
Treasury official advised the Saudis of the differing consequences between the
Imposition of an income tax and an Increase In the royalty rate. Accordingly,
in November of 1950, King Ibn Saud Imposed a 20% Income tax on Aramco,
which by the end of the year, with Aramco's consent, was Increased to 50% in
accordance with the Venzuelan precedent. As a result, Aramco's payments to
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the Saudi Arabian Government increased from $56 million in 1950 to $110 mil-
lion in 1951, whereas in the same period tax payments to the United States
decreased from $50 million to $6 million. The precedent was thus set for company
acquiescence to the continuing demands for higher revenues by the producer
governments.

The 50-50 tax arrangement in Saudi Arabia was soon imitated by Iraq and
Kuwait. In Iran, however, trouble between BP and the Iranian Government
had been brewing for some time and the announcement of the 50-50 arrange-
ment in Saudi Arabia simply intensified the dispute. In 1947, the Iranian Parlia-
ment had enacted a law which required that the terms of its concession with BP
be renegotiated to provide the government with additional revenues. BP, with
the active support of the British Government, however, remained intransigent
to the Iranian demands, and sentiment for nationalization of BP began to build.
Hostilities grew so intense that in 1951 Premier Razmara was assassinated after
he informed the Iranian Parliament ("Mailis") that his experts advised against
the nationalization of BP. The radical Dr. Mohammed Mossadegh, who had led
the opposition against BP in the Majlis, succeeded Razmara. A bill nationalizing
the assets of BP was immediately presented to the Majlis, passed unanimously,
and signed by the Shah.

The British considered the actions of the Iranians to be a clear violation of
international law, and accordingly, put the world on notice that they would
take legal action against any company which purchased and tried to distribute
oil produced from their former concession. While the- U.S. Government was
opposed to the use of force, it did not oppose the British position and brought
"influence to bear in an effort to effect an early settlement of the oil controversy
between Iran and the United Kingdom, making clear both our recognition of
the rights of sovereign states to control their natural resources and the import-
ance we attach to international contractual relationships." (President Truman,
June 27, 1951.) Virtually all international petroleum companies took BP's warn-
ings seriously and declined to purchase Iranian oil. Iran was thus faced with
a virtual embargo on its production, the effects of which impacted upon its
economy to such a degree that by 1953 a $24 million loan from the United
States was required to purchase necessary food supplies.

Within the U.S. Government, concern was mounting that the state of affairs
in Iran would lead to increased Soviet influence and possibly Soviet domina-
tion. In 1952 the United States, therefore, devised a plan by which a consortium
of the major U.S. petroleum companies and BP would be used to get Iranian
production onstream once again. Exxon, Socal, Texaco, Mobil and Gulf were,
however, at the time under invesigation by a Grand Jury for possible criminal
violations of the antitrust laws arising out of their Middle Eastern operations.
The U.S. Government faced a dilemma-it would now be asking these companies
to engage in precisely the type of activity for which they were being investigated.
Accordingly, the Departments of State, Defense and Interior prepared a report
for the National Security Council which recommended that the criminal investi-
gation be terminated, since its continuation "could impair not only the imme-
diate position of the oil companies abroad, but also the broaded interest of the
United States as a whole." On January 12, 1953, President Truman instructed
the Attorney General to discontinue the criminal investigation against the com-
panies and to substitute a civil suit. By this decision, the President acknowl-
edged that the presence of the major U.S. petroleum companies in the Middle
East was an important objective of American foreign policy and that national
security conerations should be paramount in evaluating their conduct.

By 1954 BP was reconciled to the concept of a consortium in which they
would have a 40% interest and receive compensation from their new partners
('which included the five U.S. majors, CFP and a small group of U.S. indepe-
pendents). Moreover, with the assistance of the U.S. Central Intelligence Agency,
the Shah had by this time deposed the radical Mossadegh. With the major
obstacles removed an August 1954 Agreement was consummated with the
Consortium.

The Agreement seemed universally attractive. With the Soviets excluded and
the access of U.S. independents to Iran's production sharply limited, the major
petroleum companies were better able to prevent a competitive increase in the
supply of petroleum on the world market which would lower prices and profits.
The British gained re-entry into Iran and were compensated for the reduction
in their interest to 40%. The United States achieved a victory in the "Cold
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War." The Iranians benefited from a restoration of all oil revenues while retain-
ing ownership over its own resources. Under the Consortium Agreement, the
production was now owned by the National Iranian Oil Company ("NIOC")
which was to sell the oil to the various trading companies established by the
Consortium members. An important precedent had been established since the
Consortium received.only the right to purchase the production at a discount
from market price without enjoying an equity interest.

One of the only individuals unhappy with the Consortium arrangement was
Enrico Mattel, the head of Ente Nazionale Idrocarburi ("ENI"), the Italian
national oil company. During Mossadegh's reign he had refused to deal in the
oil which Iran had "stolen" from BP and expected to be rewarded for his loy-
alty. He was not given a portion of the Consortium, and he retaliated. In 1957 he
negotiated a joint venture with the Egyptians and the Iranians, under which
the countries would share equally with the exploring company. Along with the
Consortium arrangement, Mattei's joint venture further underminded the coIn-
cessionary system.

At the same time, independent petroleum companies were expanding their role
in the international petroleum system. When oil was discovered in Libya in the
1950's instead of granting concessions to a restricted group of major companies,
as had been done in Saudi Arabia, Kuwait, Iran and Iraq, Libya favored the in-
dependents, awarding seventeen different companies a total of eighty-four conces-
sion areas. Libya hoped thereby to stimulate the rapid development of its petro-
leum resources. Nor was Libya the only country in which "outsiders" were
obtaining concessions. In 1958 the Japanese Petroleum Trading Company suc-
cessfully negotiated an offshore concession in the Neutral Zone between Saudi
Arabia and Kuwait.

The intricate supply system of the international majors had begun to falter.
With Iranian production onstream again and Libyan production beginning to
make its impact on European markets, the majors found it increasingly difficult
to satisfy the incessant demands of the Shah and King Ibn Saud for increased
production levels, without at the same time flooding the market with excess
petroleum that would force prices down significantly.

In Iraq the partners in the IPC quote purposely and systematically curtailed
known development and slowed production as a consequence of pressures in
Iran and Saudi Arabia. But ultimately trouble developed for IPC. Angered by
the British and French attack on Egypt in 1956, the landing of the U.S. Marines
in Lebanon and long disturbed over the amount of revenues derived from IPC,
a new revolutionary regime in Iraq under General Kassem threatened to nation-
alize the IPC concession. In 1960, the Iraqi Government finally took over 99.5%
of the concession area, permitting IPC to retain only its producing wells.

Even with decreasing production in Iraq, the world petroleum surplus was
such that in 1959 Exxon felt compelled to lower the posted price for Saudi
Arabian light crude by 18 per barrel. An additional cut In the posted price
occurred in 1960. The posted price system had previously tended to insulate pro-
ducer government "take" from declines in market prices. These actions lowered
producer government revenues per barrel and soon prompted a response.

The Venezuelan Government feared that the 1959 posted price reduction would
give Middle Eastern crude an advantage in world markets, in addition to its
inherent competitive advantage of a much lower production cost. The Venezue-
lans, therefore, began to advocate unified producer government action to
counteract the power of the multinational oil corporations to determine prices,
output levels and thereby government revenues in producer countries. In 1960,
Venezuela's initiative culminated in the creation of the Organization of Petro-
leum Exporting Countries ("OPEC"). Immediately, OPEC's five original mem-
bers. Venezuela, Saudi Arabia, Kuwait, Iran and Iraq demanded that the petro-
leum companies operated in their countries restore former price levels and
agree to consult with the organization before reducing prices again.

During the 1960's OPEC membership expanded and the dependence of the
consuming countries on OPEC oil increased. The major petroleum companies con-
tinued their efforts to appease the various producer governments with accept-
able growth rates in their respective production levels while at the same time
maintaining current price levels. In addition, the Consortium and Aramco, in
particular, had to reconcile the conflicting needs of the individual parent com-
panies. Although the multinational petroleum companies were able to cope with
these problems, their control over production and pricing decisions was increas-
'ngly jeopardized by the nationalistic aspirations of the producer governments.
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As these trends developed, the U.S. Government remained in the background, not
attempting to influence or control the situation. In fact, the capacity of the U.S.
Government even to monitor, much less respond, to changes in this important
industry diminished significantly.

In 1969 Colonel Qaddafi overthrew Libya's King Idris and immediately de-
manded substantial increases in the posted price. When negotiations began,
Qaddafi's regime cleverly narrowed them to discussions with two companies,
Exxon and the Occidental Petroleum Company. Occidental, a small and rela-
tively unknown company, had surprised many of its competitors when in 1966 it
obtained some of the most promising concession areas put up for bid by Libya.
By 1970 Occidental had become a large company due primarily to its Libyan out-
put which accounted for practically all of its production outside the United States
and the major portion of its revenues. Perceiving Occidental's vulnerability, the
Libyans broke off negotiations with Exxon to concentrate solely on Occidental. In
an effort to force the companies, and particularly Occidental, into acquiescence to
their demands, the Libyans began imposing production cutbacks. Occidental's
production was cut from 800,000 to 425,000 barrels per day, while total Libyan
production cutbacks totalled approximately 800,000 barrels. Realizing that it
could not hold out very long against such tactics, Occidental sought Exxon's
assistance. Exxon refused, however, to provide Occidental with a "safety net"-
replacement oil in the event further cutbacks were imposed upon it. Seeing no
viable alternative, Occidental agreed to a 30¢ increase in the posted price, an
additional 2¢ each year over the next five years, and an increase in the income
tax rate from 50% to 58%. Most of the other independents in Libya now yielded
and signed agreements roughly similar to that negotiated with Occidental. After
the U.S. Government advised the companies that it could be of minimal help to
them, the major companies operating in Libya agreed to similar increases in the
-income tax rate and posted price. Libya's success demonstrated to all producers
that they could impose unilateral changes upon the companies without being
challenged by consumer governments, particularly the United States.

Before the end of the year, most other producer governments had demanded
and obtained a 55% tax rate. "Leapfrogging" was now becoming an accepted
pattern. At the 1970 OPEC conference In Caracas, resolutions were adopted de-
manding a 55% tax rate for all member states and establishing a pricing com-
mittee of Persian Gulf countries ("Gulf Committee"). The Gulf Committee then
called for immediate negotiations with the petroleum companies in Teheran.

Fearing that Libya would attempt to better any terms negotiated with the
Gulf states alone, the industry believed it had no alternative other than to pre-
sent a united front against OPEC. Accordingly, a message was delivered to
OPEC stating that the companies would negotiate only for an OPEC-wide settle-
ment. A "safety net" agreement was also reached among the various Libyan
producers which guaranteed alternative sources of crude to any company whose
production was cut by the Qaddafi regime.

The companies appreciated that their plan to negotiate jointly with OPEC, as
well as the Libyan Producers Agreement, might pose serious problems under the
U.S. anti-trust laws. Accordingly, clearances were obtained from the Department
of Justice in the form of Business Review Letters and the companies organized a
London Policy Group; the purpose of which was to develop and implement a con-
sistent strategy for the impending negotiations. This strategy was, however,
promptly upset by the Department of State in a clumsy and uninformed effort to
support it.

Upon contacting the Shah the Department "made it clear that the U.S. Govern-
ment was not in the oil business and did not intend to become involved in the
details of producing countries' negotiations." Having been warned by the Shah
that OPEC resented the condition of an OPEC-wide agreement, and assured
that Persian Gulf countries would adhere to an agreement negotiated with the
companies regardless of any more favorable terms negotiated elsewhere, the
State Department advised the companies to carry on separate negotiations with
the Gulf Committee.

The companies were dismayed that the United States had failed to appreciate
the importance of their fundamental negotiating strategy, and without U.S. Gov-
ernment support, they decided OPEC-wide discussions were no longer feasible
and thereafter commenced separate negotiations with the Gulf Committee. The
failure of U.S. policy at this critical juncture reflected the State Department's
lack of a comprehensive and coordinated approach to International petroleum
issues. U:S. officials appear to have been preoccupied with more limited objectives,
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such as maintaining friendly ties with the Shah and assuring that both he and
the Saudis had sufficient revenues to allow them to play their roles in the Gulf.

The Gulf Committee negotiations culminated in the 1970 Teheran Agreement,
which gave the Gulf prducers, among other things, an immediate 304 per barrel
increase in "government take". The following year an agreement was reached
in Tripoli increasing Libyan revenues by approximately 654 per barrel.

The ink had barely dried on these documents when OPEC renewed its demands
upon the companies. This time, the producer governments sought subtle price
increases through obtaining "effective participation" in the oil companies' assets
and through adjustment of the currency exchange rates applicable to the pay-
ments made to producer governments. By 1972 an agreement had been reached
in principle between the companies and the Persian Gulf producers whereby the
governments were given a 25% ownership in the production. As before, Libya
attempted to outdo the Persian Gulf states by demanding and eventually receiv-
ing a 51% "participation" from the companies operating within its borders.
Thereafter, the "leapfrogging" continued with Saudi Arabia and Kuwait indi-
cating to the companies that the 51% participation obtained by Libya would not
be sufficient to satisfy them.

Before new terms could be negotiated, however, the 1973 Arab-Israeli War
erupted. After the United States announced that it would supply Israel with
military armaments to replace its losses, the Arab petroleum producing coun-
tries announced that they would cut their crude production by 5% each month
and embargo all shipments to the United States and the Netherlands, until
Israel returned to its 1967 borders and the rights of the Palestinian people were
recognized. When Saudi Arabia announced an initial crude oil production cut-
back of 10%, Aramco immediately cut its production by slightly more than the
required amount, a clear example of the dependence of the companies on their
host governments.

Although the Arab production cutbacks were eventually increased to 25%, the
impact of the embargo was blunted by increased production in non-Arab coun-
tries and by the skillful -and evenly-balanced distribution of available supplies
by the major petroleum companies. Throughout the embargo, the U.S. Govern-
ment remained in the background, relying upon the companies to make an equita-
ble distribution of their supplies.

The outbreak of Middle East hostilities gave an added impetus to OPEC de-
mands for price increases. After negotiations between OPEC and the companies
reached an impasse in Vienna in early October, the Gulf Committee met in
Kuwait and Imposed a unilateral posted price increase of 70%, raising the price
of Saudi Arabian light crude from $3.01 per barrel to $5.21 per barrel. All pre-
tense of negotiations was abandoned in December, 1973 when OPEC decreed an
additional 130% hike in posted prices, raising the price of Saudi Arabian light
crude to $11.65 per barrel. Although there was no direct link between the Arab
oil embargo and the price increases, the shortages of oil resulting from the em-
bargo and production cutbacks had driven up spot market prices and encouraged
the price increases.

Throughout 1974, posted prices remained stable but OPEC progressively in-
creased produced government revenues by escalating demands for "participa-
tion" and by raising taxes and royalties on the diminishing share of "equity"
crude. In the first half of the year, the Arab Gulf states successfully negotiated
for a 60% interest in most oil companies. By December, 1974, agreements on
100% "participation" appeared imminent. In addition, OPEC has moved closer
to a "unitary pricing structure," thereby reducing the price advantage histori-
cally enjoyed by the concessionary companies. At the present time, the multina-
tional oil companies continue to perform their traditional role of developing
petroleum resources and bringing them to market; however, control over pro-
duction and pricing has been transferred almost entirely into the hands of the
OPEC countries.
Conclusions

In attempting to determine the role which the United States Government
should play in the international system of petroleum supply and pricing one
must be cautious in looking to history for the answer. In fact, the international
petroleum industry has been radically altered since the beginning of this decade
and traditional assumptions regarding the power of the multinational oil com-
panies lose their meaning when considered in the context of an effective cartel
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of petroleum exporting countries. For roughly four decades, with amazing dex-
terity, the major multinational oil corporations manipulated production in an
effort to sustain prices throughout a network of oil producing areas. These ef-
forts became progressively less effective as competition asserted itself.

During this period the U.S. Government has seen fit to interject itself into the
international petroleum system in only a sporadic and sometimes inconsistent
manner, and always on an ad hoc basis. In fact, the Government has never chosen
to inform itself or develop its expertise to the point that it possessed the capa-
bility of responding to a situation such as that which developed in Libya in the
early part of this decade. The blame for this cannot-be laid solely on the shoul-
ders of the Government; the companies have sought to perpetuate the independ-
ence and secrecy under which they have grown accustomed to performing their
essential tasks. It may be debatable whether the U.S. Government could have im-
proved the present petroleum situation had it kept more abreast of the changing
relationship between the industry and producer governments. At the same time,
it is difficult to imagine that had the Government done this, the situation would be
any worse than it is today.

At the very least the history of the last five years demonstrates that the Gov-
ernment must make every effort to fully inform itself and to develop the com-
petence required to evaluate and cope with developments in international
petroleum affairs, since the companies standing alone no longer serve as
a viable instrument to effect national purposes. The Government cannot do this
through the intermittent and inconsistent involvement which it has had in the
past. A consistent and rational national energy policy can only be formulated if
there is a foundation of accurate information underlying it and if there are reli-
able methods to implement it nationally and internationally.

On the infrequent occasions when the U.S. Government has seriously involved
itself in international petroleum affairs, limited short-term objectives have gen-
erally taken precedence over assessments of America's longer range interests. In
particular, a lack of confidence in the Congressional foreign aid appropriations
process has led policymakers to favor less conspicuous methods of extending
financial assistance to countries deemed important to our foreign policy objectives.
Increasing the payments of U.S. oil companies to producer governments through
vehicles such as the foreign tax credit has, therefore, appeared a seductive alter-
native to a more politically controversial direct foreign assistance program. In
1970, for example, Washington appears to have ignored the potential, long-term
costs of capitulating to Iranian demands for separate negotiations in a short-term
effort to avoid a disruption in supply and appease the Shah's desire for increased
petroleum revenues.

In retrospect, U.S. policy appears to have been short-sighted in dealing with
the problems of foreign petroleum supply and price. Nonetheless, it should be
recalled that at the time these decisions were made, the price of domestic oil- far
exceeded the cost of foreign production and any cost increases in foreign crude
were largely passed through to foreign markets rather than U.S. consumers. Im-
port controls were deemed necessary to protect the domestic industry. Moreover,
in 1970 U.S. dependence on imported petroleum, restrained by quotas, stood at
22%, a modest increase from 1960 when the United States imported 18% of its
petroleum requirements. Accordingly, the rapid acceleration in U.S. dependenceupon foreign oil which developed after 1970 (with the United States importing
35% of its petroleum needs by the end of 1973), while predictable, was largely
unanticipated by American policymakers. Viewed in this light, the limited
response of the U.S. government to international petroleum developments can be
more readily understood.

Another impression left by this history is that serious misconceptions abound
in our society regarding the power and attitude of the major multinational petro-
leum companies. In fact, these companies have not willingly created the present
situation but with no bargaining leverage left, they have largely acquiesced to it.
Accordingly, to attempt to rectify our present predicament by focusing solely on
the companies and by taking action which only affects them, is to deny existing
realities. While constructive legislation to assure that the companies are respon-
sive to the public Interest of the people of the United States is desirable, it must
be recognized that this alone will not solve the problems of the instability of our
foreign supply of crude oil or reverse the sudden and enormous increases in the
price of crude oil Imposed by OPEC.
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A further historical observation can be made regarding the effects of com-
petition in the international petroleum system. One of the fundamental as-
suniptions of the capitalistic system is that competlion will minimize costs
of production and maximize the welfare of society. Looking at the recent his-
tory of the international petroleum industry, one sees that competition in this
area has been at best a two-edged sword.

Critics of the industry argue that it has until recently been oligopolistic,
controlled markets and rigged prices in international petroleum. In support
they cite the Red Line and "As Is" Agreements and the Cartel case. The in-
dustry claims it has been competitive, citing the entry of Socal into the Persian
Gulf and later the entry of the independents on a global scale with the resultant
downward pressure on price that ultimately resulted in the formation of OPEC
to control price.

Both are true to an extent. The American companies did not form an oligopoly.
They came into one and thereafter were always maneuvering with one another
for advantage in a not uncompetitive way. On the other hand, the companies
were able to contain supply expansion sufficiently to keep price substantially
above cost of production which is where competition would have placed it. The
spread between cost of production and the downstream sales price of the majors
was sufficient to allow the independents to pay substantially more for oil to the
producer upstream, cut prices to the consumer downstream and still make a
profit. It must be observed that the pricing practices of the U.S. majors in in-
ternational petroleum affairs had the positive aspect of being high enough
to cause some conservation of a vital depleting resource and the generation
of sufficient capital to develop necessary foreign infrastructure, but low enough
to permit the rapid development of industrial economies. In retrospect it is
difficult to assess what pricing structure might have obtained in the absence
of control by the majors during the formative years of Middle Eastern devel-
opment. It is clear, however, that their practices brought stabiltiy to a then
very erratic market, both domestically and abroad, and that the American
consumer was provided with petroleum products at a relatively modest cost.
In any event, regardless of past practices, it is also clear that for more than
a decade there has been effective competition among the companies.

The competitive forces which brought a company like Occidental into Libya,
however, undercut the ability of the established major petroleum companies
to influence world petroleum supplies and prices. Because they forebode fur-
ther cuts in price, it encouraged producer governments to act in unison to pro-
tect their common interests. The entry of the independents also showed the
various producer governments that others besides the major multinational
companies have the ability and skills to produce and distribute their petroleum
resources and are willing to pay a much greater price for the opportunity of
doing so.

With the dramatic price increases imposed by OPEC in the past eighteen
months, it has become painfully clear to all petroleum importing countries that
any oligopolist's profits generated by the major petroleum companies in the
past are miniscule compared to the enormous revenues now being generated
by an effective cartel of producing countries. Accordingly, consumer nations
must now seriously consider whether competition among their companies for
access to crude serves a useful purpose if the predominant product of such
competition Is to increase the bargaining leverage and ability of OPEC to im-
pose unilateral price increases.

This is not to say that competition among the petroleum companies of the
various consuming nations is the sole, or even the major, reason why OPEC has
been able unilaterally to increase petroleum prices four-fold. To be sure, the
ever-growing dependence of consumer nations upon OPEC petroleum is a major
cause of our difficulties today. Nevertheless, if competition for access to pro-
duction in OPEC countries is counterproductive from the viewpoint of the ulti-
mate consumer, serious consideration must be given to whether such com-
petition should be permitted, much less encouraged, by consumer governments.
Coordination and cooperation among consumer governments and the many pe-
troleum companies operating internationally may be difficult, but recent history
seems to indicate that it Is desirable.

Moreover, the emerging trend In OPEC toward a single price structure, 100%
government participation and transparency in transactions could put the oil
companies essentially in the position of purchasers of crude, in which case they
would be both limited In terms of upstream profits and lose the tax advantages
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that they have enjoyed in the concession form of arrangement. By the same
token the producer countries would clearly identify the huge amount of profit
which they are receiving in international petroleum transactions. With due re-
gard to the past ambiguities of international petroleum transactions, it has been
difficult to determine in many cases exactly what profits the countries and com-
panies have respectively made, giving rise to the common charge that the coin-
panies and the producer countries conspired to raise prices. Once these figures
become transparent the oil companies will no longer be able to be portrayed as
the only villians and world opinion may shift in its assessment of OPEC.

The power of the major producer countries to date has been enhanced by the
hostage character of the companies and proposals have been made in the United
States that our companies should be prohibited from having preferred access
to oil in these countries because it perpetuates that fact. The present trend
would indicate that producer countries in order to effect their goals such as com-
plete nationalization and an arm's length character to all sales transactions, may
be paying very high economic costs. If the trend continues, the producers may
accomplish that which the United States individually cannot: the elimination'
of the hostage position of the oil companies. The ensuing competition for crude
oil contracts could, in the long run, introduce a great deal of stress upon the car-
tel's price structure and cause it to break. In addition, transparency in inter-
national petroleum transactions from both producer (OPEC) and consumer
(IEA) nations' standpoints will give viability to the needed deliberation be-,
tween the two groups. Such transparency will also tend to result in a degree of
self-regulation within the petroleum industry.

IV. POLICY OBJECTIVES OF THE FEDERAL GOVERNBMENT

While the U.S. Government has from time to time in the past been concerned
about particular issues relating to petroleum and other energy sources, until
the early 1970's there was no consciousness of a need to develop a consistent and
comprehensive national policy regarding energy. Not surprisingly, energy policy
was the child of. the "energy crisis." One can speak of national energy policy
before that time only in a de facto sense, as the sum total of the laws, regula-
tions, ad hoc actions and deliberate inactions of the government which affected
the flow of energy in our society and economy.

Today, national energy policy can be described as a set of governmental actions
designed to be consistent and comprehensive in dealing with difficult energy-
related issues that will permanently be with us. Yet the word "policy" is a meta-
phor for a reality whose true nature is most elusive. Although the word denotes
a settled, definite course of action, in fact policy only needs to be formulated
where problems and alternatives are so complex that a single definite course of
action is insufficient.

"Energy policy" derives from a variety of objectives or values. However, the
most basic objectives or values are also the broadest and most abstract (e.g.,
"national security" and "the maintenance of viable foreign relations") and it is
often difficult to relate these most basic objectives to more limited, specific, and
frequently short-term objectives, (e.g., adequacy of supply of naval bunkers dur-
ing an embargo as distinguished from the long-term concern over stability of
supply) .
Development of a national energy policy

An important element of national energy policy is the very commitment to
developing it. This commitment was reflected in President Nixon's Message on
Energy of June 4, 1971. It proposed a number of steps to increase the supply
of clean energy in America, such as stepped-up research and development, in-
creasing energy supplies from Federal lands and a new Federal organization to
plan and manage energy programs.

The Executive Order establishing the Federal Energy Office ("FEO") on
December 4, 1973, declared that the Administrator of the FEO "shall advise the
President with respect to the establishment and integration of domestic and
foreign policies relating to the production, conservation, use, control, distribu-
tion, and allocation of energy and with respect to all other energy matters." On
May 7, 1974, the President signed P.L. 93-275, the Federal Energy Administra-
tion Act of 1974, which created the Federal Energy Administration ("FEA"),
successor to the FEO.

Both the Presidential and Congressional commitment to the development of a
coordinated energy policy were again demonstrated in October, 1974, when Presi-
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dent Ford declared his intention to create a new National Energy Board charged
'with developing a "single national energy policy and program." Shortly there-
;after, President Ford signed into law the Energy Reorganization Act of 1974
.(P.L. 93-438, October 11, 1974), which created an Energy Resources Council
'("ERC") charged with functions which, according to President Ford, "are essen-
tially the same as those I had intended to assign to the National Energy Board."
The Council, headed by Secretary of the Interior, Rogers Morton, includes the
Secretaries of State, Defense, Treasury, Commerce, Transportation, the Attorney
General, the heads of various other Federal agencies and other Presidential desig-
nees. The FEA Administrator serves as the Executive Secretary to the ERC. The
same Act established the Energy Research and Development Administration
( "ERDA") to centralize and expand Federal research and development efforts, as
well as the Nuclear Regulatory Commission.

Establishment of an adequate and secure supply of petroleum
Probably the most pervasive element of national energy policy during the past

50 years has been the concern for assuring the United States an adequate and
secure supply of petroleum. U.S. Government policy-makers have always given
this element of energy policy the highest priority, and continue to do so today.
Since World War I, the military and economic importance of petroleum has been
such that the Federal Government has always been concerned with acquiring
and maintaining access to substantial oil reserves. Immediately after World
War I and again during World War II fears that the United States was running
out of oil impelled Washington to encourage participation by American oil com-
panies in the international competition for control of major sources of petroleum
outside of North America (See historical section). American participation in
Indonesian exploration after World War I, in Saudi Arabia and Kuwait in the
1930's and 1940's, and in Iran during the 1950's was assisted by the U.S. Govern-
ment, out of concern for future oil supplies and the desire to prevent this pro-
duction from being controlled by Britain, France or the Soviet Union.

More recently, Federal policy-makers have repeatedly asserted that assuring
adequate supply is the central goal of U.S. energy policy. President Nixon, in a
message to Congress on March 9, 1974 declared: "We must, above all else, act
to increase our supplies of energy."

Maintenance of an adequate and secure energy supply is the cornerstone of
"Project Independence." In the pursuit of such supply security, however, the
Project Independence Report observes that the United States need not neces-
sarily seek total self-sufficiency. A significant reduction of imports could pro-
vide a sufficient degree of energy independence, particularly if the sources of
those imports were unlikely to be interrupted for political reasons.

In an address to the World Energy Conference in Detroit on September 23,
1974 President Ford elaborated on the concept of Project Independence speaking
of the "challenge of formulating Project Interdependence," which Ford described
as "a comprehensive energy program for the world, to develop our resources not
just for the benefit of a few, but of all mankind." The shift in emphasis under
the Ford Administration Indicated not a retreat from the primary policy objective
of assuring an adequate and secure supply of energy, but a deepened appreciation
of the fact that it cannot be pursued to the exclusion of all other considerations.
This attitude is reflected by active U.S. participation in the International Energy
Agency ("IEA").

Even if achieved, U.S. energy self-sufficiency would not solve all of the nation's
energy-related problems as long as high oil prices threaten the stability of the
world economy. Moreover, this policy embodied the recognition that energy self-
sufficiency may not be desirable if it inhibits the flow of international commerce.
or raises the price of energy in the U.S. substantially above that in the rest of
the world, thereby rendering many U.S. exports less competitive.

AMaintenance of national security
National security has long been fundamental to U.S. petroleum policy. Al-

tbough it is one of those basic, abstract goals which energy policy is designed to
serve, national security, when reduced to specifics, has in the past translated into
maintaining adequate and secure energy supplies for potential military needs.
This was the rationale for establishing Naval Petroleum Reserves In Alaska and
California as long ago as 1912, and was one of the grounds for the Mandatory Oil
Import Program which existed from 1959 to 1973. National security considera-
tions were also important in the genesis of Project Independence. Historically
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then, as an energy policy objective national security has been inseparable from
the objective of assuring adequate and secure supplies.

Recently, however, the awareness has grown that national security is a far
more complex and abstract objective, which in large part consists of securing the
economic well-being of society. As one Federal official has remarked, "Security
and economic policy are, of course, the parents of energy policy."

This broader view of the relationship between national security and petroleum
policy was evident in hearings concerning strategic petroleum reserves held in
mid-1973 before the Senate Committee on Interior and Insular Affairs. The Corn-
mittee chairman, Senator Henry Jackson, observed that whereas strategic petro-
leum reserves were formerly of interest only to "a handful of economists, profes-
sors and military specialists," they have now become a matter of vital concern
to the entire nation. Civilian as well as military requirements for petroleum are
currently considered essential to our national security. Accordingly, Senator
Jackson proposed a bill to create a petroleum reserve equal to a 90-day supply of
imports to meet civilian as well as military needs. Presidential energy messages
in 1973 and 1974 reveal a similarly broad view of national security requirements.
For instance, on January 23, 1974 the President called on Congress to authorize
production from the Elk Hills Naval Petroleum Reserve in order. to help achieve
energy self-sufficiency.
Maintenance of viable foreign relations

Foreign policy considerations of a political rather than strictly military nature
have often affected U.S. petroleum policies. In the early 1950's the U.S. Govern-
ment was seriously concerned that Soviet influence might become dominant in
Iran due to its faltering economy. Attempts to encourage the development of a
strong, friendly government in Iran took the form of encouraging American oil
companies to participate with British Petroleum in an international consortium
to exploit and market Iranian oil reserves in a manner that would provide sub-
stantial revenues for the Shahs' government without creating an international oil
glut that would disrupt world markets and hurt other producer governments.
Since World War II, the maintenance of anti-Communist regimes in the Middle
East has been a continuing goal of U.S. foreign policy, and has frequently taken
precedence over economic considerations. In fact, aside from the Iranian Consor-
tium, there were elements of this policy objective in the 1950 foreign tax credit
decision, and the 1971 Teheran and Tripoli price negotiations.

Today there is a new emphasis on the foreign relations aspect of energy policy.
It now includes as an objective the creation or maintenance of international orga-
nizations or structures, such as the International Energy Agency, within which
the United States and other consuming nations can coordinate their policies
regarding temporary and long-term plans for dealing with problems of supply and
price of energy. Such a framework will hopefully, from the viewpoint of U.S.
policy, allow consuming nations to develop a united front in the face of the
demands of producing nations and help create a situation where producing and
consuming countries can bargain with each other to mutual advantage.

Efficiency of resource utilization

Efficient resource utilizaton has taken on a new dimension in U.S. energy
policy. Only with the onset of actual energy shortages (as distinguished from
possible future shortages) was there any significant incentive to adopt a na-
tional policy designed in some measure to curb energy consumption or to seek an
allocation of the nation's energy supplies consistent with the new price structure
of energy. Concern in the past had been largely confined to avoiding waste in
oil and gas production by means of state-level prorationing. Even that concern
was very limited and soon became more of an instrument for supporting price
than for conservation. Prorationing received Federal support in the form of the
Connolly Hot Oil Act of 1935, but it was never adopted as a consistent national
policy.

Congress declared in the Federal Energy Administration Act of 1974 that
the general welfare and common defense now require, among other things, "posi-
tive and effective action to conserve scarce energy supplies" and "to insure fair
and efficient distribution" of such supplies. The beginnings of a system of end
use controls for petroleum and gas products emerged from the allocation author-
ity given to the President under the Emergency Petroleum Allocation Act of
1973. This act authorized and directed the President to deal with the shortages
of oil products so as to minimize the "adverse impacts of such shortages or dis-
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locations on the American people and the domestic economy." This authority,
subsequently delegated to the FEA, was used to impose production quotas for
various products on refiners, to order sales to various priority customers, and
to specify prices for such products.

Finally, the Project Independence Report envisioned a mandatory energy
conservation program which would require new cars to get 20 miles per gallon
of gasoline, provide tax credits for improved insulation of new construction,
create national lighting and thermal standards, and require all new construc-
tion to be heated and cooled by electricity in order to promote the substitution
of coal for oil and gas by utilities and large industrial users. It should be noted
that the Ford Foundation Energy Policy Project emphasized demand growth
restraints in its policy recommendations.
Protection of environmental quality

The protection of environmental quality became a matter of national concern
shortly before the "energy crisis," and in fact has inhibited the development of
domestic sources of petroleum. Perhaps the most complete general statement of
this policy goal is contained in the National Environmental Policy Act of 1969
("NEPA"). At the heart of this policy as advanced by NEPA was the require-
ment that an environmental impact statement be a part of "every recommenda-
tion or report on proposals for legislation and other major Federal actions sig-
nificantly affecting the quality of the human environment." The Act further
required the President to transmit to the Congress an annual "Environmental
Quality Report."

In 1970, Congress extensively amended the Clean Air Act in order "to speed
up, expand, and intensify the war against air polltulon in the United States with
a view to assuring that the air we breathe throughout the Nation is wholesome
once again."

The policy reflected in these statutes and orders directly affected petroleum
usage, accelerating the conversion of utilities and other satisfactory sources from
coal to oil and gas, and increasing gasoline consumption by motor vehicles. More
importantly, as a result of litigation, NEPA delayed U.S. offshore drilling and
the construction of the Trans-Alaska Pipeline, thus magnifying our dependence
on foreign imports. Some adjustments between environmental goals and the basic
energy goals must be made if an efficient exploitation of domestic energy re-
sources is to occur. The failure to reduce the uncertainty resulting from an un-
predictable environmental policy has materially hampered the development of
energy resources, has materially increased-because of uncertainty alone-the
cost of energy, and will continue to do so until that policy is stabilized. Clearly
a mechanism needs to be established within the Federal Government to resolve
conflicts arising from environmental issues. The present system is inadequate.
Enoo'uragement of free and effective competition

Encouragement of competition in industry has been a goal of the U.S. Govern-
ment, although in international petroleum affairs it has been subordinated at
times to other national policy objectives. Antitrust activities of the Federal
Government since early in the century have manifested a continuing concern
with actual or potential anti-competitive structures or practices within the in-
dustry. In fact, antitrust concerns are a major obstacle to constructive consulta-
tion among companies, as in the development of the International Energy
Program.

In 1973, this policy objective was manifested in Congressional concern over
the fate of U.S. independent marketers of petroleum products in a time of scar-
city. The major integrated oil companies, it was feared, would soon eliminate or
absorb all the independent marketing companies, since the latter did not have
access to their own supplies of crude oil.

The FTC in July, 1973, completed a staff report on competition in the industry
which concluded that nnti-coiixpetitive actions of the integrated firms had re-
sulted in a "threat to the continued viability of the independent sector" in the
refining and marketing of petroleum in large parts of the country. Within the
month. the FTC had issued a complaint against the major-integrated firms charg-
ing them with a variety of anti-competitive practices. The Senate Committee on
Interior and Insular Affairs in late 1973 also held extensive hearings on the state
of competition in the petroleum industry.

The Emergency Petroleum Allocation Act of 1973 also demonstrated concern
with encouraging and maintaining competition in the petroleum industry in stat-
ing as one of its statutory purposes the:
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"preservation of an economically sound and competitive petroleum industry; in-
cluding the priority needs to restore and foster competition in the producing
refining, distribution, marketing, and petrochemical sectors of such industry,
and to preserve the competitive viability of independent refiners, small refiners,
nonbranded independent marketers, and branded independent marketers."

Encouraging private participation in resource development
D)evelopinent of petroleum resources on public lands, onshore and offshore,

has been entirely by private enterprise under leases from the Federal Govern-
ment. Such leases are sold by the Department of the Interior under the authority
provided by the Mineral Leasing Act of 1920 for onshore areas and by the Outer
Continental Shelf Lands Act of 1953 for offshore areas.

In 1973 and 1974. the Nixon and Ford Administrations put heavy emphasis on
the need to accelerate the offshore leasing program. Encouraging private par-
ticipation in resource development thus remains a high priority objective of U.S.
energy policy.

Maximization of revenue to the Federal Government
Revenue considerations have been important in the operation of the Outer Con-

tinental Shelf Lands Act leasing system, and have affected the size and timing
of lease sales. The rationale for competitive bidding on lease sales is to endeavor
to obtain the fair market value for leases, and in fact the revenues received by
the Federal Government have been very large. If plans to sell far more outer
continental shelf leases than in the past are pursued vigorously, and if oil prices
remain at 1974 levels or higher, maximizing the potential revenue to the Fed-
eral Government could become a more important policy goal.

'1he onshore leasing system, with non-competitive allocation, minimal rentals
and a maximum royalty of 121/2 percent appears to yield to the Federal Govern-
ment less than the fair market value of those leases. President Nixon, in an en-
ergy address on January 23, 1974, called the Mineral Leasing Act of 1920 "ob-
solete" and urged Congress to pass a bill creating a single Federal leasing system
for all Federal lands. He did not, however, allude specifically to the objective
of increasing Federal revenues derived from such leases. Instead, he stressed
that the Federal leasing system should "assure that the persons who obtain the
leases are those who have an interest in early exploration for oil, gas, and other
minerals," a goal obviously consistent with Project Independence.

Conflects among policy objectives
Any policy objective, if pursued single-mindedly, will conflict with others.

Moreover, changing circumstances bring changes in the means appropriate for
achieving basic policy objectives. Circumstances relevant to energy policy were
changing rapidly in the early 1970's. As a result, conflicts among certain of the
above objectives became particularly acute and difficult to resolve within the
framework of an overall national energy policy. Two such conflicts stand out:
first, that between the goals of adequate and secure supply on the one hand and
a reasonable and predictable price on the other; second, that between the objec-
tive of an adequate, secure supp]y at a reasonable price, and the maintenance or
improvement of environmental quality.

Svppbhi versus price
As available resources are depleted, the incremental costs of obtaining addi-

tional resources will inevitably rise. Moreover, the costs associated with increas-
ing the security of resources must also be computed-either as the cost of an
interruption or as the cost of insurance against interruption (stockpiling or the
development of domestic sources). In any event, there is an inherent conflict
between the desire for a lower price and the need for secure and adequate
supplies.

The intense concern over the security of petroleum imports abated somewhat
when the 1973-74 Arah oil embargo ended -and U.S. policy then centered on cost
rather than supply, reflecting fears that high oil prices might damage both the
U.S. and world economy. The Ford Administration urged voluntary conservation
as a counterweight to high oil prices and in late 1974, there were suggestions

.that the White House was considering a restoration of some form of import
controls, either by volume or total dollar value, in order to limit American
payment outflows to oil-producing nations. This would require a reduced supply,
and possibly rationing, in order to reduce aggregate national costs for foreign
oil. (France in 1974 set such a dollar limit on the total value of oil imports.)
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The balance of payments benefits of reductions in consumption must, however,
be weighed against the increased unemployment and losses in gross national
product which increase dramatically with successive cuts.

Thus, despite the Administration's opposition to rationing and a gasoline tax,
it accepted the fact that very large international payments for oil, even for
'adequate and secure supplies, must be traded-off against other costs. It there-
fore, has logically placed increasing emphasis on the importance of reducing
aggregate demand.

The price controls on crude oil and petroleum products administered by the
FEA under the Emergency Petroleum Allocation Act illustrate the same conflict
between price and supply. In order to avoid depressing output the price control
structure repeatedly has had to be adjusted upward for a variety of products
*and producers and new administrative measures devised to deal with the now
more complex regulatory system. Even with these attempts, in almost all in-
stances price controls both reduce supply somewhat and encourage wasteful
consumption.
Supply and price versus the environment

This conflict reflects the fact that protecting or improving the environment
generally increases the cost of producing energy and may even increase the
demand for it. A national policy commitment to environmental protection devel-
oped impetus only shortly before the impacts of the energy shortage began to be
felt throughout the economy. By 1973 the requirements for reduction of motor
vehicle exhaust emissions, for instance, had increased gasoline consumption by
at least an estimated 300,000 barrels per day. President Nixon's message to
Congress, January 23, 1974, called for amendments to the Clean Air Act to extend
the deadlines for improved emission controls in order to "permit auto manufac-
turers to concentrate greater attention on improving fuel economy while retain-
ing a fixed target for lower emissions." -

The Energy Supply and Environmental Coordination Act of 1974 addresses
itself to this conflict. The Act was intended to promote the use of coal as a
substitute for oil and natural gas. Section 2 of the Act requires the Federal
Energy Administrator to prohibit any powerplant, and allows him to prohibit
other major fuel-burning installations, from burning natural gas or petroleum
products as its primary energy source. The Administrator is given authority to
suspend temporarily fuel or emission limitations on stationary sources, if fuel
shortages make it impossible to comply with them or if the Administrator has
ordered the source to convert to coal. The Act also delays for two years the
motor vehicle exhaust emission standards. Thus, the "coordination" provided
for in the Act constitutes a modification of the environmental priority.

The question of tapping shale oil deposits on a major scale also sharply
accentuates the conflict of supply and price with the maintenance of enrivon-
mental quality. The development of shale oil and strip mining coal areas of the
West causes serious environmental problems, including water availability, sali-
nity, disposal, dangers to vegetation and wildlife, and air pollution. At the same
time they constitute massive secondary energy sources that if developed, even
in part, could have a beneficial limiting effect upon the price of domestic and
foreign oil.

These and other conflicts sometimes appear to defy resolution through the
usual political processes of bargaining and compromise to achieve consensus.
Even though many Americans probably would agree as to the elements that
constitute the nation's long-term well-being, it is exceedingly difficclt to find
a "constituency" for any energy policy aimed at promoting this objective. The
enormous task of creating and implementing such policy can only be accom-
plished through extraordinary leadership and political judgment on the part
of Congress and the President.

In the analysis which follows, the maintenance of an adequate supply of
petroleum at a reasonable price is the primary objective against which each
policy option is analyzed. Some consideration is also given to the impact of these
options on many of the other aforementioned objectives.
Advantages and disadvantages of options

The recent history of international petroleum clearly illustrates the need for
the U.S. Government to formulate new policies to cope with changed realities.
Those new policies must reflect both the new emphasis in our national energy
policy and priorities as well as the fundamental changes which have occurred
in the international industry and the producing countries.
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Cooperation among consuming nations has already resulted in the establish-
ment of the International Energy Agency ("IEA") in Paris. At present, inten-
sive consultations within IEA are registering daily progress in expanding the
awareness of the participating governments. Tentative steps towards IEA-
industry consultations have already been initiated. Less specific, but potentially
even more important, the United States has tentatively agreed to the French
proposal for a joint producer-consumer conference during 1975. Future policies
selected by the U.S. government will inevitably take account of these important
new relationships.

Whatever policy options are selected, there are also certain realities about
the international petroleum system which must be reflected in our policies.
Until recently the international petroleum market was characterized by a group
of loosely coordinated firms facing competitive producer governments. There is'
considerable evidence that with the exception of Iraq, those governments prob-
ably fared better than they would have under free market conditions. Yet com-
pared to other forms of energy international oil was cheap, even with the price
supporting practices of the major oil companies.

The establishment of the preeminence of OPEC as a determiner of price in the
international petroleum market has radically altered the decision-making cri-
teria for setting price. The highly diffuse and sophisticated incentive structure
of the major companies has given them a vested interest in global economic
growth and stability as well as the retention of a system which most countries
find acceptable. This incentive structure has now been supplanted by the far
more narrowly based national interest incentives of the producer countries.

The companies which were once oligopolistic sellers of petroleum and pe-
troleum products are now in the position of competing buyers confronting a
cartel. Competition among the companies tends to reinforce the upward tendency
in price, particularly so long as OPEC is prepared to continue the curtailment
of production.

It is very doubtful that there can be any significant downward market pressure
exerted on price by consumer countries at least in the short to medium term (up
to several years). The spread between the cost of production, the price floor (per-
haps $2 per barrel) toward which competition among producer countries would
tend, and current prices ($11 per barrel) is so great that cooperation among the
producers is -clearly in the interest of all petroleum exporting countries, Produc-
ing countries could increase their aggregate revenue somewhat by cutting prices
slightly and selling relatively much larger quantities; If many producers did this,
however, price would then fall much further. Therefore as long as each producer
can be relatively certain that no or very few members of the cartel are "cheating"
by shaving the price, each is strongly motivated to follow the rules and be satis-
fied with a stable share of the market.

When that assurance is lacking, or if significant new production remains out-
side the cartel, the motivation is just the opposite: then each producer would
have to compete in order to preserve its market share. Consumers would, however,
in the forseeable future find it far too costly in terms of lost employment and
GNP to reduce demand sufficiently to break OPEC unity. Thus, assuming that the
cartel remains stable, there would be downward pressure on price only if it ap-
pears that a reduction in that price would elicit a more than. proportional in-
crease in demand, so that a price reduction would increase aggregate revenues for
those producers who could sufficiently expand production. We have not yet reached
that point.

For the forseeable future, long-term considerations have little chance of influ-
encing OPEC price decisions. Almost all relevant consideration which would go
into a long-term calculation-the rate of successful exploration, the export pol-
icies of new, producers, the rate of development of alternative sources of energy,
the Impact of conservation in consumer countries-are speculative. It is, therefore,
extremely unlikely that producers would lower prices on the basis of such a cal-
culation when revenues at current levels, assuming they can be invested, are so
great as to swamp any long-term anticipations.
- Clearly, the current status is such' that the companies In the international petro-
leum industry are price takers so long as they continue to compete with one
another for the product of a cartel-OPEC. There is no cause for optimism that
OPEC will break up. The fact that producer governments have become sellers of
oil strongly suggests that governments of crude purchasers must influence the
transaction to protect the interests of the consumer. At the same time the com-
panies fill vital roles which government is unequipped to supplant.
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U.S. policy, in addition to meeting national objectives and accommodating new
international realities, must also concern itself with preserving or salvaging the
strengths of the existing structure. At a minimum, the unique integrated logis-
tical, technological and managerial system of the U.S. oil companies constitute an
important national asset. Because it is a functioning system, it must be ap-
proached as such, and not altered piecemeal. Moreover, recent events clearly
indicate that we can no longer assume that, come what may, the companies can
takle care of themselves.

In the context of these observations, it is possible to evaluate the range of
options available to the U.S. Government in its relationship with the industry
as it pursues certain national objectives.

The options selected for analysis are:
A. National options

1. Removal or modification of Federally created incentives and disincentives to
international petroleum production;

2. Regulation of oil companies as public utilities;
3. Establishment of a national system to limit petroleum imports;
4. Regulation of all significant international supply arrangements;
5. Creation of a petroleum corporation, fully or partially owned by the Federal

Government, to engage in international activities;
B. Bilateral/multilateral options

6. Coordination of international supply arrangements through an industry-wide
association of consumer country companies;

7. Bilateral arrangements between the United States and producer governments;
S. Establishment of an international organization to coordinate national petro-

leum policy with other importing countries; and
9. Establishment of multilateral negotiations between producing and consum-

ing countries.
V. POLICY OPTIONS

A. National options

1. Removal or miodification of federally created incentives and disincen-
tives to intcrnatioalo petroleum production.

Although the U.S. Government is not directly engaged in the production, Tefin-
ing and marketing of petroleum, Federally created incentives and disincentives
have historically played an important role in the development of the American oil
industry. The first option analyzed by this Study is the modification of the existing
system by removing or altering those incentives and disincentives.

Incentives.-The foreign tacT credit provisions of 'the Internal Revenue Code
allow a taxpayer .to elect to credit income taxes paid to foreign governments by
U.S. corporations against U.S. income tax liabilities on foreign income. Such cred-
its are limited -to the amount of tax that would be payable if the foreign country
taxed at U.S. rates. The taxpayer may elect to compute that limit either on a
country by country basis or by aggregating all of his foreign income and foreign
income taxes paid. The important policy issue is not the principle of the foreign
tax credit, which is generally accepted in international taxation, but the defini-
tion of an income tax as distinguished from royalty payments, excise taxes and
costs of purchased oil. The latter would normally be treated as deductible business
expenses.

The foreign tax credit has, in general, resulted in sufficient credits for U.S.
oil companies that they have not paid any taxes on profits from foreign oil pro-
duction. Part of these credits have sometimes also been used 'to eliminate U.S.
tax liabilities of the companies on non-oil producing foreign operations, such as
shipping, located in countries having income tax rates lower than U.S. rates. Such
opportunities were reduced by the Tax Reform Act of 1969, which included a
provision to the effect that foreign tax credits attributable to the amount of the
percentage depletion allowance on mineral income from a foreign country cannot
reduce the U.S. tax payable on other foreign income.

Repeal of 'the foreign tax credit would subject U.S. corporations to double tax-
ation on foreign income and place them at a great disadvantage relative to foreign
competitors. In addition, for companies using the overall limitation, an elimina-
tion of the foreign tax credit could severely affect the profitability of any ship-
ping operations, since excess foreign tax credits are now used to "shelter" the
income derived from these operations. If, however, the tax credit were restricted
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to payments that are in substance income taxes and not royalties or a cost of
purchasing oil, it would conform to its intended function of preventing double
taxation. Taxes would be due to the U.S. Government from profitable operations
wherever the effective income tax rates were lower than the U.S. rates, either on
a per country or overall basis. Where the rates are the same or higher than in
the U.S., there would be no U.S. income tax liability. The present system's broad
interpretation of "income .taxes" is a factor which has encouraged producer coun-
tries with the active support of the U.S. companies, and indeed the U.S. Govern-
ment, to impose higher taxes in lieu of higher royalties, which otherwise would
merely be deductible business expenses.

If the Congress takes no action, the issue may become moot in many cases
because oil producing companies owned by U.S. firms abroad are subject to in-
creasing nationalization. U.S. companies are rapidly becoming mere service
companies and purchasers of products from producer governments. It is thus
becoming more apparent that the price paid for such oil is a deductible purchase
cost and not a creditable income tax. On the other hand, very difficult tax issues
may arise for the companies and for the U.S. Government if producer countries
reduce the companies essentially to suppliers of services and then both pay and
tax such service income on a per barrel basis. Evaluating the extent to which
such taxes would constitute income taxes would probably require the I.R.S.
in effect to decide what is a "reasonable" per barrel margin for 'the services ren-
dered. There is, therefore, an economic incentive for producer countries to retain
a semblance of the concession system because of the obvious advantage that the
ambiguity between the purchase price and tax has given to both the countries
and the companies.

The percentage depletion allowance allows 22% of the gross-well-head value
of oil and gas production from a producing property, whether domestic or foreign,
to be exempt from federal income tax, up to a limit of 50% of the net income from
that property. The depletion rates applicable to other energy minerals, excepting
uranium, are lower, thus favoring petroleum investment relative to other energy
sources and non-energy investments.

Domestically, the percentage depletion allowance has increased the after-tax
profitability of oil production and thereby the output of U.S. companies. By caus-
ing output to be higher than otherwise and more importantly by being an in-
direct subsidy to the producer and necessarily, the consumer, the depletion
allowance has at times resulted in lower oil prices. Thus, this tax incentive has
encouraged the consumption of petroleum relative to other energy sources and
non-energy consumer items. Estimates indicate that the price reduction due to
the depletion allowance at 22% has equalled about 9% of the wellhead value
of oil.

Historically this and other express tax incentives created overcapacity in pro--
duction which in turn created the need to support prices by prorationing. After
the U.S. became a net importer that productive capacity wa's beneficial, in that
dependence on imports would have grown more rapidly in the absence of spare
capacity.

The percentage depletion allowance has had relatively limited impact on for-
eign exploration and development, however, because the size of the foreign tax
credit has rendered the depletion allowance superfluous in many cases. It seems
likely in any case that the depletion allowance for foreign investments has been
reduced to relative insignificance as an incentive by the recent four-fold increase
in world oil prices. Under current price and cost conditions both foreign and
domestic oil exploration and new production are very attractive and would prob-
ably continue to be so regardless of the depletion allowance.

Recent changes in oil price, cost conditions, royalty terms, taxation, and na-
tionalization have already caused a return to the U.S. of oil company exploration
activity. Surveys done in connection with the Study show a clear shift. in ex-
ploration emphasis to the U.S. from all other areas of the world, except the Far
East which is still a small part of the total. Abolishing the foreign percentage
depletion allowance would probably not significantly affect expected profitability
or accellerate this trend between domestic and foreign exploration. In fact, abol-
ishing foreign percentage depletion could even improve a company's tax position
in some circumstances, if it meant that the allowable foreign tax credit were
no longer reduced by the amount attributable to foreign percentage depletion.
Domestically, percentage depletion has in the past encouraged more independents
to be in the oil business and has caused the drilling of some, wells that would
not otherwise be drilled, some marginal and some not The domestic implications
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of the percentage depletion allowance, however, and not within the scope of this
study.

The expense of intangible drillinxq and development cost8 ("IDC") provision
'provides for an election of Immediate Income tax deductibility of intangible
-costs, creating what, with percentage depletion, is arguably a potential double
deduction for productive wells.

The controversial issue of IDC relates to productive, not dry, wells. There is
general agreement that dry holes should be expensed. If capitalization and de-
preciation are required for productive wells, very likely the result in most cases
will be that the companies will be taxed on the full amount of such costs, since
under existing law a taxpayer may not simultaneously take advantage of the
percentage depletion allowance and also depreciate as capital investment his
amortized leasehold and intangible drilling costs in the same property. High
tax bracket investors, a significant but not essential source of drilling funds,
would be less attracted to such investments, but the loss of the IDC tax benefit
in this regard would again be less Important than the recent oil price hikes
which have increased profit expectations. A study in 1973 using 1971 industry
data estimated that abolition of this tax advantage would have reduced domes-
tic oil production by more than six percent if prices rose to reflect the increased
after-tax cost of drilling, or by more than 16 percent if prices were kept constant.

Foreign drilling investments receive IDC benefits. In a number of cases, large
foreign tax credits have rendered the IDC inoperative for foreign exploration.
Because of high foreign tax rates, removal of IDC treatment for productive
foreign wells would have negligible effects under present conditions for com-
panies using the overall limitation. For companies using the per country limita-
tion, however, the expensing of foreign IDC often will have the effect of re-
ducing U.S. source taxable income by that amount. In such situations, the
provision is a significant tax incentive to foreign as well as domestic explora-
tion and drilling.

In recent years, about 90% of the foreign production of American oil com-
panies has been sold in foreign markets. To the extent that American tax bene-
fits have lowered the price of oil delivered to foreign countries, the argument
can be made that the U.S. taxpayer has been subsidizing foreign consumption
or foreign tax collections. On the other hand, the absence of such benefits might
have made U.S. companies less competitive abroad and would have to some
extent discouraged foreign investments.

The extent to which companies operating abroad have tax advantages which
they would not have if they were conducting the same operations in the United
States is a matter of considerable controversy. There is first of all the issue,
very important in foreign oil operations, of the distinction between an income
tax and a royalty payment. A royalty payment to a U.S. landowner Is a de-
ductible expense, whereas a substantially equivalent payment to a foreign gov-
enment can be characterized as an income tax and becomes a credit. The
Treasury Department in 1974 proposed a partial reduction of the foreign tax
credit allowable for petroleum income, with the amount of the reduction being
treated as a deductible expense.

Even where a true foreign income tax is levied, however, it appears anomalous
that it is a credit but U.S. state and local income taxes are not. Even more
striking, if an income tax were levied on a U.S. company by, for example, the
Canadian Province of Alberta it would be a credit against U.S. taxes, but the
same tax if levied by the State of Texas would be only a deductible expense.
This distinction can, of course, be defended by pointing out that allowing U.S.
state and local income taxes as a credit would give too great an incentive to
states and cities to increase their taxes at Federal expense. Nevertheless, tax
neutrality as between foreign and domestic investment is sacrificed in this
respect.

Finally, there is the issue of deferral. Earnings of foreign subsidiaries of U.S.
companies operating in the country of their incorporation are not attributed to
the U.S. parent unless and until such earnings are distributed. In practice, this
means that if such earnings are reinvested in the country of their origin,
whether in the same enterprise, another subsidiary of the parent, or an unrelated
business, U.S. taxes on such earnings are deferred indefinitely. Thus, if tax rates
in the foreign country are lower than U.S. rates, there is an incentive for U.S.
companies to invest abroad through foreign subsidiaries rather than in the U.S.
For instance, a U.S. company might form a foreign subsidiary to do refining or
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to perform exploratory and drilling services in a low-tax country. By investing
the earnings of the subsidiary in the country of its incorporation, the parent may
continue to increase its subsidiary's earning power with money that would other-
wise have been taxed by the U.S. Government if the same operations had been
conducted in the United States. Defenders of deferral correctly point out that
it is consistent with the principle of not taxing shareholders on undistributed
corporate earnings. On the other hand, U.S. tax law departs from the principle
to impute a "constructive dividend" in various circumstances where undis-
tributed earnings are accumulated by a corporation to avoid taxes on controlling
shareholders.

The net effect of the foreign tax credit, percentage depletion, the IDC allow-
ance and other lesser U.S. tax incentives in international petroleum affairs
clearly has been to encourage U.S. companies to develop foreign supply and
marketing arrangements. The United States Government has probably lost some
tax revenues thereby, but has benefited to the extent that foreign reserves have
been discovered and developed, supplying U.S. needs as well as those of the free
world generally.

In assessing any of these incentives a basic issue is whether the global supply
"web" established by U.S. companies is worth maintaining and, if so, whether
the removal or modification of any particular incentive would have a substantial
impact upon the system.

Judged in this light it would appear that the large comanies would have a
substantial interest in developing foreign supplies with or without the IDC
allowance for productive wells, based upon the assumptions that today's higher
prices or something relatively close to them will continue, and that the margins
of the companies will not be squeezed too drastically by the host countries. On
the other hand, it is clear that hundreds of billions of dollars will be needed
for exploration and development within the very near future if we are to
supply the energy needs of the 1980's and in some cases the elimination of the
IDO allowance for foreign productive wells could have a negative impact, partic-
ularly if the application of the foreign tax credit to oil income is restricted along
the lines of the 1974 Treasury proposal. A number of countries, including the
United Kingdom and the Netherlands, permit companies to expense drilling costs
on essentially the same basis as the U.S. now does. If the allowance were re-
moved for foreign 'operations of U.S. companies they could be at a competitive
disadvantage with the companies of other countries.

There is evidence that parent countries of non-U.S. firms structured the taxa-
tion of those firms to match the tax advantages of the U.S. firms. It is possible
that if these U.S. tax advantages were removed, the parent countries of non-U.S.
firms would follow suit; it is also possible that they would not in order to assist
their companies.

There have been suggestions in Congress that tax provisions applicable to com-
panies undertaking foreign oil operations might be altered or manipulated in
order to discourage foreign operations altogether or to redirect them to relatively
reliable countries. For instance, use of the foreign tax credit might be denied
to operations in countries which have imposed an embargo on the United States.
Or, Congress might give the President or his delegate the authority to suspend
the application of certain international tax provisions either selectively or across
the board, in light of his perception of the national interest. Such measures
would have grave shortcomings, however. First, the only such tax benefit impor-
tant enough to make any likely substantial difference in the flow of U.S. inter-
national investment is the foreign tax credit. Second, if such a change is appli-
cable to existing investments as well as new investments, it would subject affected
overseas operations to drastically increased taxes where disinvestment may be
impracticable or may take a long period of time. If, however, distinctions are
made between new and old investment, they will be very hard to defend as
equitable. Third, to the extent that such changes inject an element of uncertainty.
in the tax treatment of foreign investments, they will make tax planning far
more difficult and may thereby discourage investment that should be encouraged.
Finally, while the disadvantages to existing taxpayers would be immediate and
often severe, the benefits from such -measures would be very long-range and
uncertain.

In sum, the Income tax law is a poor instrument for achieving such policy-
objectives. There are far more direct and effective means available. These include
the President's existing authority under Federal banking laws to impose 'foreign
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direct investment controls, an outright legislative ban on investments in certain
countries, or direct subsidies to foreign or domestic investments deemed in the
national interest.

Disivcentives.-Price controls were introduced on August 1, 1971 and have been
retained on both crude oil and products. The firms in the industry, both integrated
and independent, have almost universally opposed these controls. Both supply
and demand are affected. The Federal Government has clearly recognized that if
controlled prices are too low, the incentive to explore for oil is reduced. Accord-
ingly, regulations have been developed which permit the marketing of newv oil
and certain exempt sources at market prices.

To the extent that price controls. allocations and entitlements limit domestic
production, they result in greater balance of payments expenditures and con-
tribute to the sustaining of international demand and the price levels associated
with it.

There are a number of indications that an uncontrolled price would better
serve the public interest. Since the embargo, Germany, the only country in Europe
which does not control the price of petroleum, has- benefited from the lowest
prices. The informal disclosure procedures employed by the Germans may well
have provided a greater deterrent to the importation of higher cost oil than the
more comprehensive regulatory procedures in other European countries, which
may have inadvertently provided the mechanism for justifying higher prices.

Within the United States, approximately 63% of domestic production is con-
trolled as "old oil" at a price of $5.25 per barrel. Industry respondents claim that
secondary and tertiary recovery operations are discouraged by these controls,
despite the fact that increased production from old wells is not subject to con-
trols. Industry respondents further argue that the accrual of funds for explora-
tion, development and research is constrained by such controls. To the extent that
domestic oil production is constrained in this manner, imports are increased and
contribute thereby to the balance of payments problem. Of perhaps the greatest
relevance is the fact that controlled price require the development of additional
allocation controls and procedures. To the extent that they are effective, they
introduce certain inefficiencies and dislocations into the total system of supply
and raise costs to the consumer. Thus, to justify such a system of controls, the
other objectives achieved must outweigh these costs. Controls also have a nega-
tive impact upon future investments. The uncertainty introduced into business
capital budgeting leads to delays in investments and additional costs which must
be assigned to those investments once made. This is particularly true in the case
of such facilities as refineries.

An elimination of the "old" and "new" oil distinctions would result in higher
prices (4-6¢ per gallon for gasoline) and some resultant conservation. It would
probably intensify the massive move to greater U.S. exploration that is being
made by the larger U.S. companies.

The regulation of natural gas by the Federal Power Commission ("FPC") also
presents problems. Because of the very large differential between regulated
interstate and unregulated intrastate sales of natural gas, companies are not
encouraged to explore for gas that will go into interstate sales and this in turn
has led them to seek foreign sources for liquified natural gas ("LNG") in places
such as Indonesia and Algeria and at prices that are effectively much in excess
of either regulated or unregulated U.S. gas.

Over the short term the United States may be able to obtain as much drilling
for natural gas, even that which would go into interstate sales, as it could
through deregulation because of the hope or expectation that natural gas will
eventually be deregulated. For the medium or long-term picture, however, it
seems clear that deregulation of natural gas, at least "new" natural gas, will be
necessary if domestic opportunities in this area are to be maximized. Deregu-
lation of natural gas will immediately cause the cost of deregulated supplies to
rise to that in the market for unregulated, and such costs will be passed along
to the consumer in terms of higher prices. This would be particularly the case
if all natural gas were to be deregulated, which suggests that the concept of
deregulating "new" gas and phasing "old" natural gas into deregulation over
a period of time has considerable merit.

The FPC also has an impact upon foreign imports due to its authority over
facilities constructed in connection with LNG projects. The concept of regulat-
ing imports is appropriate and will be examined In detail for a number of types
of arrangements later in the Summary. It is quite questionable, however, whether



141

the FPC as presently constituted is the agency which should be concerned with
energy imports and whether the procedures followed in the LNG cases are
those which should be applicable. The record to date seems clear that regulation
of LNG imports by the FPC has been counterproductive, reducing supplies and
increasing costs.

Net effects of incentives and disincentives.-Only the principal incentives and
disincentives have been discussed. Any appraisal of their net effect is. of course,
highly subjective in view of their complexity and the many economic and politi-
cal judgments involved.

The high current price of "new" oil is the dominant element changing the re-
cent sum of incentives in favor of additional investment in U.S. oil production.
It is driven in large part by the artificial manipulation of the international oil
market by OPEC but even without OPEC market forces would also be at work
which would sustain a substantial increase over "traditional" prices. In this
respect petroleum is little different from other non-renewable resources.

Foreign oil production is subject to new and extremely high degrees of risk and
uncertainty. Accordingly oil investments by U.S. and other companies have
been shifting back to the United States.

The system of price, allocation and entitlement controls has affected the allo-
cation of resources in the oil industry just as have the various tax benefits and
price support schemes. The benefits of controls are primarily in the area of
income distribution. Whether they are worth the cost is a decision to be made
in the political process.

The more important issue, one beyond the scope of this inquiry, is that of the
longer term price level or standards which should be established for petroleum.
Resolution of this issue would have a far more stabilizing effect on industry in-
vestment decisions than the decisions on incentive and controls.

The tax incentives in foreign operations have declined in importance, however,
because of recent international developments. The producer government trend
toward 100% participation in the petroleum company subsidiaries operating
within their borders has eroded the traditional concessionary pattern. If OPEC
members eventually set a single price for oil and denominate it exclusively as a
price (rather than as royalty and income tax), then the.companies will have no
choice but to treat the costs of crude as business expenses. In that event, tax
considerations will cease being a significant incentive to foreign oil operations.
The producer governments may, however, plan their new price and .tax structures
to take maximum possible advantage of U.S. tax laws and interpretations there-
of. Under such circumstances, elimination of tax advantages to U.S. firms might
simply give a competitive advantage to foreign oil companies. Thus, U.S. tax
incentives and disincentives are certain to remain an important subject, as they
have been in the past.

2. Regulation of oil companies as public utilities
If it were decided to regulate. the prices of crude and products within the

United States on the basis of an allowable rate base and rate of return thereon,
it is very possible, perhaps even likely, that supplies of petroleum products would
be disrupted, and in the aggregate reduced, because the prices so fixed would be
essentially arbitrary. Attempts to value a "rate base," fix an "appropriate" rate
of return thereon and measure the "cost of service" for the industry raise both
theoretical and practical difficulties that would be resolved only by political
decisions. Thus, such efforts would tend to increase U.S. reliance upon foreign
sources of petroleum.

Regulating import prices.-It can be argued that even if the domestic oil indus-
try is competitive, the U.S. Government ought still to regulate the price and
supply of oil products to compensate for the impact of the essentially
noncompetitive international oil market. on our domestic market. It is
generally agreed that, whatever the degree of competition within the domestic
petroleum market, the international market is dominated by the OPEC cartel
which has caused foreign crude prices to be substantially higher than prices
which would have resulted from free market conditions. These world prices have
driven up the market price of domestically produced unregulated crude because
that market price tends to rise to the level of the administered price of foreign
crude. If we do not influence that price, or otherwise adjust domestic prices, the
OPEC governments will dictate the price of crude oil produced in the United
States, and thereby the amount of economic rent paid to domestic oil producers.

80-939-77 10
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Regulators might deal with this problem in two ways. First, the price of do-
mestic crude can be controlled, the foreign crude left uncontrolled, and the sup-
ply of low-priced domestic and high-priced foreign crude "equitably" rationed
among the consuming public, so that ideally the consumer pays a price reflecting
a "mix" of the two price levels. For this system to function, companies which
have discovered and developed lower cost domestic crude oil to meet their
refining needs, would be forced to relinquish a portion of this low-cost crude to
their less fortunate competitors in order to achieve a "mix" having the desired
average price. The FEA system of crude oil "entitlements" is designed to do
this. A system that penalizes firms that in the past have invested in exploration,
and rewards those who have not, however, will not lead to stable economic
growth within the industry.

Second, imported as well as domestic crude can be subject to price ceilings and
supply requirements. If a price ceiling is set below prevailing world prices, the
outcome is indeterminate. Producers might refuse to sell to the companies sup-
plying the United States at a price below the ceiling. Then, if producers main-
tained a unified position, the United States would, in effect, be imposing an em-
bargo on itself. If producer unity failed, then at least some oil would be deliv-
ered to the United States. In either event, particularly in the first, the demand for
domestic crude would be very strong and great difficulty would be experienced in
maintaining price ceilings on crude. Government allocation of crude among buy-
ers would be a necessity. Further, downstream price control and rationing would
also be necessary, involving heavy administrative and enforcement costs.

The problem of diversion.-Any price control system which attempts to main-
tain a domestic price level below the world price of crude oil is immediately con-
fronted with the diversion problem. Foreign oil would be diverted to more profit-
able markets, and some U.S. production would be exported if the delivered price
to foreign markets were significantly higher than the domestic price. It is, of
course, far easier for regulatory authorities to ban exports of American-source
crude oil products than it is to prevent U.S. oil companies from marketing for-
eign source crude and refined products in foreign countries where potential prof-
its may be greater than in the United States.

To assure that there are no diversions, each company might be required to de-
liver a certain percentage of its output of various products to certain desig-
nated customers. Failure to meet contract supply requirements could subject a
company to civil liability, fines, or in the extreme case loss of the right to do
interstate business In one or more lines of commerce within the United States. In
the alternative the Federal Government could simply impose mandatory import
quotas on each company by reference to some base period. From the companies'
point of view, such a system would be somewhat more palatable if the prospective
profits to be gained from some segments of the U.S. market for oil products
would at least partially offset the opportunity costs of marketing certain prod-
ucts in this country rather than abroad. However, a large quantity of oil in in-
ternational markets is handled by traders who have neither foreign nor domestic
assets of significance. The Federal authorities would, therefore, have difficulty in
compelling such traders to comply with mandatory import quotas.

Several difficulties would arise under such a system. In the first place, supply
requirements would, as a practical matter, have to be revised in the event of a
world shortage of petroleum. It would make no sense to attempt to compel the
companies to make deliveries when it is impossible for them to do so. But this
implies that the regulatory authority would have to maintain substantial na-
tional and international monitoring capability in order to evaluate company
claims that conditions beyond their control prevented them from fulfilling their
supply obligations. If such capability does not exist-and the experience of the
shortages of 1973-74 indicated that it did not exist at that time-it would have
to be created. Second, this procedure would not necessarily force companies to
enter into contracts with new producers, or renew contracts to replace those
which expire.

Third, oil companies without substantial domestic production could be forced
into a loss position if they were required to pay the world price for oil, plus
shipping charges to the U.S. markets, and then sell in U.S. markets below these
costs.

Fourth, while price can be controlled, private firms cannot be forced to make
new investments in an industry that is made unprofitable by government con-
trols. This creates long-run supply problems.
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Fifth, there may be adverse reactions from governments of other importing,
countries to any requirement by U.S. regulatory authorities that U.S. companies
give the United .States market first priority on their. available crude or other
products. Moreover, in the case of a substantial temporary shortage, such regu-
lations would have to be suspended in light of the oil-sharing obligations on the
U.S. under the international Energy Agreement. Such regulations run a sub-
stantial risk of encouraging similar "go-it-alone" measures by other importing
countries and would undoubtedly have an adverse impact upon the foreign
markets of U.S. companies. Such regulations, moreover, would constitute a sub-
stantial reversal of U.S. foreign economic and energy policy.

Market role of the U.S. companies.-Where the high prices of imported crude
are due primarily to the actions of the producer country governments, regulat-
ing the price of imported crude is far less likely to have the desired effect than
where such prices are due primarily to the actions of the oil companies. If the
price ceilings in this country do not equal or exceed the prices paid by the com-
panies to producer governments plus other costs, the companies will eventually
stop importing crude.

Few would disagree that whatever the market power of the international
companies in the past, it has been and continues to be eroded by the aggressive
posture of the producer governments. Those governments individually or through
OPEC are eliminating equity oil interests, creating larger buy-back and auction
markets for governmentally owned crude, restricting output to maintain buy-
back and auction prices, raising producer country taxes and working toward a
single price for crude that will isolate and limit the companies' margin of
profit. In the aggregate such policies are reducing the international companies
to the status of suppliers of technology and managerial skills within the
producing countries, and forcing them to compete more intensely with inde-
pendents and governmentally owned companies in international wholesaling,
refining and marketing operations. Thus it is now easier than before for regula-
tion to create a situation in which it is no longer profitable for the companies
to do business on the terms set by the regulatory authority.

The experience in France illustrates the problems of maintaining a price
ceiling for imported oil products in the face of high prices fixed by the producing
countries. In early 1974, France's CFP estimated that the average cost of
Persian Gulf crude to -the companies was 85 percent of posted price. But the
sales of this crude in France brought only an average of 70-75 percent of posted
price. Thus, in effect the importing companies were required to subsidize con-
sumption. In the summer of 1974 the companies were losing 70-80 francs per
ton of refined oil. Consequently, the companies warned they would soon cease
importing crude into France. The French Government countered with promises
of future retroactive price increases which would allow the companies to recoup
at least part of their losses. Similarly, in 1974 when ceiling prices in Belgium
for petroleum products failed to rise enough to meet the increased costs 'of
crude, companies ceased imports into that country.

If the United States attempts to impose a -price ceiling with mandatory
delivery quotas under circumstances where the producer countries are keep-
ing crude prices near that ceiling, the delivery quotas will predictably become
unenforceable, except by very drastic means, and the ultimate effect will be a
boycott of foreign crude unintentionally enforced by the U.S. Government.

S. Establishment of a national system to limit petroleum imports
In addition-to the concept of regulating import prices, a direct way of attacking

the problem of large aggregate payments for foreign oil is to impose an absolute
limit on imports of crude and/or refined products. Such a limitation may take
the form of a ceiling on the quantity of imports or the aggregate payments for
imports.

Neither ceiling will directly prevent oil exporters from raising the unit price
and further reducing production to take the slack out of the market. If unit
*prices rise, an importing country with a quantity ceiling will spend- more
for imported oil than had been planned, whereas an importing country with
an aggregate payments ceiling will -obtain less imports than had been planned.
'The choice between the two depends upon which Is judged to be more detri-
mental: the impact on balance of payments of a higher oil bill or the impact on
the economy of a larger quantitative shortfall. In either case, the importing
country's immediate objective is to. force a limitation or reduction in its foreign
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payments at current price levels, and its longer term objective is to exert
downward pressure on price by a limitation or reduction in aggregate demand.
The price and quantity limitations can, of course, be combined by denominating
a range of acceptable unit values or simply by the use of domestic price controls.

Allooation.-In any event, import limitation systems first raise the problem
of allocation of limited import opportunities among importers of foreign petro-
leum. There are two basic approaches to such allocations:

1. Allocation solely by reference to present market shares. This would es-
sentially preserve the present proportionate market shares of oil producers by
allowing them to import quantities or values proportional to what they imported
during some selected base period.

2. Allocation solely by auction, that is, by selling the right to import given
quantities or values of oil.

Allocation according to present market shares would probably evoke the least
opposition from the oil industry, since its impact on any given company is
known in advance for any given import ceiling and since present importers may
be expected to be more concerned about their present market shares than pro-
spective importers about their potential ones. Moreover, the market shares of
present small importers would be protected. Also, it is arguable that the risk of
disruption to normal channels of supply and the consequent aggravation of the
effects of a shortage would be minimized if proportionate existing import market
shares were preserved. Federal Energy Administration allocations have gen-
erally followed the concept of proportionate historical market shares which is
probably the least controversial of those which could be devised. The system,
however, presents potential newcomers to the market with a serious handicap.

The advantages of an auction method are quite different. First, it would allow
the market to decide which import terms are the most economical.

Second, the auction method offers the possibility of weakening to some extent
the connection between certain oil exporting nations and their present share of
the U.S. market. No producing country would be guaranteed a secure share of the
American market through the integrated structure of the company buying its
crude at the wellhead, since that share could be bid away by other would-be
importers. This would enhance whatever tendency there may be toward price
competition among producer countries. At the same time, companies might well
feel less secure with this system, fearing both the loss of rights to import and
possible retaliatory moves by exporting countries.

A variety of auction plans can be designed, but a system of secret, sealed
bidding would probably be most likely to induce producing governments to
eventually compete for larger shares of the U.S. market. The U.S. Government
could offer import tickets to the bidder who offered the most oil for a fixed dollar
amount or who offered to pay the highest fee for the right to import a fixed
quantity of oil.

Initially, the bidders would likely be the private oil companies, but eventually
producer governments or their oil companies, attempting to market oil in the
United States directly, might bid to avoid being forced either to buy import
tickets from other holders or lose their access to the U.S. market. Proponents of
the auction scheme believe that competition among the producer governments
might eventually lower world prices. In the short-term, however, it is probable
that those governments would either boycott the auction or would advance
identical bids.

Once the quantities of petroleum to be imported had been determined, the
U.S. Government would have to decide on the proper method of distributing these
supplies among potential domestic customers. This could be done either by in-
creasing the price paid by the consumer (but not allowing the increase to accrue
to the foreign oil producer) or by the imposition of rationing at some point in the
distribution chain.

Tariff.-A system of import limitations could be effectively used by the U.S.
Government not only to increase the potential for competition among oil produc-
ing nations, but also to provide so-called "downside risk" guarantees to encour-
age long-term domestic energy investments. Under such a program, Federal
authorities would guarantee a domestic price floor for the next 10-20 years,
pledging use of tariffs or quota controls to protect U.S. energy prices if world
prices fall. Oil companies would probably feel most secure with a tariff designed
specifically to maintain a given price floor for all imported oil.

The existing tariff (import fee) is a minor incentive to domestic production
of crude oil and refining. A tariff causes domestic prices to be higher than foreign
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prices by the amount of the tariff whenever imports are necessary to meet part
of domestic demand, assuming that there is no interference in the market
mechanism. At the present time there is an interference in the market by gov-
ernmental regulations administered by FEA. Where foreign prices are lower
than domestic, the tariff can simply close the gap. Where the two prices are
initially equal, the tariff will cause domestic prices to rise.

One possible means of lowering U.S. oil consumption and dependence would
be to impose a substantial tariff on crude and products. Under 1974 conditions
the effects would include a substantial stimulation of domestic exploration and
production. On the other hand, profits are presently high and exploration is typi-
cally constrained by equipment shortages, not lack of incentive.

Another effect of a tariff would be that product prices would be. increased,
leading to the lower consumption of petroleum. This has favorable balance of
payments effects and environmental benefits, similar in most respects to a tax on
gasoline or crude. To fully evaluate their impact, these benefits must however
be weighed against the losses in GNP and employment. Such costs rise very
rapidly and could swamp the anticipated benefits of two vigorous a conservation
effort.

The costs of imports do not include the cost to the nation as a whole of de-
pendency on foreign sources because oil from secure sources brings no market
premium. By levying a tariff equal to the cost of an oil reserve storage system, Im-
ports can be used to pay the cost of the storage system. This is only one of sev-
eral means by which security stocks could be financed.

Thus, import tariffs could reduce demand for imports, increase domestic
production, and finance a reserve storage system. Care must be taken to account
for their GNP and employment costs, however.

4. Regulation of all iignificont foreign supply arrangements
The option of increasing U.S. Government regulation of foreign supply ar-

rangements stems from a recognition that the U.S. Government has exercised
virtually no control, except for the former import quota system, over the purchase
of foreign petroleum by U.S. companies, even though that commodity is America's'
largest and most essential import and the economic consequences of its price are
of vital concern to the national economy. Basically two types of regulation have
been suggested:

1. The review of foreign supply arrangements through greater disclosure; and
2. The control of foreign supply arrangements through a power to review and

approve contracts or negotiating terms.
At the outset the question arises as to the scope of "foreign supply arrange-

ments." It seems clear that at the very least major producer country supply or
"upstream" arrangements would be included in light of their direct impact upon a
number of national policy objectives. A case can also be made that domestic
investments by foreign governments or corporations owned by them in U.S.
marketing or other "downstream" operations should also be included. An example
of how this form of arrangement could impact upon domestic supply and establish
a pattern for other arrangements is the recently announced proposal that the
National Iranian Oil Company acquire a fifty percent interest in a large number
of the Shell Oil Company's marketing outlets in the Northeastern United States
in consideration for a long-term purchase arrangement for petroleum products
that would be refined In Iran under a joint venture. Review might also be ex-
tended to oil companies that are partially owned by governments, such as
British Petroleum (formerly 49% and now 70.5% British Government owned
since the takeover of Burmah Oil Co.) and CFP (35% French Government-
owned), particularly where as with CFP their operations are conducted with
the express intent of effectuating governmental petroleum policy. The key
issue here may be whether such companies are subject to influence by the govern-
ments by which they are partially owned in a manner that could be inconsistent
with U.S. public interests. At a minimum, the same questions must be asked
about foreign government interests in commercial ventures as are asked about
U.S. Government participation. The standards applied to the two should be
consistent.

National security and foreign policy objectives might make it appropriate.to
extend the scope of. regulationto,significant foreign "downstream" investments
by U.S. companies in producer countries. Investments such as refineries or tank-
ers could form a strategic link in the logistical supply web and render consumer
countries more vulnerable to interruption than the existing system.
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In any case administrative considerations dictate that regulation should be
limited to "major" transactions, appropriately defined, or investments of suffi-
cient magnitude by foreign governments.

Disclosure.-The requirement of complete disclosure of foreign supply arrange-
ments is consistent with the recent trend in consuming nations to develop "greater
transparency" in the petroleum industry. This has resulted in broad disclosure
requiremnents in the Federal Energy Administration Act and the transparency
provisions of the recently created International Energy Program ("IEP"). The
European Economic Community ("EEC") has shown an interest in a similar
system. Under the IEP Agreement the participating governments in effect agree
to require the disclosure of the terms of arrangements for "access to major
sources of crude oil." In fact, two industry committees, headed by BP and Exxon,
are currently working with the IEA to develop a broader data base not only to
facilitate emergency sharing arrangements, but also to serve as a reference
for broader policy issues. None of these developments, however, has yet pro-
vided a system to establish the broad informational base that will be required
for the Federal Government to comprehensively assess the impact of a particular
supply arrangement upon U.S. interests.

To implement such a system of disclosure, whether or not in conjunction with
a power of review and approval, petroleum companies operating within the
jurisdiction of the United States could be required to file an abstract for all
appropriate arrangements setting forth essential data such as the parties, term,
price, volume and conditions for interruption. The reviewing agency could have
the authority to request further information or documentation required to assess
the impact upon identified policy objectives.

It might also be desirable, particularly if there were no power of review and
approval, to require that the abstract be filed not less than a stated, but rela-
tively short, period of time before the effective date of the proposed transaction.
The reviewing agency and other relevant agencies of the United States Govern-
ment would then have an opportunity to "jawbone" with the company if an
adverse effect were anticipated. Fears that such a requirement would retard
negotiations with producers could be ameliorated by a summary type of proce-
dure under which required disclosures regarding the scope of proposed negoti-
ations could be filed before negotiations were seriously undertaken. This could
constitute little more than a "flight plan" filing and should not prove to be a
major disruption.

Further transparency would result from requiring complete disclosure of all
documents relating to the negotiations. This could not only include the contracts
themselves but also all prior drafts, memoranda and other related documents.
This requirement would be founded on the belief that the government cannot
determine whether the national interest Is being protected unless It is fully
acquainted with all the details of the negotiation. A disclosure requirement of
this type would essentially be a "fishing expedition" to determine what factors,
apart from the level of price, are of concern to petroleum companies in their
negotiations with producer governments and to what extent these factors are
inconsistent with U.S. national policy. While indiscriminate use of this require-
ment could be burdensome to the industry, if used with discretion it might pro-
vide valuable insight into foreign supply arrangements and establish a very use-
ful informational base.

Although disclosure requirements might uncover valuable data, they raise
problems: First, the quantity of documents disclosed could be very large, depend-
ing on the scope of disclosure required. Production of all of these documents
would not only constitute a burden to the companies but would require substan-
tial administrative machinery in the government to process and analyze them.

Second, 'even the disclosure mechanism could bring about a regulatory delay
through expanded bureaucratic activity and review as happened in the case of
the Securities Act of 1933. The "full disclosure" requirements of that Act have
through the years grown cumulatively Into a very pervasive form of regulation
with considerable delays. To a large extent this has been true also of the re-
porting requirements of the National Environmental Policy Act of 1969
("NEPA"). Any legislation requiring disclosure should be tightly drawn to
minimize this problem.

Third, safeguards would have to be established to maintain the confidentiality
of this information. Its release could be a deterrent to producer governments
desiring to secretly undercut OPEC price levels. On the other hand. much of the
information required would be common knowledge to the international oil com-
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panies and producer governments; a great deal of inside "intelligence" becomes
industry knowledge through publications such as Petroleum, Intelligence Weekly,
Platt's News Service, the Middle East Economic Survey and other sources. Ex-
cept in the case of incomplete transactions, unintended disclosures would prob-
ably have relatively little impact. In any event, the confidentiality problems of a
U.S. agency should be minor in comparison to those of the IEA and the EEC.

Although greater Federal Government involvement in the negotiation of for-
eign supply contracts may be beneficial, disclosure alone could be a useful half-
way step. It does not involve the political costs of a more intensive regulatory
approach to the problem, while providing public assurance that a vital industry
is being scrutinized. Disclosure of preexisting and proposed international supply
arrangements would, however, be an effective component of a review and ap-
proval type of process. In this respect, however, it should be noted that analysis
of the data presented will require a more thorough understanding of the work-
ings of the international petroleum industry than U.S. Government agencies
have traditionally demonstrated.

Review and approval.-The power of an agency of the U.S. Government to
review and approve or disapprove international supply arrangements would be
a more active form of regulation. The purpose would be to safeguard the national
interest by preventing supply arrangements from being made that were deter-
mined to conflict with national objectives.

It would be of vital concern that such governmental review not unreasonably
impede commercial activity. Petroleum is too vital an industry to the world
economy to impair its efficiency by the imposition of a cumbersome bureaucratic
process. Protracted administrative procedures, such as those of the. Federal
Power Commission in its review of foreign LNG contracts, could have disastrous
consequences in the fast-moving world of international 'petroleum. Time is
critical and valuable opportunities could be lost while the wheels of bureaucratic
review were turning. Moreover, the timing problem could be aggravated by
political controversy and the resulting reluctance of the reviewing agency to
make a decision..

Unless there were a clear statutory exemption, NEPA would probably be
applicable and the reviewing authority would be required to prepare an environ-
mental impact statement or assessment regarding all arrangements proposed
to be approved that would have a significant impact on the environment; this
could extend to the environment of the producer country involved. The massive
delays that NEPA-related administrative and judicial proceedings have caused
in energy projects are well-known. The possibility of a judicial review of the
agency decision on the ground that the agency exceeded its authority or other
grounds is yet another potential dampener of commercial activity. The practical
effect of any such delays could be to render U.S. companies substantially less
competitive in the world market. It would appear entirely appropriate, therefore,
to shelter the decision-making process from independent intervention to the
maximum extent practicable on the obvious grounds of national security.

Another problem associated with government review is that, unlike most other
consuming nations, the U.S. Government has made relatively little use of in-
dustry personnel in its decision-making, largely because of widespread public
distrust of such individuals in government. The result may or may not have been
to produce greater "objectivity" in establishing policy, but it has also caused a
fragmentary and incomplete understanding of how the international industry
and market work. The capacity for damage by misguided governmental regula-
tion to the intricate web which channels the flow of investment capital and petro-
leum resources is enormous, and there appears to be an unfortunate under-
estimation of the need for experience and understanding on the part of the gov-
ernment officials to be involved in any new regulatory scheme for international
petroleum affairs.

Even assuming sufficient competence, there remains a problem inherent in
decision-making by any agency which is ultimately responsive to the ebb and
flow of political pressure. There are few decisions which involve greater politi-
cal risk than one which -affects the price which consumers pay for gasoline or
heating fuel. The generally mistrustful attitude of the public toward the oil
industry is another important political element to be reckoned with, as is the
immense power of the large petroleum companies and their thousands of share-
holders. If government review of foreign supply contracts is to work effectively,
the agency involved must be able to act relatively independently of political
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pressure which may trade short-term political gain for long-term effective re-
source management.

Some of the risks of undue political pressure or favoritism may be eliminated
by the promulgation of "objective standards" in the form of regulations. On the
other hand, the complexity of the industry is such as to defy an easy or precise
definition of what is beneficial or not to the national interest. Often an otherwise
acceptable foreign supply arrangement may not be in the national interest simply
because of its timing or precedental impact, the nature of the parties involved,
the general circumstances in the international market beyond the control of the
parties or less directly affected aspects of foreign or domestic policy. In review-
ing such arrangements, it is inevitable that a great -amount of discretion will
have to be given to the agency involved. In view of the crippling effect which
the disapproval of a major supply arrangement may have on a petroleum com-
pany, the width of discretion allowed the administrator in whose hands the
decision is placed may even raise questions of constitutional due process and
the possibility of time-consuming judicial review. The question may be raised,
in fact, as to whether some form of compensation might not be appropriate in
the case of a company whose ability to continue carrying on the petroleum busi-
ness is impaired or destroyed by the Government's disapproval of a major sup-
ply arrangement, particularly a preexisting one being renegotiated at the in-
sistence of a producer government.

The foregoing problems are not necessarily insurmountable, although they do
indicate the costs which this option would necessarily involve. An agency with the
independence of, for example, the Federal Reserve Board, which would be able
to make discreet use of retired industry personnel might be able to muster the
requisite independence and expertise. The timing question could perhaps be re-
solved by imposing a relatively short and mandatory time limit for the agency
to act if it is to disapprove a contract. This type of deadline, together with suffi-
cient disclosure requirements on the companies and an adequate agency staff,
could make speedy decisions possible. It would also seem desirable to provide for
an automatic approval of a proposed arrangement at the expiration of the speci-
fied time period, unless it was disapproved by the agency within that period.

As noted above, the scope of the government review could be quite broad or
include only foreign supply contracts involving imports into the U.S. market.

Judgmental factors.-The costs of government review and approval must be
weighed against the benefits which might be achieved in the implementation of
national objectives. It does not appear that greater U.S. Government involvement
in foreign supply arrangements would give them any greater degree of security
or assure increased crude oil supplies. A case can be made that it raises the
political risk to a producing government considering the breach of a supply con-
tract. but it can also be argued that the indirect presence of the U.S. Government
would make the arrangement more vulnerable to political attack by the producer
countries. The producer governments have shown no high regard for consumer
government interests in supply arrangements as demonstrated by the nationaliza-
tion of British Petroleum in Libya in purported retaliation for Middle Eastern
policies of the British Government and the treatment of CFP and ELF-ERAP in
Algeria. The U.S. interest in arrangements being negotiated could prove, how-
ever, to have a positive influence in that the negotiating company would no longer
be an independent hostage of the producer country. The approval powers of the
U.S. Government could give the company a "fall-back" negotiating position which
the producer country would know the company could not unilaterally change.

The right to disapprove contracts could possibly promote greater security of
supply if used to direct purchases of foreign imports toward more "reliable"
sources and away from producers who are likely to embargo the U.S. for political
ren sons or curtail production. It is questionable whether this usage would improve
the system, however, because the petroleum companies also stand to suffer from
a sudden embargo or production cut, and their decisions on where to invest and
from whom to purchase reflect their on-the-spot assessment of the relative sta-
bility of the sources involved.

It should also be noted that there are very few, if any, fully reliable producer
countries. The United Kingdom with which the United States has a mutually
acknowledged "special relationship" and whose petroleum company, British Pe-
troleum, has very large interests in the Alaskan North Slope and elsewhere in
the United States, is actively considering proposals for North Sea participation
and severe taxation that would seriously affect companies operating in the North
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Sea. The U.K. is also talking of "conserving" its enormous North Sea reserves by
restricting development and has given indications of a possible intention of re-
stricting production to British markets. Norway has an announced policy of
restricting its very large anticipated North Sea production so as to generate only
such revenues as its economy will be able to efficiently absorb. Canada, our
neighbor and largest trading partner, has stated that it intends to curtail all
exports to the United States within the next few years. At the same time, by a
combination of federally imposed price controls, severely restrictve federal income
tax provisions, and dramatically increased royalty rates by the provincial govern-
ments, Canada has abruptly reversed the economic incentives for investment by
U.S. companies and has made supply arrangements to the United States more
expensive and less secure. Mexico has indicated that when it soon achieves export
capacity from Its new discoveries it will follow OPEC pricing practices. Whether
it is the Peoples Republic of China or the Kingdom of Saudi Arabia, there is a
universal intention on the part of exporters today to maximize returns. Insofar
as reliability is concerned there appears to be very little difference between OPEC
members and any other exporting countries.

Moreover, as mentioned earlier, the forcing of U.S. companies away from tra-
ditional supply sources in the interest of security may simply render them un-
competitive in comparison with foreign companies and could result in petroleum
being directed elsewhere. Investments (e.g., European refineries and marketing
outlets) have been made by U.S. companies predicated on particular foreign
supply sources. To require these companies, many of which serve largely foreign
markets in any case, to seek other sources could be very costly to them.

It must be constantly remembered in considering this option that the review
and approval powers of the Federal Government could be very easily used in a
way that would be punitively damaging to the U.S. companies without in any
way improving the stability or cost of international sources of supply. On the
other hand, it is clear also that it would effect a very basic political benefit: that
of establishing the confidence in the public that international supply arrange-
ments by U.S. companies are being made in a way that will not conflict with
U.S. national interests. With due regard to the very political nature of interna-
tional supply arrangements, this consideration alone could outweigh the very
substantial economic costs involved.

Some see governmental review of foreign supply arrangements positively
affecting prices for foreign crude. In analyzing this concept two basic types of
price problems should be distinguished. The first is the transaction in which a
buyer or off-taker agrees to a price which, although it may be favorable to him
results in a higher level of world prices, or otherwise has a strong adverse prece-
dental impact on world pricing. The second problem is the current level of
world petroleum prices itself, which is widely believed in the consuming world to
be too high.

Control of precedental transactions.-There are in turn two examples of pre-
cedental individual transactions. First, a company may be willing to pay a higher
price on one purchase of petroleum in order to protect a preferential position
on supply or price. An interesting agreement to look at is the Kuwait/Gulf-BP
contract of 1974. Under its terms, Gulf and BP agreed to increase the price paid
for buy-back oil from 93% to 94.85% of posted price. Because of the "most
favored nation" provision of Persian Gulf contracts, all other producers in the
Gulf could now charge 94.85% of posted price on buy-back oil. Accordingly, the
cost of a composite barrel of oil to other offtakers was now higher, and there-
fore, assuming this increase was passed through, consumers paid more as well.

In fact, however, Kuwait gave a premium to Gulf and BP because they were
not required to buy all of the more expensive buy-back oil. Thus while Aramco
offtakers' had 60% of the more expensive buy-back oil in its composite barrel of
oil, the share for Gulf and BP was only 40%. For Gulf and BP, this was very
good, but for the others it created a precedent which raised the cost of oil. Abn
Dhabi later gave a similar concession to its offtakers whereby a composite bar-
rel of oil had 50% buy-back oil, but the downward portion of the price precedent
did not hold. The increase to 94.85% of posted price held.

Gulf and BP made a good deal for their stockholders. To have refused the
Kuwaiti terms would have jeopardized their preferred access. The example illus-
trates how the companies under current OPEC dominated markets are whip-
sawed. Because the price of oil has become a political matter no company can
hope to address it alone, nor can an individual company be expected to penalize
its stockholders in pursuit of still inchoate policy goals of the U.S. Government.
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The second situation occurs in times of short supply when small purchasers,
often utilities and other consumers, find their previous sources of supply inse-
cure and are forced out on the world market seeking supplies at any price. The
"bidding up" of prices on spot cargoes and small direct purchases as a result of
the desperation produced by short supply was a common phenomenon during the
recent oil crisis. Both of these situations may be equally detrimental to the ulti-
mate consumer.

Producing nations have a generalized concept of the "fair value" of their petro-
leum. This notion affects what they consider their minimum acceptable price level.
When companies, protecting a preferential position or attempting to secure some
source of supply, are willing to pay substantially more than other purchasers, pro-
ducing governments often interpret this as an indication that the current price is
too low. In addition, as was learned in the negotiations of 1970-71 and subse-
quently, if one producer government decides to raise its prices, the others may be
expected to follow suit. Under -the "most favored nations clause" found in Persian
Gulf supply contracts, for example, a higher price paid by a company to one pro-
ducer government to maintain a company's access to cheaper equity crude will
give the other producer governments the right to the same price from purchasers
of its crude. Thus the precedental significance of individual supply arrangements
is very important. Every major supply contract has some effect upon subsequent
contracts both in that country and elsewhere.

A government right of review would be unlikely to have substantial effect
upon the bidding up of prices during an embargo or other short-term supply in-
terruption. The quantities involved in most of these purchases are generally small
and, although the producing governments will often attach considerable impor-
tance to them, the benefit derived from regulating them would not justify the
enormous cost. An alternative form of regulation would be an across the board
price ceiling on imports, as discussed in an earlier section of this Study. Neither a
power of disapproval nor a price ceiling, however, will fully solve the price prob-
lem. If the interruption of supply is sufficient to drive small U.S. purchasers onto
the world market, it will have a similar effect upon purchasers in other consuming
nations. This was the case during the recent embargo. If not restrained by their
respective governments, these purchasers will be queuing up to take the place of
any U.S. purchaser whose contract has been disapproved by the U.S. Government.
The result would be a self-inflicted compounding of the shortage in the U.S., with
the huge costs attendant to losses in employment and GNP, while non-U.S. pur-
chasers continue to exert the same escalating effect upon world prices.

A better way to deal with the bidding up of spot prices during an interruption
of supply would be a price ceiling imposed in conjunction with other consuming
nations, such as through the IEA. By such cooperative efforts, the incentives for
purchasers to bid up prices would be greatly reduced. The major problem, of
course, would be that if supply is sufficiently short, the countries participating
might have to endure substantial shortfalls in their supply and the resulting eco-
nomic impact. This would severely strain what would essentially be a consumer
cartel. Under existing conditions it seems unlikely that it could survive.

The supply contracts in which a higher price is paid to maintain a preferred
position are more susceptible to control under a scheme of government review and
approval. These arrangements are, as a rule, much larger and their precedental
impact is accordingly greater. For example, negotiations between any of the
major multinational companies and their Persian Gulf host governments will be
watched with keen interest by the entire petroleum world.

A preferential price or access is something to which both the company and the
producer governments attach value. Accordingly, if U.S. Government disapproval
were to cause a company to lose its position, that could result in economic condi-
tions contrary to the national interest. If no other companies were willing or able
to take its place, the producer would have to sell at a single price to all purchasers
which, according to some, would make it harder for OPEC nations to maintain
their cartel-like unity because of covert and indirect price cuts.

If the U.S. Government structured its review so as to apply only to crude
destined for the U.S. market, the companies, valuing their preferred position
and seeking to be able to maintain it, would adjust their distribution network as
to avoid bringing themselves within the web of U.S. regulation. They would,
accordingly, seek to sell petroleum purchased under such agreements to non-
U.S. markets. but the precedental impact of such agreements would remain and
would have the same escalating effect on the price of other crude, some of which
would be destined for the U.S. market.
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Should a company be unable to sell Its crude elsewhere and be forced to give
up its preferential position, it is likely that companies from other consuming.
nations would be willing to take its place. Thus, there would be a transfer of
preferential positions from U.S. to non-U.S. companies with no effect upon
world price levels. The U.S. Government, then, has limited ability to unilaterally
prevent the adverse precedental effects paid for preference of access; it can only
affect which companies are paying.

If, however, consumer nation cooperation were sufficiently advanced so that
other consuming governments could and would prevent their companies from
seeking the preferential positions abandoned by U.S. companies, and vice versa,
the action of the U.S. Government would be much more effective in controlling
the price problems attributable to payments for preferential positions. Without
such cooperation, the U.S. Government is engaged in a questionable activity if
it is depriving U.S. firms of their advantages only to have foreign firms assume
them. The essential element, however, is the requisite degree of consumer nation
cooperation and not the unilateral action of the U.S. Government. Moreover,
such cooperation under the IEP or otherwise does not appear to have developed
to the necessary extent and the refusal of any major consuming nation to co-
operate would be fatal to. the implementation of this concept.

If the U.S. Government chose to impose this regulatory scheme on all pur-
chases by U.S. companies abroad, the result would be similar. A large portion of
Western Europe's petroleum and three-quarters of Japan's are provided by the
international supply web of the U.S. companies. To our allies in Western Europe
and Japan, the smooth functioning of this network is of critical importance.
If the U.S. Government were to attempt to regulate the purchase of Middle
Eastern and North African petroleum for consumption outside the United States,
by seizing upon the "citizenship" of the intermediary companies, it could
seriously prejudice the ability of those companies to perform their function as.
an international conduit of energy and have an adverse impact on U.S. foreign
relations.

Although five of the seven majors which deliver most of the petroleum supply
to Japan and Europe are incorporated in the United States, they are multina-
tional corporations in the broadest sense of the word. Their "citizenship" is
American, but the multinational corporations are inv6lved in a number of dif-
ferent countries and owe legitimate obligations to each of them. Their recogni-
tion of these obligations was revealed by their conduct during the recent em-
bargo in which they rerouted shipments so as to spread the burden of the short-
age rather evenly among their many multinational customers.

These companies operate under an international patchwork made up of the
regulations of each country with which they are connected. This presents no
problem as long as one nation does not seek to regulate the company in a man-
ner inconsistent with regulation by the others. When, however, a single nation
attachs decisive significance to the particular connection between it and a com-
pany, to the exclusion of other involved nations, in order to justify a system of
regulation which reaches beyond its territorial boundaries, the viability of the
whole concept of a multinatiinal corporation is in danger. Such companies may
be expected to seek to evade that country's jurisdiction by the use if foreign
subsidiaries.

While some of the recent criticism of multinational corporations within the
United Nations and elsewhere may have merit, any substantial abridgment of
their logistical and managerial functions in international petroleum could have
a crippling effect upon the world economy. In addition, it is an error to assume
that these companies can be easily replaced.

Unless done in close coordination with other consumers the attempt by the
U.S. Government to review its companies' foreign purchases arrangements, in-
cluding supplies destined for other markets, would evoke grave concern on the
part of other consuming nations. While basically in accord with the United
States on broad matters of energy policy, most other consuming nations are very
aware of their greater vulnerability to the economic weapons of oil producers
and are sometimes concerned by the approach to these nations taken by the
United States. Accordingly, they may be apprehensive of any action which would
link their supply of energy to the political decisions of the U.S. Govern-
ment, and these nations would quickly begin seeking their own sources of sup-
ply, free of possible U.S. Government interference. These efforts might, in turn,
have an escalating effect upon prices. At a minimum, they would enforce the-
tendency to replace the present companies with national companies.
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On the other hand, if there is logie in the regulatory concept, it should ex-
tend to the maximum number of relevant supply arrangements made by U.S.
companies, including those made to supply foreign markets. This would maxi-
mize the control and presence of the U.S. Government, develop an informational
base regarding the relationships between U.S. and foreign markets, and limit
avoidance of the regulatory scheme by the use of the foreign market loophole.
Similarly, it would seem logical to exert the maximum amount of pressure to
discourage arrangements being made by foreign companies because of any com-
petitive advantage over the U.S. companies created by the new system. There are
abundant ties which the companies of certain of the consumer countries have
with the United States which would serve as an appropriate nexus for regula-
tion also. This approach would inevitably lead to a much greater U.S. Govern-
ment involvement in the negotiation of international supply arrangements. _

Regulation to affect world price levels.-The second possible use of review
and approval would be as a device to achieve lower prices. In this case. supply
arrangements would be disapproved, not because the price was out of line with
current levels, but as part of a strategy for lowering these levels. Its success
would depend on how badly the producing country needed the U.S. imarket of
purchases by U.S. companies. Under existing market conditions, it is doubtful
that much could be accomplished. Even with current worldwide softness of
demand, if other consumers were not forthcoming to purchase the supply re-
fused by U.S. companies, the existing level of prices could probably be main-
tained by appropriate production cuts on the part of the producing government.

If the U.S. Government's disapproval of contracts at existing price levels
were invoked in conjunction with a coordinated policy of consumer cooperation,
the chances of producing an impact on price would be greater. The strategy
most calculated to have an effect would be the disapproval of contracts from
one or two selected producers whose national requirements make a reasonably
steady flow of revenue -a matter of great importance. If the U.S. Government
disallowed further purchases of this country's crude (and other consumers either
did likewise or declined to fill the void), the resulting necessity of shutting in
production could become very costly to that country. It should be noted, however,
that the most vulnerable producer countries (such as Indonesia and Nigeria)
are nations which we would not wish to isolate. This format of consumer nation
cooperation would be materially assisted by a "safety net" form of cooperation
among the companies which would assure those affected by such regulation of
other sources of supply.

Whether, however, the U.S. would endure a self-imposed embargo of any size
is doubtful, considering the political impact of the resulting decline in economic
activity and high unemployment. This cost could be avoided if the U.S. were
able to cover the shortfall with purchases from other producing countries.
OPEC would, however, undoubtedly immediately recognize that the strategy
constitutes an attempt to "pick off" its most vulnerable producers. Like the com-
panies, the producers may have learned from the Libyan negotiations that the
strength of the group can only be maintained by protecting the weakest of the
members. The obivous OPEC response would be fore the residual producers to
make cuts in their production equal to the shortfall caused by U.S. refusal to
purchase from the producers it seeks to isolate. It might be able to ease the
situation by spreading the shortfall among other consuming nations, but this
could be countered by further production cuts. Thus, if the residual suppliers
were willing to play their part, they could check any such consumer strategy
under current market conditions by converting it into a standoff situation in
which consumers, who are more vulnerable, would probably lose.

The success of any strategy to reduce world price by disapproving selected
contracts-whether by the U.S. Government unilaterally or by consuming nations
collectively-depends upon the ability of OPEC to recognize the challenge and
the willingness of the residual producers to shoulder their burden in order to
maintain OPEC unity. Since producing nations owe much of their recent eco-
nomic and political strength to the unity of OPEC, it would be very unlikely that
they would fail to respond to such a clear political confrontation by consuming
nations. The willingness of OPEC producers to unilaterally cut production in
order to maintain OPEC unity has already been amply demonstrated by the
actions of a number of OPEC members. In fact, the political climate, both do-
mestically and internationally, would make it virtually impossible for any OPEC
member not to vigorously respond to this threat.
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Conclusion8.-At a minimum it appears necessary for the U.S. Government
to obtain information regarding international supply arrangements directly
affecting U.S. supply from comipanies operating in the United States, which would
include both U.S. and foreign companies. In addition, it may also be desirable
to obtain such information regarding petroleum-related investments in the United
States by foreign governments and corporations, wholly or partially govern-
mentally owned, which materially affect U.S. supplies, or other considerations of
national interest, including national security and foreign relations. It may also
be desirable to have information regarding certain forms of foreign downstream
investments which could impact upon U.S. supply.

There will be a clear need to narrow the quantity of information required to
that which is the most relevant and material. There can be little question, how-
ever, that this informational base is necessary and desirable in the important
area of evaluating United States policy and formulating governmental policy
and action in international petroleum affairs.

The disclosure requirements could serve as a springboard for broadly based
administrative action by the agency involved which could effectively convert the
process to a more onerous and time consuming form of regulation as was done
in the case of the disclosure requirements of the Securities Act of 1933, -and in a
sense also in the reporting requirements of NEPA. The potential regulatory
character of a disclosure statute poses both the issue of how the legislation au-
thorizing it can be limited to the disclosure function and whether practically it
should be. If the present situation is one that realistically requires the involve-
ment of the Federal Government the question goes logically to the best form of
that involvement. It serves little to.either the Administration or the Congress to
permit a system to grow by accretion through ad hoc administrative actions.

A much more serious question is presented by the review and approval method
of regulation. The rules regarding disclosure could develop into a more broadly
lbased regulatory format, but it would probably take a substantial period of time.
The review and approval concept, however, could cause severe and immediate
disallocations within the international supply system unless used with great care
and sensitivity by the responsible agency. The direct cost of creating an appro-
priate Executive Branch monitoring capability could be quite significant because
.of the sophistication that would be required in its personnel and the extent to
which its regulatory functions would carry. The indirect costs of the system could
be much greater and potentially could be very disruptive of the national and
international economy. If the energy supply to the United States and/or the
rest of the world that is served by the regulated companies were materially im-
paired because of the unwise operation of the system, the economic consequences
could be large.

On the other hand, it is very true that events in global petroleum affairs have
drastically changed the traditional system of supply, demand and distribution
and that the oil companies today are relatively powerless in dealing with pro-
ducer countries. The basic question then is whether the United States presence
should be, even if only indirectly, interjected into international petroleum ar-
rangements affecting U.S. supply and other identified national interests. The
question is a highly political one and this consideration is emphasized by the
fact that predictably under prevailing conditions, the selection of this option
would have little direct impact on.domestic petroleum prices, at least in the
short term. On the other hand, it does provide both a window and a potential
lever of the Federal Government in international petroleum affairs which could
prove to be of great benefit. If consumer nation cooperation is increased, if
the world petroleum supply base is broadened, if consumer nations develop
a strong program of conservation and utilization of alternate energy supplies,
if safety net arrangements could be established for important strategic areas,
then this regulatory format In the U.S. and other important consuming countries
could have a strong impact on world pricing and -the OPEC cartel.

The oil industry generally and quite strongly opposes this form of regula-
tion, and with good reason in view of its potential for economic disruption.
The day of laissez faire arrangements in international petroleum affairs has,
however, clearly passed. A new role of the U.S. Government in International
petroleum affairs is necessary. This option. particularly in conjunction with
selected other options might establish U.S. Government control points in inter-
national petroleum transactions and restore public confidence that such arrange-
ments are consistent with national policy objectives.



154

5. Creation of a petroleum corporation, fully or partially owned by the
Federal Government, to engage in international activities

There have been recent proposals to create a Federally owned oil and gas
corporation to explore for and develop domestic petroleum resources, particularly
those owned by the Federal Government. The rationale given for this concept
is that such a corporation could serve as a "yardstick" by. which to measure
the performance of U.S. private corporations and also to facilitate the develop-
ment of higher risk areas such as the Outer Continental Shelf. These are, how-
ever, essentially domestic concerns and beyond the scope of this Study.

In the context of international petroleum arrangements the concept of an oil
company wholly or partially owned by the Federal Government has viability
largely as a means through which the Federal Government could assert its
presence in such arrangements. This option has been given impetus by the
increasing presence in international petroleum affairs today of both producer
and consumer government-owned companies.

At the outset it should be emphasized that if a precept of a Federally owned
international oil company is that it is to serve as a "yardstick," it can do so
only if it is in all material respects similar to a private company: if it has no
special advantages and no competitive handicaps vis-a-vis privately owned
companies. If the Federally owned corporation is in fact comparable to the
private company, it may well be in no better position to perform the various
petroleum industry functions than the private companies are.

A number of significant fully or partially government-owned corporations have
been created by consumer governments for such special purposes, largely to
give them secured access to foreign petroleum reserves independent of the U.S.
companies. When the French Government acquired 35% interest in CFP, now the
world's eighth largest oil corporation, it did so "to create a vehicle for realizing
a national oil policy." Notwithstanding this significant governmental influence
(the Secretary of the board of directors is a designate from the Foreign Ministry),
CFP began to conduct its affairs In the same manner as privately owned com-
panies. Because of this it avoided the exploration and development of a number
of areas, including the French-held Sahara Desert and France itself, because
of the magnitude of its proven Middle Eastern reserves. President DeGaulle in
1966, therefore, created ELF-ERAP, a wholly owned government corporation,
to develop these areas. In time even ELF-ERAP, together with its 51% owned
subsidiary Aquitaine, began to drift from Its original mission and today it op-
erates very much in the manner of a private company and is engaged in explora-
tion and development in areas of the world, such as Canada, the United States
and Asia and services markets completely unrelated to those of France.

ENIE wholly owned by the Italian Government, also fits this pattern. While
formed for essentially political purposes, it operates In most respects as does
a private company. The interest of the British Government in British Petroleum,
now 70.5% (since Its very recent acquisition of the 21.5% interest of Burmah
Oil Co.) was originally acquired shortly before World War I in order to provide
the British with secure accesss to Middle Eastern petroleum supplies with the
then paramount thought of servicing the Royal Navy which was just converting
to oil burning engines. While the British Government has two representatives
on the board of directors, it is established governmental policy not to Intervene
in the operations of the company except in the case of national emergency and
the company performs virtually in the same manner as do the other "Seven
Sisters." BP has worldwide supply and marketing arrangements, including
very substantial ones in the United States.

These illustrations point up one basic factor. In order to create a petroleum
corporation, whether privately or governmentally owned, it is necessary to nssem-
ble from the pre-existing industry those with technological and managerial skillls
sufficient to fulfill the assignment. If this is done adequately, the personnel have
simply been acquired from other companies and what has in effect been created
is "just another oil company." This is perhaps justified when a consumer nation
does not have an industry capable of entry into international supply arrange-
ments, but in the case of the United States, private industry has historically
maintained a very broad-based access to foreign supplies. The creation of a gov-
ernmentally owned company would, therefore, seem to be in most respects an
act of redundancy.

In addition, it should be noted that there is in many European countries a
tradition of government-owned enterprises established to accomplish policy ob-
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jectives which in the United States have historically been pursued by the regula-
tion of private industry, such as antitrust laws. While the British Government
acquired British Petroleum in large part because Winston Churchill, then the
First Lord of the Admiralty, feared the monopolistic power of the Standard
Oil Trust, the U.S. Government broke it pursuant to our antitrust laws. Thus,
although logically one might propose that the U.S. create a governmentally
owned corporation to cope with problems in the oil industry, such logic would
probably apply with equal force to various other industries (such as automobiles,
steel, and airlines) in which the governmentally owned company approach has
been rejected, if ever seriously considered.

The governmentally owned oil cororations of producer countries, such as
Petromin (Saudi Arabia), National Iranian Oil Company, Pertamina (Indo-
nesia), and CVP (Venezuela), do not serve as useful precedent in evaluating
this option. They are in large part simply an extension of the: government and
with very few exceptions lack the expertise, technological skills and managerial
competence that is necessary in order to perform the obligations required in
international petroleum arrangements. With few exceptions also this type of
corporation has been found to be grossly inefficient when gauged by the stand-
ards of private petroleum companies.

The record of inefficiency is not confined to companies of producer countries.
This has been the pattern elsewhere (most of the government corporations of
consumer countries examined have been heavily subsidized) and it is likely in
the case of the United States, perhaps even more so with due regard to our
relative lack of familiarity with this type of system. Government corporations
are responsive to political pressures that are wholly unrelated to economic
aspects of their mission, and this breeds inefficiency.

The research performed in connection with the Study yielded no evidence that
any existing governmental corporation is more efficient than private enterprise,
although there were suggestions that the Tennessee Valley Authority ("TVA")
may be no less efficient, despite its clear record of subsidization. There was a
uniform record of opposition to this concept by the industry and certain of the
public interest groups surveyed. The latter expressed the view that govern-
mental corporations are less accountable to the public than private ones, citing
the TVA posture on environmental matters. There is a danger that any such
inefficiency could result in upward pressure on market prices if the government
corporation was big enough to have a significant share of the oil market, unless
the inefficiencies were subsidized by unrelated Federal revenues.

The United States could, of course, acquire a substantial or controlling interest
in an existing company in much the same way that the British and French
Governments did with respect to British Petroleum and CFP. As has been seen,
however, these companies have functioned basically as have other private com-
panies, and it is very questionable whether any public purpose would be served
thereby with the possible exception of having greater transparency to the gov-
ernment of the operation of the industry through representation on the com-
pany's board of directors. The ambiguity inherent in this type of business organi-
zation with its potential conflicts between private and public interests, however,
make this proposal a particularly novel- one for the United States. Typically, in
this country the distinctions between business and government have been much
more clearcut and formalized than this type of arrangement would permit.
Moreover, a very basic question is presented: if this type of arrangement is
appropriate for the petroleum industry, why is it not appropriate for other
industries having strategic value to the United States? Thoughtful industry
regulation, rather than acquisition, seems much more in keeping with the Ameri-
can system.

Other possible disadvantages of a governmental oil corporation include the
possibility of a government-to-government confrontation growing out of the
corporation's activities. While it is clear that these international companies do
not act as the "poltical buffer" that perhaps they once did, they nevertheless do
not present the type of consumer government presence in producer countries
Ahat a governmentally owned corporation would. As noted earlier, such countries
have not hesitated to use even partial governmental ownership as a basis for
attacking the company to protest the policies of Its government.

Ea.ploration and production from, foreign reserves.-Internationally, a govern-
mentally' owned corporation might explore in areas abroad where because of
risk or cost private companies have been unwilling or unable to go, but where
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for reasons of security of supply the nation as a whole would benefit from possi-
ble discoveries, presumably in relatively "reliable" areas. As noted earlier, how-
ever, there are very few areas of the world that can be considered "reliable"
today.

Further, it is doubtful that production agreements between host governments
and companies owned by consumer nation governments are any more secure.
Such agreements have been unilaterally altered or abrogated by producing coun-
tries in the same manner as agreements with privately owned companies.

Importing.-A governmentally owned corporation might be given either exclu-
sive or nonexclusive rights to import oil for U.S. markets. Making the govern-
ment corporation the exclusive importer of oil would be one means of imple-
mienting a policy of total government authority over imports, as discussed in the
limitation of imports section. Such a corporation might be used as an instrument
to enforce national import policies, includng favorng certain sources of supply
over others, Imiting the aggregate amount of oil imported or the price paid per
unit, or generally reducing upstream competition among buyers of producer
country oil. None of such possible policies, however, would appear to require the
creation of a governmentally owned corporation to participate actively in indus-
try functions. All could be achieved by a variety of more conventional means.
such as regulation, taxation, and subsidization of existing privately owned
companies.

If such a corporation were formed, the government-imported oil, could be
disposed of by sales on the open market to refiners and wholesalers, by alloca-
tion to specific refiners, wholesalers or users, or by any combination of sale and
allocation. In any case, the government corporation would be under severe pres-
sure to use a form of marketing that would assure continuity of supplies and
price at least roughly comparable to that provided by ordinary commercial trans-
actions. This constraint would limit the freedom of the government company to
deal with producing country governments in ways that depart significantly from
ordinary commercial practices. Either the government company will behave
essentially like a private company or increased costs and disrupted or reduced
supplies will be likely, at least in the short-to-medium term.

As with a governmentally owned exploration and production company, an
exclusive governmentally owned importer might make a deliberate attempt to
shift import sources to relatively "reliable" producer countries, despite some
commercial disadvantages thereby incurred, with the hope of reducing dependence
on less reliable countries. On the other hand, a transaction of this type could
simply reflect the desire of the U.S. Government to augment the income of a
particular power by indirect means, perhaps so as to avoid the need to seek
and defend foreign assistance funds from the Congress. This was the case with
the foreign tax credit and Saudi Arabia in the 1950's. It is not the only example.

Another possible government import policy which transcends immediate com-
mercial rationality would be to diversify import sources among as many oil-
producing countries as possible, on the theory that this will increase the potential
for competition among would-be suppliers to the U.,S. market and make all such
suppliers relatively insecure in their U.S. market shares. The Federal corporation
might attempt to work out long-term import deals with newly emerging oil export-
ing countries such as Mexico, China, Southeast Asian countries, and even the
U.S.S.R., under circumstances where private companies have little or no incen-
tive to do so. The oil so imported could be sold in U.S. markets and would tend
to hold down imports from other sources, including the present leading suppliers
of the United States. Some oil exporting countries may have a strong preference
for dealing on a government-to-government basis through a government-owned
importer. If this preference were so strong that the exporter would refuse to deal
with a private oil company, or would do so only under less favorable terms, then
a government corporation may be justified.

These possible policies, or others that might be devised for a governmentally
owned importing company, may require as long as several years before they bear
substantial fruit. By then. however, the state of the oil mar:et could have changed
drastically, rendering such policies superfluous or even counterproductive.

A governmental corporation with non-exclusive rights to import would face op.
tions and problems similar in most respects to those of a Governmentally owned
exclusive importer, except that it would impinge less radically on the commercial
interest of existing companies. A non-exclusive importing corporation would also
tend to increase competition for supply arrangements. Such increased competi-
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tion is adverse to U.S. national interests to the extent that it helps to strengthen,
the market position of oil exporters. As in the case of the exclusive governmental
company, this company would probably contribute to higher prices. Unless it were
regularly subsidized, a price floor would be set by this company above the level
which competition between commercial, companies would determine.

In light of the above factors, creation .of a governmentally owned importing
company must be regarded as an option with a rather high initial cost and lim-
ited promise of significant long-run benefits.

Petroleum storage.-Storing a strategic reserve of crude is a possible function
for a governmentally owned corporation. The security value to the nation of hav-
ing a relatively large stored reserve of crude is not adequately reflected in the
ordinary oil market within a time span short enough to be of interest to a private
company. There is thus inadequate incentive for private companies to store as
much as would likely be optimal for the welfare of the nation or for consumer
nations generally, as evidenced by the storage requirements of the IEP. For in-
stance, if an embargo could be expected only every 12 years, private companies
would probably not be interested in building up supplies in anticipation thereof,
even if such supplies could be sold at a substantial profit, free from price controls,
when the embargo came.

There are, however, various ways, including tax incentives, to provide private
companies with the motivation to create storage that would be more consistent
with the other aspects of the U.S. system. Thus, it is doubtful that the storage ra-
tionale alone would justify the creation of such a company.

Research.-Government participation in energy research, including pilot proj-
ects in secondary fuel sources is relatively easy to justify. This is the concept
underlying the newly created Energy Research and Development Administration
("ERDA"). The benefits of scientific and technical progress cannot be entirely
captured by the entity making them but quickly become diffused to the entire in-
dustry and the entire society. There are, however, many ways in which the Fed-
eral Government can and does promote research and development besides through
a governmentally owned entity, and the creation of ERDA would seem to render
the question moot.

Finally, creation of a new Federal corporation to do any or all of the above on a
large scale would involve a substantial fiscal outlay. If, for instance, a corpora-
tion were created of a magnitude comparable to a private firm that supplies 3-4
percent of the U.S. petroleum market, it would probably require a net investment
of at least $2 billion.

Conclusion.-Whether viewed economically, functionally or from the stand-
point of the overall public interest, there appears to be no convincing basis under
today's conditions upon which to recommend the creation or acquisition of a
company of which the U.S. Government would be the whole or partial owner to
participate in international petroleum transactions. Undeniably the U.S. Gov-
ernment must have a greater role in international petroleum affairs than it has
had in the past, but this option clearly *appears to present an inefficient, and
potentially counter-productive method of asserting the U.S. presence.
B. Bila~teral/multilateral options

6. Coordination of international supply arrangements through an industry
wide association of consumer country companies

The creation of an international association of petroleum companies, in which
all consumer nation petroleum companies which play a substantial role In the
international petroleum industry would be represented, would be directed to the
objective of maximizing the bargaining leverage of companies in their dealings
with producer governments and expanding the understanding of consumer gov-
ernments of the limits of the companies bargaining position. Although it is widely
understood that the companies are no longer able to effectively bargain with
producer governments on price, full consideration has not been given to the
potential bargaining position of the companies if enhanced by government en-
couraged and coordinated planning and strategy.
* With their control over the transport and downstream marketing of better

than 80% of OPEC's production the companies still have some residue of the
market power which for a half century allowed them to exercise extensive con-
trol over all aspects of the industry, including pricing. Although much of this
power has been eroded by the increased strength of producer governments, some
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of the conditions which contributed to the rapid deterioration of the companies'
bargaining position during the last four years might be countered or emeliorated
in future negotiations. One of these factors was the extreme vulnerability of
certain companies to threats of production cuts or nationalization which thereby
reduced the ability of the companies to maintain a united front. A second im-
portant factor was the shortsighted policies of the United States and other
consuming governments which not only impeded the ability of the companies to
coordinate their 1970-1971 negotiations in Teheran and Tripoli, but actually
undermined their position by making concessions to producer governments at
the diplomatic level.

These two factors combined to render the companies incapable of bargaining
individually and left their attempt at shoring up their position through the
London Policy Group ("LPG") fragmented and ineffectual. (See historical
section.) Although these conditions forever ended the era in which the companies
could dictate price levels to producer governments, they have not completely
nullified the ability of the companies to negotiate price in times of excess world
capacity, provided that consumer governments pursue policies which are suppor-
tive of that end.

To accomplish its objective of improving company bargaining strength, the
association would have to include all consumer nation companies with sizeable
producer country supply arrangements. A precept of the organization would be
full prior disclosure of all proposed supply arrangements, an understanding not
to compete with other companies for certain categories of supply arrangements
and "safety net" agreements to provide some measure of insurance for those
companies which might lose sources of supply as a result of complying with joint
decisions. In most important respects and functions, it would be a recreated and
probably more broadly based LPG. For political appearance as well as ease of
administration, the obligations of the member companies would be on an in-
formal basis, the good faith performance of which would be left to the companies'
respective governments to enforce as they saw fit. For companies with full or
partial governmental ownership this would pose few problems in light of the
high degree of cooperation with government which typifies them. Ways in which
the cooperation of U.S. companies could be secured are discussed below.

The purpose of the association would be to enhance the companies' bargaining
position by the exchange of information, the reduction of upstream competition
and the formulation of affirmative strategies for maximizing downward market
pressure on prices by, for example, shifting purchasing patterns among the com-
panies to focus softness in world demand on selected producer countries. The
association could also develop strategies for inducing producer countries to in-
crease the attractiveness of their crude by such non-price variables as discounts
for quality, transportation or other services rendered by the company, credit
terms, delayed payment of purchase price or acceptance of soft currency.

One advantage of the association would be that it could serve as a device to
channel and direct market forces and consumer leverage in times of long supply
through the relatively low profile and apolitical environment of a large number
of individual commercial transactions. Since much of the beneficial Impact of
focusing softness of demand on the most vulnerable producers could be offset
by the cooperation of the large residual producers in setting up a financial.
"safety net" for OPEC, it is important that any strategy be integrated into the
complex web of commercial activities. The risk cannot, of course, be eliminated,
but it would appear to be much lower than if this strategy were pursued directly
by consumer governments. The dangers inherent in diplomatic confrontation
over price levels may be replaced by the subtler effects of indirect coordination of
supply arrangements so as to maximize the incentive and opportunity of producer
governments to compete.

The U.S. antitrust laws pose a major problem for industry cooperation of
this type. While the vigilant enforcement of these laws in the U.S. market imple-
ments an important national objective, the U.S. Government's concern for
maintaining competition among its companies in the acquisition of foreign
supplies has not only been unappreciated by other consuming nations but has
contributed materially to the inability of these companies to negotiate lower
prices from OPEC governments, a self-acknowledged cartel. The purpose of these
laws is to eliminate the power to take monopolistic or oligopolistic profits but
they have no effect upon the producer cartel faced with competing buyers. Be-
cause the companies are largely only price takers and are generally able to pass
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higher prices on to the consumer, the application of the antitrust laws to their
negotiations with producers has ultimately resulted in higher-prices.

If the industry association is to act effectively, there must be an exemption
from the antitrust laws for coordination of company upstream activities while
at the same time maintaining enforcement of competition downstream. This
division of industry activity for purposes of the antitrust laws is admittedly not
easy, either in theory or in practice. It is, however, essential if companies are
to act in greater concert. The problem could probably be best dealt with by
giving an exemption for association activities subject to continuous review by
a competent -and knowledgeable U.S. Government representative who would be
present at 'all meetings and privy to all communications.

A major problem with this proposal is insuring that once the association is
set up, the companies will use it in the public interest. There is the suspicion
among some observers that the companies are not interested in returning prices
to lower levels. The impact of higher prices has largely been passed on very
profitably to consumers, and as holders of large high-cost inventories, the com-
panies might face very substantial inventory losses if prices fell. While the issue
is unclear, any proposed plan for industry coordination will have to deal with
the possibility that, for whatever reason, the companies may not wish to
cooperate.

Some companies might be reluctant to join in the association for other reasons.
Companies with good relationships with their producing governments, for ex-
ample, might feel that participation would have an unsettling impact. Smaller
independents, who are seeking to increase their share of the International market,
might regard the non-competitive aspects of the association as merely an en-
trenchment of the status quo. To the many companies who have expressed a
belief that prices can only be settled at the diplomatic level, the association may
offer them nothing more for their efforts than an increased risk of antitrust
prosecution.

Requesting the companies to join such an association and to discuss their
foreign supply arrangements or proposed negotiations would probably not pre.
sent a major problem; a substantial number of the companies indicated they
would favor this option. Requiring the companies' participation in the Associa-
tion would probably not be feasible in view of its strategic and planning functions.

Only one who had actually been involved in such an association's meetings and
planning could judge whether all opportunities had been vigorously pursued and
whether the companies had acted in good faith. The best entity to supervise the
performance of the U.S. 'companies would be an agency of the U.S. Government,
acting alone or preferably in cooperation with other consumer governments and
intimately acquainted with the operations of the association. The assignment
would logically fall to the agency given the responsibility for regulating inter-
national supply arrangements (Option No. 4 discussed above). 'The agency
would have to be fully acquainted with the workings of the international petro-
leum industry, be independent of political as well as industry pressure and be
capable of making decisions on very short notice.

.Probably the most credible incentive for cooperation would be to mandate
the designated Federal agency to evaluate the ability and willingness of the com-
panies to use their best efforts to promote lower levels of prices and, after an
initial period of two or three years, to report its findings to Congress and the
nation. If it found that the companies were unable or unwilling to act in further-
ance. of the national interest, the agency could further be required to propose
legislation to correct the situation. If, on the other hand, the agency found, that
the companies were in fact dedicated to working for objectives consistent with
the national interest, the need for greater governmental intervention and regula-
tion might not be present.

In addition to providing an incentive to active company cooperation, the
designated Federal agency could also provide a leadership role. The association
would probably include many companies of differing sizes, types of ownership
and nationality. Their success in achieving substantial breakthroughs on price
would be dependent upon their ability to work and plan in a coordinated fashion.
The agency could provide a central source of guidance and direction, even if
working behind the scenes through a caucus of U.S. companies. The effective-
ness of such indirect leadership would depend upon the ability of the U.S.
Government to secure the cooperation of other consuming nation governments so
necessary to maintain the cohesiveness of the association.
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The success of the association, then, would depend in large part upon the
work of the Federal agency which, by way of summary, might have the following
responsibilities:

(1) To evaluate the ability and willingness of the U.S. companies to negotiate
lower levels of petroleum prices;

(2) To provide positive guidance to the U.S. companies in planning the strategy
of the association;

(3) To coordinate these efforts with relevant agencies of the U.S. Government;
(4) To review and approve or disapprove foreign supply arrangements, assum-

ing such a power is created; and
(5) To report to the President and the Congress after an initial term of two

or three years on its findings with respect to mandate (1) above and, if neces-
sary, to propose legislation which will make companies operating in the United
States more responsive to U.S. national interests.

A risk which should be weighed in the evaluation of this option is that pro-
ducer nations will regard it as an attempt to create a consumer cartel. This risk
is increased by the role which the Federal agency would play in connection with
the association. It should, however, be possible for the agency to act in a suffi-
ciently discreet manner to reduce the risk of a political confrontation by empha-
sizing the fact-finding nature of its mission: an active and participating form of
transparency. Producer countries cannot legitimately object to the desire of
consuming governments to investigate and report on the activities and interests
of their own peroleum companies. Any attempt to enhance consumer leverage
has an inherent risk of confrontation, but this option entails less of a risk because
the actual strategy of the association would be obscured in the context of the
multitude of commercial transactions which constitute the world petroleum
market.

This option is not a panacea for the problems of international petroleum supply
and price. It does, however, have the advantage of relative low cost and a basic
compatibility with other options examined. If the U.S. companies cooperate, this
option could maximize their bargaining leverage in negotiations with producer
governments. Whether or not this option would, in fact, have any effect upon
prices is problematical.

In addition to whatever effect the association might have, the role of the desig-
nated Federal agency would give the U.S. Government a better understanding
of the role of the companies in international petroleum affairs and of their
ability and willingness to negotiate terms consistent with the national interest.
Such knowledge would, if profitably used by the Congress and the Executive,
provide a basis for future action to eliminate such inconsistencies as may exist
between the interests of the companies and of the United States.

7. Bilateral arrangements between the United States and producer gov-
ernments

One of the results of the 1973-74 embargo was an Increased interest on the
part of consuming nations in negotiating bilateral agreements with producer
governments. Such arrangements were not unusual prior to the embargo. but
the current world situation of uncertain supply and high prices has caused these
arrangements to seem even more attractive. There are three primary objectives
which consuming nations have sought to accomplish by the use of bilateral
agreements:

(1) Obtaining greater security of supply;
(2) Cultivating "special relationships" with particular producer nations; and
(3) Improving the consuming nation's balance of payments position.

'To evaluate the effectiveness of bilateral agreements they must be analyzed to
determine the extent to which they are successful in accomplishing one or more
-of these identified objectives.

Insofar as this option pertains to supply, it overlaps to a great extent with
,Option No. 5, that of creating a Federal oil and gas corporation to engage in
international petroleum arrangements. As a matter of practical administration,
a consuming government might seek to negotiate and perform bilateral arrange-
ments through a governmentally owned oil corporation, much for the same reason
that some producer governments choose to deal with foreign purchasers through
a national petroleum company. In terms of analysis, the fact that a government
chooses to act through a governmentally owned company rather than directly
would not appear to materially alter either the benefits or problems which are
identified in this section as associated with governmental negotiations.
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The first objective often sought through a bilateral agreement with a producer-
government is the securing of particular sources of petroleum supplies. Such,
agreements have been an appealing option to consumer nations worried about
possible shortfalls, particularly those highly dependent upon foreign imports.
One of the major bilateral agreements to be negotiated to accomplish security of
supply was the French agreement with Iraq under which CFP was permitted
to retain for ten years its 23.75% share of the former production of IPC. which
Iraq had nationalized in 1972. In addition to guaranteeing a substantial quan-
tity of Iraqi crude for the French market, the agreement also provided for a
reasonably favorable price. The Iraqi Government has, however, recently indi-
cated that the price is to be readjusted to a level generally comparable to the
high prices of "buy-back" crude in the Persian Gulf. More recently, CFP has
begun to renegotiate a June, 1971 supply contract with Algeria. It is estimated
that the renewal of this agreement, together with another negotiated by Elf-
ERAP, will bring approximately 13 million tons of Algerian crude to France in
1975. Although the exact price which the French firms are paying is unknown,
it is generally speculated that the price is somewhat less than the $12.50 per
barrel which third parties are now paying for Algerian crude.

ENI, the Italian national oil company has also been seeking long-term-supply
contracts from a number of Middle Eastern countries, including Iran, Saudi
Arabia and Abu Dhabi. Similarly, during the embargo, the United Kingdom
entered into short-term contracts with producer governments to directly pur-
chase petroleum supplies. In such instances, the consuming nation government
has typically paid a premium for the greater security of a direct purchase in the
form of either a higher price for the petroleum or by making payment in scarce
goods. -In terms of price, therefore, such bilateral arrangements have not been
attractive. Moreover, even if the market goes up and the price becomes a good one,
there is no certainty that the producer government will permit them to enjoy
the benefit of their bargain.

In terms of reliability, it is also questionable whether such arrangements are
more secure. The nationalization of BP's concession in Libya and of Elf-ERAPS
concession in Algeria certainly indicates that at least some producing nations are
not overly impressed by the presence of consumer nation governments. The se-
curity of a government-to-government agreement depends fundamentally upon
the continued friendly relations between the countries involved. When such rela-
tions are poor, the presence of the consumer government will tend, if anything, to
reduce security by inviting the producer government to register its disapproval
of the consumer government's policies by dishonoring- agreements with it. This is
a factor which should be thoroughly considered before a consuming nation with
as high a political profile as the United States enters into bilateral arrangements
in the interest of greater security.

On the other hand, while government-to-government transactions probably have
limited utility in dealing with. the normal sources of supply, the ability of a gov-
ernment to deal directly in petroleum could -be advantageous, particularly if se-
lectively used in a tactical sense to counter certain company or producer country
policies. Serious consideration should be given to granting the Federal agency
that would have regulatory responsibilities under Option No. 5 the power to enter
into short or long-term supply contracts where appropriate and consistent with
identified policy objectives. It could be that the mere existence of this power
would have both a beneficial impact upon the posture of the companies and the
producer governments in making international supply arrangements. For instance,
on a specific basis, this power night be used to negotiate on behalf of U.S. com-
panies where they are unfairly disadvantaged. Alternatively, this power could be
used to test whether or not company negotiations are in fact being conducted in a
fashion consistent with U.S. interests. Finally, it would allow the U.S. Govern-
ment to avail itself of negotiating targets of opportunity not available to private
companies.

A second objective which is often pursued by means of bilateral arrangements
is the cultivation of "special relationships" with producers. A good example of
this type of agreement is the Joint -Statement on Cooperation recently announced
by the United States and Saudi Arabia. The Statement provides that among
other things, the United States will assist Saudi Arabia in its economic develop-
ment programs by joining in the establishing of a Joint Commission- on Economic:
Cooperation and will survey and make recommendations on the modernization of
the Saudi A-rabian armed forces; Similar arrangements have been made between
Iran and Germany for a joint'development commission.
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This type of arrangement is not in reality an agreement but simply a means
of establishing or maintaining relations between producer and consumer countries
that will present economic benefits to both. To the consumer country It affords
an opportunity to support production and supply practices of the producer coun-
try which it deems beneficial and also to redress balance of payments problems
through the sale of goods and services to the producer country. In addition, to the
extent that these elements create stability in the area involved and bring about a
more thorough understanding of common issues and problems, such factors also
contribute to the national security of the United States.

'Such arrangements provide to -the producer country, equally, an opportunity to
maintain contacts with Important consumer governments and acquire goods and
services, particularly military equipment, on advantageous terms. Thus, while
this type of arrangement typically does not deal directly with petroleum supply,
it nevertheless may have a very positive impact upon a number of issues relevant
to producer-consumer country relations, including petroleum supply. Such ar-
rangements could not be expected, however, to have any beneficial effect upon the
Mliddle East political situation.

A similar philosophy seems to lie behind the recent U.S.-U.S.S.R. Agreement
on Cooperation in the Field of Energy. This agreement, signed on June 28, 1974,
establishes a formal "umbrella" under which the two countries can conduct and
expand their scientific and technical cooperation on energy matters. This arrange-
ment, while termed an "agreement," is again purely voluntary, here to establish
the future basis for purely cooperative action. Again, however, it could serve to
have a positive overall impact on basic energy matters. A number of the U.S.
companies have shown interest in Soviet oil and gas projects and have met with a
favorable response by Soviet officials. In constituting part of the detente in which
the United States and the Soviet Union are engaged, the agreement, of course,
implements the U.S. policy objective of national security.

The "special relationship" type of arrangement appears to be more a part of
the process of maintaining viable relations between producer and consumer coun-
tries. While it does have the result of emphasizing the goods and services of the
consumer country in the context of the producer country's purchasing ability,
such arrangements do not appear to encourage unhealthy competition among con-
sumer nations. They are quite low cost and can result in considerable benefits
to both producer and consumer nations. It is quite likely that this type of arrange-
ment will be intricately involved in the more broadly based consumer-producer
negotiations discussed as Option No. 9.

A third objective which may be accomplished through bilateral arrangements
with producers is some relief from the severe impact which current petroleum
prices have had on many consuming nations' balance of payments. Recent price
increases have quadrupled what consumers must now pay for imported petroleum,
and for many of them with a high dependence upon imported energy, the effect
has been a flow of billions of dollars into the treasuries of producer countries.
With their foreign exchange assets badly depleted, many consuming countries
have turned to bilateral agreements as a way of stimulating the purchase of their
goods by producers and thus retrieving petrodollars which will be needed to pay
future oil bills.

The recent French agreement with Iran is a good example of this type of
bilateral agreement. In June of 1974, the two countries signed a $4 billion develop-
ment agreement pursuant to which the Iranians will purchase from France an
assortment of technological goods and services, including five nuclear reactors.
In partial payment of the purchase price, Iran has agreed to make an advance
deposit of $1 billion into the Bank of France. This arrangement will provide badly
needed hard currency for France's acute balance of payments situation. The
agreement does not guarantee France any specific supply of crude, but it does
state that France will be given "consideration" if additional crude supplies be-
come available to the Iranian Government. In this respect, the agreement reflects
the reality that, in today's situation of excess capacity, the problem is not secur-
ing supplies but getting the hard currency to pay for them.

In another bilateral agreement, France has recently contracted with Saudi
Arabia to sell $800 million worth of military equipment. It may also be antici-
pated that substantial purchases by the Saudis of U.S. arms and other goods and
services will come out of the U.S. "special relationship."

While these agreements respond to the desire of consuming nations to sell their
goods and obtain hard currency needed to pay oil bills, there is a danger that as
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the impact of high prices on these nations intensifies, there will be increasing
competition among them to sell their goods and services. In this respect they are
quite different from the "special relationship" type of arrangement discussed
above. Bilateral arrangements aimed at rectifying balance of payments problems
have a devisive potential for encouraging the sort of "begger they neighbor"
policies among consumers which could prove to be costly to all. Nevertheless,
bilateral agreements are not to be presumptively disfavored. Some have provided
remedy for temporary balance of payments problems. In the long term, however,
another solution must be f6und-either in lower prices or through, a mechanism
for recycling-or the pressure toward an unacceptable kind of competition among
consumers will mount.

A fourth and as yet theoretical reason for entering into bilateral agreements
would be a situation in which one or more producing governments indicated a
strong preference for dealing directly with consumer governments rather than
with private companies. Such a preference might arise from'an ideological dis-
taste of private enterprise or, more likely, a desire to deal with purchasers who
can pay for petroleum in arms or other goods and services which cannot readily
be provided by petroleum companies. Some countries, such as Iraq and Venezuela,
have indicated such a preference for direct deals, but in no case has the prefer-
ence become so strong as to approach a blanket refusal to deal with companies.
This being so, there is no reason for consuming nations to pursue such arrange-
ments in the.absence of other advantages.

There are, then, three basic objectives which may be sought by use of bi-
lateral arrangements with producer countries: (1) greater security of supply,
(2) development of "special relationships," and (3) improvement of the consum-
ing nations' balance of payments.

A review of past and current bilateral agreements indicates that they may not
be any more secure than agreements entered into by private companies. While
consumer governments may have a degree of economic and political leverage
not possessed by the companies, recent history seems to demonstrate that pro-
ducer governments have few qualms about unilaterally altering the terms of
their agreements with them. Further, the terms of the arrangements made by
consumer governments appear to have been less advantageous than those cus-
tomarily made by the companies.

Bilateral arrangements which establish "special relationships" between pro-
ducer and consumer countries and which do not contain substantive provisions
regarding supply, price or specified monetary considerations appear to achieve
worthwhile purposes and should probably be encouraged. The working relation-
ships which are sometimes created in this type of arrangement could be very
useful in assisting in the elimination of the confrontation which today exists
between producers and consumers.

-8. Establishment of an international organization to coordinate national
petroleum policy with other importing countries

Probably the most important international forum in which the United States
has in the past attempted to deal with international issues relating to petroleum
is the Organization for Economic Cooperation and Development ("OECD"),
headquartered in Paris. Its membership consists of the developed nations of
Western Europe, North America, Japan and Australia.

The OECD has long been active in the study and multilateral consideration of
energy problems. This work has been done primarily through various energy-
related committees within OEOD; the Oil Committee, the Energy Committee,
the Environment Committee, the Committee for Scientific and Technological
Policy and the Nuclear Energy Agency. The Oil Committee regularly keeps the
oil policies of member countries under review and studies supply and demand
prospects for the OECD areas. It is also responsible for the regular monitoring of
the OECD stockpiling program, originally set up as a consequence of the 1956
Suez Crisis.

Because of major disagreements among leading members, however, and the
unanimity rule of the Council, the OECD did, not adopt internationally coordi-
nated oil policies in, response to the 1973-74 oil embargo. The U.S., therefore,
promoted negotiations among a smaller group (the Energy Coordinating Group,
"ECG" ) beginning in February, 1974, looking toward the establishment of a
permanent or ad hoc organization to coordinate the national petroleum policies
of as many important petroleum importing countries as possible. Ultimately,
plans for a new organization, the International Energy Agency ("IEA") were
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adopted in Brussels on September 21, 1974, by representatives of twelve nations
which consume approximately 80 percent of the world's petroleum supply: the
United States, Japan, Canada, the United Kingdom, the Federal Republic of
Germany, Belgium, the Netherlands, Luxembourg, Italy, Ireland, Denmark, and
Norway.

The Brussels plan, entitled "Agreement on an International Energy Program,"
applied provisionally to all signatories as of November 18, 1974, and is slated to
come into final force upon acceptance, on or before May i, 1975, by six nations.
accounting for at least 60% of the weighted votes. By November 18, it appeared
that of the twelve original members of the ECG, only Norway would not sign
the Agreement. Presently, sixteen nations have become provisional members: all
of the other ECG nations, together with Spain, Sweden, Switzerland, Turkey and
Austria.

The Agreement provides a mechanism by which the participating countries
can spread among themselves the burden of a shortfall in supplies affecting an
individual nation which is selectively embargoed or subjected to any temporary
supply interruption. The plan provides that whenever any signatory country
has its base period total petroleum and product supplies reduced by more than
seven percent. oil sharing measures will automatically come into operation. The
affected country would receive an allocation right equal to the reduction of
total energy consumption in excess of seven percent, and the deficiency would
be made up by other countries proportionate to their respective consumption
levels. Each nation is required to maintain a 60-day (to be increased to 90 day)
supply of petroleum reserves and to have a plan for reducing its oil consumption
in the event of a supply emergency. Each participating country is further re-
quired to prepare and have ready "at all times" a program of "contingent oil
demand restraining measures" enabling it to reduce consumption by an amount
equal to seven percent of its consumption over the latest reported four quarters.

The IEA is to be run by a Governing Board of ministerial-level representa-
tives from each participating country. Decisions are made by vote of members
according to a weighted voting scheme under which each country receives three
"general votes" plus a share of 100 "oil votes" weighted according to the coun-
try's oil consumption. The United States, under this system has about one-third
of the total votes, assuming membership of only the sixteen present provisional
members.

The plan is designed to promote quick decisions by the members in questions
arising in an oil emergency. Once a participating country's supplies have fallen
-more than seven percent below its average daily rate of consumption, the auto-
matic oil-sharing provisions can be stopped only by a vote of ten countries. If the
Secretariat of the IEA makes a finding that an oil emergency has occurred or
is about to occur, the Management Committee and Governing Board are re-
quired to meet promptly to devise means of dealing with it. Various provisions
of the Agreement specify actions that must be taken by these bodies within 4S
or 72 hours.

Besides the oil emergency provisions of the Agreement, there are others de-
signed to promote the international coordination of long-term energy policies to
reduce dependence on imported oil. A Standing Group on Long Term Coopera-
tion, one of four such standing groups, has been created and is required to re-
port to the Management Committee on possible cooperative actions in four major
areas: conservation of energy: development of alternative sources of energy:
energy research and development: and uranium enrichment. The Management
Committee, in turn, will review these reports and recommend proposals to the
Governing Board, which must decide on these proposals by July 1, 1975. The
Agreement is for a term of ten years and thereafter until a majority of the 1EA
Governing Board agrees on its term"ination. Any country may terminate its
participation upon one year's notice.

U.S. policy within the IEA has both a short-term and long-term dimension:
the short-term emergency oil sharing plan and the promotion of long-term in-
ternational cooperation. The long-term policy would involve international co-
ordination to limit aggregate consumption and perhaps even the coordination
of members' negotiations with OPEC.

One of the problems to emerge in the course of negotiations for the oil sharing
plan was that in order for the participating countries to be able to rely oil the
plan and for it to be credible to producers, the operation of the oil-sharing meas-
ures must be essentially automatic. This means that the ability to respond
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flexibly to particular supply interruptions must be sacrificed. If a sudden supply
interruption is merely the signal for the participating countries to begin nego-
tiations on appropriate countermeasures, the plan itself has little or no signifi-
cance either to consumers or exporters. On the. other hand, as some critics of
the plan have pointed out, the automatic feature of the plan could have the
effect of forcing the parties to the Agreement to support one of their number in
a confrontation with producing countries over an issue of little or no importance
to the rest. The principal concern of these critics is American foreign policy
in the Middle East. While other members may have no stake in such U.S. policy,
they at least may derive some security from the oil-sharing plan. Austria, Sweden
and Switzerland have indicated, however, that they would withdraw or suspend
their participation if IEA actions should conflict with their "neutrality." The
very existence of the plan, it can be argued, may well serve the interests of all
IEA members by making the results of an embargo more difficult to predict, and
possibly more costly to some or all of the countries participating in the embargo.

For the companies, the activation of the oil-sharing plan could create severe
problems. Producer countries could order them not to distribute their oil ac-
cording to IEA directives, demanding, for instance, a certificate of final destina-
tion for all oil shipments from their ports. There is also the possibility of a
conflict between the directives of IEA members and those of non-member im-
porting countries. In such a situation, the companies could face loss of produc-
tion, loss of markets or nationalization of their assets in either producing or
consuming nations. Accordingly, oil company questionnaire respondents expressed
mixed opinions as to the desirability of such an oil-sharing plan. The larger,
multinational firms, however, generally endorsed an internationally sanctioned
emergency sharing plan, as long as they would not be saddled with paying the
extraordinary costs which its implementation might entail.

The most important nonparticipant in the Agreement is France. France may
feel reasonably confident, in light of past experience, that it will not be the
direct target of another selective embargo occasioned by a Middle Eastern
crisis. France has also shown an ability to obtain supply commitments through
bilateral deals with producing countries.

France is more oil import dependent than either West Germany or Britain and
is very vulnerable to the impact of high prices. High prices caused the French to
reduce drastically the volume of crude oil purchases it had hoped to make from
the U.S.S.R. in 1974. France suffered a record trade deficit of more than 3
billion francs (U.S. $670 million) in July, 1974, and in September imposed a
ceiling on the aggregate payments for imported oil which will be allowable in
1975. Consequently, France has a strong interest in promoting any collective
consumer action that might reduce oil prices or slow their increase, and its re-
fusal to join the IEA may only reflect the present Administration's reluctance
to divert from the policy of a previous Administration.

The emergency oil-sharing plan, besides functioning to assure, equal distribu-
tion of any shortfall. is also intended to dampen price increases when a shortage
exists or is threatened. The plan eliminates the need and the incentive for coun-
tries to board and bid supplies away from one another, which behavior in the
shortages of 1973-74 aggravated the upward pressure on prices. Because the
plan can thus mitigate the short run impact of supply interruptions on the Inter-
national financial system as well as on the balance of payments of individual
countries, all members (and non-members as well) benefit from coordinated al-
locations. The effect of the plan in time of shortage is very similar to that of a
buyers' cartel for most of the world oil market.

For both the IEA members and the French, then, there Is an Important link
between the oil-sharing plan and long-term coordinated demand limitation or
reduction. The crucial question raised by the creation of the TEA, or any similar
organization, therefore, is whether and under what conditions such inter-
nationally coordinated policies can achieve their ultimate objective-to limit
the impact of an interruption of supply on the international system of trade
and finance.

A successful long-term plan for International limitation of aggregate oil con-
sumption would tend to limit payments to OPEC nations in two ways: first, a
reduction In the quantities of oil consumed would reduce the aggregate amount
paid for oil; second, it could eventually put downward pressure on the price,
hopefully leading both to lower unit prices as well as fewer units consumed. For
reasons which have been discussed earlier, it is very unlikely that a coordinated
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demand reduction policy will create significant downward pressure on world oil
prices in the short term. Whether producing countries take a short-run or long-
run view of the oil markets, there is little evidence to suggest that they will
significantly reduce prices unless much greater oil surpluses develop than can
currently be anticipated. Such surpluses would have to be of a far greater mag-
nitude than demand reduction policies of consuming nations could presently be
expected to create.

As a price reducing strategy, then, internationally coordinated reductions in
aggregate demand must take second place in Importance to the development of
reasonably priced substitute energy sources. Internationally coordinated demand
reduction is important chiefly as a means of reducing balance of payments defi-
cits before they accumulate to the point of a dramatic international credit crisis.
Substantial reductions in demand for OPEC oil, however, sufficient to create
significant downward pressure on the price of that oil, are likely only where
reasonably priced substitute energy sources are available. Producing countries
understand this well.

Support for the IEA and the Agreement which created it Is an Important ele-
ment of our national energy policy. Given the IEA, it may be anticipated that
any broader group or organization, would concern itself primarily with the
problems of the less developed countries, and whatever policies were formed or
implemented would have relatively little impact either on the world oil market
or the international economy of the industrialized nations.

The information gathering functions of the IEA or any similar international
organization could create problems in the handling of sensitive proprietary in-
formation. For example, the companies indicate that data on new exploration
and reserves, if made public, could harm them competitively but appear less con-
cerned about data on long-established reserves and downstream operations.
Article 33 of the Agreement calls for members to make available to the organiza-
tion information regarding:

(a) consumption and supply;
(b) demand restraint measures;
(c) levels of emergency supplies;
(d) availability and utilization of transportation facilities;
(e) current and projected levels of international supply and demand; and
(f) other subjects as decided by the Governing Board, acting by unanimity.
Information would be gathered through the national authority of the respec-

tive members. In theory, no serious problem need exist with these categories of
Information. In practice, it may be doubted whether the U.S. Government now has
the capacity to evaluate and monitor the completeness and accuracy of the in-
formation provided by the companies in these areas. Such capacity did not exist
during the 1973-74 embargo.

There may be some danger that information of this type would be made
available to competitor companies. On the other hand, possibly more sensitive
data on exploration and new reserves appear outside the scope of these categories,
and the unanimity rule under (f) above would give the U.S. veto power over any
possible information "fishing expedition" aimed at U.S. companies. It must be
acknowledged, however, that any data so exchanged could not be expected to
remain unavailable to foreign competitor companies and might also be used by
foreign consumer countries to regulate the companies' operations there.

The IEA has made it clear that there will be extensive and continuing con-
sultation and cooperation with the oil companies. Thus, Industry working groups
have recently met In both London (under BP) and New York (under Exxon)
to make recommendations on data collection requirements. The emergency shar-
ing plan equally envisages a close working relationship between IEA and the oil
companies. In addition, Article 37 of the Agreement requires that the IEA Stand-
ing Group on the Oil Market establish "a permanent framework for consultation"
with the industry.

9. E'stablishment of multilateral negotiations between producing and con-
suming countries

As noted at the outset, an ongoing state of confrontation between producer
and consumer nations exist. The companies do not act as a political buffer in the
confrontation; they merely serve as linkage. The situation is difficult. Modern
trade and the fiscal system have begun to suffer seriously because of the strains
and imbalances placed upon them. In an effort to recycle petrodollars and to
offset balance of trade deficits many consumer countries which are not an attrac-



167

tive opportunity for foreign Investment have been forced into massive borrow-ing, reborrowing and an export race which do little more than keep them justahead of the'juggernaut. The more affluent of the consumer countries are attrac-
tive souurces of Investment for petrodollars and do not have severe balance ofpayment problems. Their resources, too, are being taxed, however, because oftheir efforts to assist the weaker of the consumer nations In providing sufficientresources for them to purchase adequate petroleum supplies. They are thus con-fronted with the dilemma of being asked to loan increasingly greater funds to
countries which are increasingly less able to repay them.

The current 8tatus.-In almost all consuming nations, effect of this financialflow has been to seriously slow economic activity, exhaust foreign exchangeresources and increase government borrowing. If future oil bills are to be paid,substantial additional loans will have to be made to many nations or a funda-mental economic realignment in the world must occur. The foreign exchange
to make such loans is available in the massive surplus petrodollars flowing backinto, consuming nations. Unfortunately, the investment dollars flow to consuming
nations according to their attractiveness as sellers of manufactured goods and
investments. Thus the United States will receive a much greater percentage of
the the petrodollars than nations, such as Italy, which are not as attractive forinvestments and which cannot compete in sales. The problem, then, is to re-cycle the money flowing to the United States and other investment centers backto the needy consuming countries. More important yet, these petrodollars must
eventually be channeled to longer term and more stable investments.

The International Monetary Fund ("IMF") and some of the more affluent
consuming nations have already taken steps to channel currency into the more
hard-hit consuming nations. The amounts which will have to be paid over thenext five years are astronomical, however, and there is a growing awareness
that the nations to whom these loans will be made available are unlikely ever
to repay them.A growing number of observers are coming to the belief that consumer nations
will not have the resources available to solve these problems without the coopera-
tion of the key producer nations, particuarly Saudi Arabia, in either loweringprices or making other financial arrangements. There is a real danger of a fi-
nancial breakdown on an international scale. The U.S. has to date been unable
to deal effectively with this' situation. The assertions by high ranking U.S. offi-cials that prices will fall has only succeeded in lulling many consumers into
believing that the problem will disappear or be minimized in due course. Ayear of intensive interaction and repeated visits by cabinet-level American offi-cials to Saudi Arabia, in the attempt to use that' country to influence OPECpricing, has yet to bear fruit. Various plans, sponsored by the United States
and other consuming nations, to ease the fiscal impact of high prices upon the
less affluent consuming nations having all been attempts to live with the prob-
lem rather than solve it. The solution requires the cooperation of producingnations, yet these nations have not only shown little interest in assisting but
have actually continued to aggravate the situation by further increases in
price.It cannot be known at present to what extent producing nations will, be willing
to accommodate consumers, but it is clear that they probably will not render as-sistance or agree to significant compromise in the current situation. A multi-
lateral dialogue, if properly structured, may provide a vehicle through which
visibility could be lowered and producer country cooperation secured. It is quite
clear that the successful resolution of the Israeli-Arab dispute will be a pre-
requisite to the success of any such discussions. This element must be considered
in the evaluation of any producer-consumer country discussions, particularly
with respect to the key Arab states and now also with respect to Iran which
recently announced its intention to support the Arab position 'in any future
conflict with Israel. Resolution of this difficult issue would, however, not guaran-
tee the success of producer-consumer discussions.

The major risk for consumers of entering into negotiations with producers is
that they will be able to capitalize on consumer disunity to obtain the support of
weaker consumers for measures which may be unacceptably costly to more affluent
consumers, such as the U.S. This lack of solidarity among consumers has' been a
major concern for the United States since the recent embargo. In an effort to
correct it, the U.S. made a concerted effort to bring consumers together, beginning
at the Washington Energy Conference and culminating a half a year later ,i
Brussels with the International Energy Program ("IEP"). Although the IEP
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-'allocation of supply provisions are an important safeguard for the western econ-
-omy, they still fall short of a comprehensive agreement among consumers on a
number of issue. Although there are many strategies which consumers could pur-

:sue, none of them promises any Immediate relief from the power which producers
presently have as a result of their control over much of the world's energy. Con-

Csumers may pursue vigorous policies of conservation which may partially miti-
gate the balance of payments effects of current levels of price. Such programs,
-however, are limited by their substantial cost In terms of employment and gross
:)ational product associated with reduced energy consumption. More importantly
hbowever, as a source of bargaining leverage in negotiations with producers, con-
servation has very little short-term utility since most producing countries can
cut back on production and suffer less economic impact due to the loss of revenues
than consuming nations will feel due to the loss of the petroleum. They may in
fact lose no revenues if they increase price, as many have done during the past
year.

Nor do consumer nations derive any real leverage from their status as the pre-
dominant source of food, manufactured goods, arms or technological and man-
agerial services. Most of the major oil exporters do not import large quantities of
food and a cartel for manufactured goods Is not practicable. Even if it were, pro-
ducers could last much longer without imports of manufactured goods than con-
sumers could without petroleum.

Another possible bargaining tool for consumers is their control over most of
the investment opportunities which producers will increasingly need for revenues
received in excess of their current absorptive capacity. Surplus revenues will con-
tinue to pile up In Arab producing countries for the foreseeable future. Even the
countries with high absorptive capacity for internal development, such as Iran
and Venezuela, will experience short-term surpluses. If investment opportunities
are not made available to such producers, they will reduce production. Petroleum
in the ground is an available alternative for producers, but its effects upon con-
suming nations, who would have to endure the shortfall in supply, would be
severe.

The prospect of massive investment in the U.S. and other consuming economies
by foreign governments and companies controlled thereby is a foreboding one for
some. The economic power created by such investment will not necessarily be exer-
cised solely in accordance with commercial considerations. Nevertheless, realistic
governmental regulation should be able to provide transparency and put appro-
priate limitations upon the use of this economic power. Some even argue that as
producers become increasingly involved in the well-being of the western economies,
the risk of embargoes and massive price increases will decline. This point remains
to be established.

Producers are concerned that their oil revenues will be eaten up by worldwide
inflation, and it could be that agreement to the indexing of petroleum prices with
other resources, goods and services would be a concession for which producers
might be willing to make a price adjustment. Consumers, however, are properly
apprehensive about indexation of petroleum prices at any, and especially at cur-
rent. levels. The price is already excessive and to tie it to the price of other
commodities and finished goods, many of which require significant usage of energy
In processing or manufacturing, would exaggerate the spiral of present world
inflation. On the other hand, if indexation is viewed as a vehicle for a process of
negotiation, rather than a rigid maintenance of price regardless of other con-
siderations, consumers may be willing to give -it more careful consideration.

In the last analysis, it is clear that consuming nations are not in a strong
position vis-a-vis producers whether or not they are involved in broad-based
discussions with them. Everything which producing nations want or need,
they seem able to take unilaterally or coerce from consumers by the use of
their ultimate weapon. cutting back exports.

With consumer nation conservation and development of alternative sources,
this one-sided situation may be expected to right itself in five or ten years,
but in the short term, consumer nations will have difficulty in securing sub-
stantial concessions.

The spectre of world depression and its resulting political consequences possi-
ply inhibit the exercise of power by OPEC. The more unstable of the major
consuming nations cannot fail without the great likelihood of touching off
a progression which could damage even the strongest. With the anticipation
of $100 billion or more invested in the assets, securities and currency of these
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count'ries, producers must expect that the' injury visited upon these economies
will inevitably return to them. The political consequences of economic dis-
integration should also be of deep concern to producers. The collapse of NATO or
the rise of extreme governments in Europe would inevitably affect the stability
of the Mediterranean and the Persian Gulf. The possibility of military con-
frontation increases with the progressive deterioration of developed consumer
nation economies.

Organizational format.-Notwithstanding the risks associated with inadequate
consumer' unity and relative weakness of bargaining position, a multilateral
dialogue with producers is still a promising approach to the current political
and economic problems facing consuming nations. Perhaps the most desirable
forum is *an institutionalized one that may continue the dialogue for many
years. It would be multifaceted and capable of accommodating a complex system
of subgroups, working committees and bilateral negotiations as well as pro-
viding a forum for the multidate of issues which Inevitably will arise. It is
clear that while OPEC members prize their ,solidarity highly on petroleum
matters, they consider their national interests foremost in trade and develop-
ment issues. Thus, predictably the discussions will need to take place on bilateral,
regional and subregional bases depending upon the interests of states involved.
The concurrent negotiation of all of these issues will also create a lower visi-
bility and hopefully diminish the-confrontation between producers and consumers.

Such a diffuse process is essential if .the plethora of interests among and
between producers, companies and consumers are all to be adequately addressed.

VWfit-is needed, then, is not so much a "solution" but a "process" In which the
terms of reference are sufficiently numerous and encompassing -as to accommo-
date the various interests involved.

In determining the type of format- which will best suit such a process, the.
General Agreement on Tra'de and Tariffs ("GATT") presents perhaps a very
useful precedent. The GATT is an agreement among 83 countries, conceived In'
a series of international 'conferences held between 1946 and 1948. These con-
ferences intended to create a permanent body known as the International-
Trade Organization ("ITO") which would have worked to promote international
economic cooperation and free trade. The draft of the ITO Charter was com-
pleted in August of 1947 and the GATT itself in October of the-same year. Dis-
agreement, however, persisted for two years thereafter over the text of the ITO
Charter and In December of 1950, the U.S. Government sealed its' fate by an-
nouncing that it would not submit the ITO Charter to Congress for approval.

The drafters of the ITO Charter faced many complex problems, but one central'
conflict stands out-that between free trade and quantitative restrictions on
imports to achieve full employment within a single country. The system of rules
within the draft Charter failed to reconcile that conflict, but made the partisans
of each side unwilling to be bound by those rules for fear of losing more than
they would gain. Thus, ITO was alike unacceptable to American partisans of
free trade and to British partisans of Imperial preference.' GATT,' which was
conceived as purely a provisional arrangement, on the other hand, was less
comprehensive. In essence, it incorporated the ITO chapter on "Commercial
Policy," but omitted those on "Employment and Economic Activity," "Restric-
tive Business Practices," and Intergovernmental Commodity Agreements." While
the GATT text proclaims the central value of free trade, no member is bound
to reduce any tariffs, nor to refrain from raising any tariffs, unless and until
it 'binds itself to do so. Finally, non-tariff barriers to trade have remained essen-
tiaily outside the scope of GATT. This experience points up an important aspect
of international organizations: very high political costs are often paid for agree-
ment, even highly qualified agreement, on controversial issues and for an
advanced degree of organizational structure, whose costs predictably will present
major problems in terms of acceptability. Another ongoing example exists in the
U.N. Conference on the Law of the Sea. By the same token the GATT experience
points up the low cost and political acceptability of institutions which require
essentially no relinquishment of sovereignty or even ratification. Such an in-
stitution by definition is imperfect and subject to unilateral interpretation. It is
this very quality of imperfection and ambiguity, however, that suggests this as
workable precedent in dealing with the many and fragmented Issues which would
be presented during producer-consumer discussions.

Although the ITO never materialized, the GATT has been fairly effective
as a vehicle for the complex negotiation of multilateral tariff reductions. These



170

negotiations have occurred in the six "rounds," the most recent of which was
the Kennedy Round during 1964-67. The rounds provide a continual process for
readjustment and renegotiation of existing trade barriers by the members of
the GATT. In addition to this continual process of negotiation, the GATT
includes other functions such as the settlement of individual disputes and
grievances. In a more general sense, it provides an ongoing dialogue in which
the changing relationships among the different categories of trading nations can
be continually reviewed.

Another advantage of a format like the GATT is that, within the context of a
multilateral discussion, negotiations and grievances which are essentially of a
bilateral nature can be dealt with. Any long-range instrument for the resolution
of petroleum problems will also have to be able to accommodate the continuation
of bilateral and regional negotiations reflecting other links among nations than
simply the commonality of being petroleum producers or consumers. Such tradi-
tional relationships as those between the U.S. and Saudi Arabia, France and
AIgeria, as well as regional forums such as the Euro-Arab dialogue, will con,
tinue to play an important role and should properly be integrated into any viable
multilateral negotiations.

Price is a very important issue to consumer nations but it cannot be made the
focal point of producer-consumer discussions. There are numerous issues includ-
ing, among others, access to supply, indexation, recycling of petrodollars, sanc-
tity of contract and security of supply. There are also issues which, while not
involving petroleum directly, are of concern to producer nations. These issues
involve, among others, the availability and prices of manufactured goods and
food. The total mass of this web of interrelated issues is so enormous as to defy
any single manageable resolution. The only approach which can expect to handle
problems of this magnitude and complexity is a system which can accommodate
the entirety of the issues but "chip off" pieces and find solutions to these in
smaller manageable packages. In accomplishing this, the producer-consumer
dialogue can reasonably be expected to continue for a number of "rounds," span-
ning many years.

A final advantage of this type of format is that the confusion resulting from
a large number of nations being brought together to discuss an equally large
number of issues has a fortunate side effect in the degree of low political visi-
bility which will be provided for the participants. In the obscure and complex
trading off of interests which will generally progress as a joint cooperative effort
to achieve common solutions, the identification of conflicts and, accordingly, great
concessions or advances xvill be virtually impossible. With international petro-
leum as politicized as it is, no concessions will be forthcoming from producing
nations unless they can be shown to be part of a more generalized understanding
with the industrialized powers.

The resolution of the differences between producers and consumers will prob-
ably never be fully accomplished. A changing world will continually create new
problems and issues, particularly as we move toward the interrelationships be-
tween the various resources of the producer and consumer nations. For this
reason the search for a continuing "process," rather than a "solution," offers far
greater prospects for stable relationships. A mini-conference, such as that cur-
rently proposed by Sheikh Yamani and French President Giscard D'Estaing,
may serve the important function of beginning the dialogue. The GATT-type
procedural mechanism could follow and move on to the important second step
of adjusting and resolving specific ongoing issues.

The. United Nations through the Economic and Social Council, its Committee
on Natural Resources, its Committee on Trade and Development or another
associated group might wish to take a broad-based interest in international petro-
leum supplies. It is also conceivable that a specialized committee or conference
on world energy might be organized. It is likely, however, that this type of orga-
nization would be largely useful as a forum for this expression of views, particu-
larly by the developing countries. Recent experiences in the United. Nations,
particuldrly with respect to the Conference on the Law of the Sea, point up the
very severe limitations which it has in decision-making, particularly when affect-
ing the economic status of developed countries.

The critical problem which exists today, then, is the highly visible and sensi-
tive state of confrontation between producing and consuming nations. This
atmosphere has resulted In the adoption of simplistic positions and impeded. the
achievement of any real progress toward accommodation of the varying inter-
ests. It has also precluded effective progress towards the resolution of the eco-
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nomic. problems created by current, high prices which threaten even the more.
affluent of consuming nations. In their efforts to recycle petiodollars' and therbby
assist the more hard-pressed of their number, consum'ers are only buying time.'

Achieving a solution is very difficult in light of the disunity amonj consumers,
and their relative lack of bargaining leverage, even'if fully united. Nevertheless,
it will be difficult to find a solution without the, participation of producers, and
a multilateral dialogue should commence. Since the major purpose of the cbn-
ference would be to institutionalize a producer-consumer dialogue and to reduce
visibility through piecemeal consideration of various'interrelated issues, the
GATT type format appears to be a promising vehicle.

VI. POLICY IMPLICATIONS

Developments of the past four years have radically transformed the interna-
tional petroleum system. In the past, our domestic petroleum market remained
relatively insulated from international pressures; since 1970 foreign developments
have come to dominate and' profoundly affect the price and security of supplies of
energy to the United States. U.S. dependence on imports has risen sharply, while
the security and cost of those imports have increasingly been subjected to uni-
lateral manipulation by foreign producer governments. The integration of the
United States into the international energy market makes it essential that it
develop for the first time a coherent and consistent international energy policy.
That in turn cannot be divorced from the need for a comprehensive domestic
energy policy which encompasses the need for conservation and accelerated de-
velopment of alternate energy sources.

Traditionally, the U.S. Government, with a number of rather isolated and ad
hoc exceptions, has relied upon U.S.. oil companies to independently establish
the terms of international supply arrangements. Until recently, this policy worked
quite well. It encouraged these, companies to acquire resources throughout the
world and obtain preeminence in international petroleum affairs. Because of this
policy, however, the U.S. Government-developed little information or competence
to monitor international petroleum transactions. Thus, when the Arab oil em-
bargo struck in 1973, there. was no Government agency capable of taking inde-
pendent action to protect the national interest of the United States with respect
to foreign supplies. The performance' of the large U.S. multinational firms dur-
ing the embargo, moreover, emphasized that the United States cannot. rely upon
those companies to favor its interests to the detriment of other major consum-
ing nations. In large part, those companies are held hostage by the producer
governments. I

The issue thus is whether the U.S. Government should have a greater role in
international petroleum affairs and, if so, what type of role.-It is difficult, to
examine the issue without concluding that the existing incentives for the com-
panies do not assure that their behavior will be consistent with the national
interests of the United States. Accordingly, there appears to be a need 'for
monitoring and for the establishment of a sufficient number of control points
within the system to insure that the national interests 'are independently pro-
tected by the U.S. Government.

Any new role for the U.S. Government will probably draw on a variety of the
options discussed in this Study. No single, option could solve all of the interna-
tional petroleum problems the nation faces today. Nor does any combination of
these options offer a predictable solution. While this Study endorses. no. option,
at the very least it would seem-appropriate that the U.S. Government have access
to relevant information regarding present and future significant international
petroleum arrangements. It would also seem appropriate for the Federal Gov-
ernment to have the power to review and approve such transactions where ,they
may affect significant aspects of the national interest.

Such massive power could admittedly be used in a fashion that' would be
detrimental to both the economic well-being of the U.S. companies and the
country. This factor makes'it important that any act creating the authority be
drawn so as to minimize the possibility of abuse and to carefully define the stand-
ards 'for administrative action. It is readily apparent that under the. circum-
stances an entity with the stature and independence of the Federal Reserve
Board, for example, would be necessary.

The establishment of such a scheme of regulation would, of course, be largely
domestic in its operation, but its potential benefit could'be substantially enhanced
by a number of initiatives that are international in thrust. Key among these is
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the continuation and broadening of consumer country cooperation under the In-

ternational Energy Program and the undertaking of broadly based consumer-

producer nation discussions. Both of these concepts appear to be established

U.S. policy and the analysis made in this Study has focused largely on the ways

in which these approaches might be effective. The concept of bilateral supply

arrangements is less promising, although it appears that agreements of this type

have developed "special relationships" which may have utility.
Careful consideration should also be given to the possible benefits of estab-

lishing the authority within the Federal Government to enter into bilateral

petroleum arrangements. Although it is questionable whether such authority

should be employed on a routine basis, it may be advantageous to the national

interest for it to exist. Finally, the concept of establishing an industry-wide

association of companies from consumer countries to coordinate international

supply arrangements deserves serious consideration. The consumer countries and

their companies are required to deal with OPEC, a self-acknowledged cartel, and

in the international area it would seem to serve no purpose for the U.S. to

require the same competitive performance of the companies that is expected

domestically as long as the interests of the American consumer are not prejudiced.
The potential utility of any or all of these initiatives is, however, subject to

a major qualification. It is very unlikely that any effective progress can be made

in dealing with the major producer countries until the ongoing Arab-Israeli

dispute has been settled. That dispute continues to color petroleum policy in

the Middle East and, therefore, the remainder of the world.
The Study has also examined a number of other concepts such as the removal

of Federal incentives and disincentives, the regulation of the companies as public

utilities, the establishment of a national system to limit imports and the creation

of a petroleum corporation fully or partially owned by the Federal Government.
In each case, the Study focused on the impact of these systems upon interna-

tional petroleum affairs. It is questionable whether any of these options alone

could have a positive effect upon the level of world prices under existing condi-

tions. The public utility option would appear to risk a negative impact upon

supply while the creation of a Federal oil corporation presents few attractive

features.
The Study has examined the changing realities of international petroleum.

This Is a period of stress for both the consumer nations and their companies.

Hopefully, the United States will provide the leadership to create conditions

under which U.S. companies can effectively carry out their essential mission as

world suppliers of petroleum. Hopefully, too, in the process a pattern of coopera-

tion rather than confrontation can be created between the producer and con-

sumer nations of the world.

Chairman KENNEDY. Mr. Akins, please.

STATEMENT OF JAMES E. AKINS, CONSULTANT, WASHINGTON, D. C.,

AND FORMER U.S. AMBASSADOR TO SAUDI ARABIA

Mr. AKINS. I don't have very many points of difference with the

previous speakers, I suppose some will come out in the question period.

From the middle of the last century until well after the middle of

this one, the United States was subjected to predictions of imminent
shortages of hydrocarbons; predictions which always dissolved in the
gluts of petroleum which regularly followed. The predictions which
were made in the late 1960's were dismissed by the public with the

same anti-Malthusian insouciance it showed to other prophets of
doom.

There was less excuse for the academicians who preached that there
was a quasi-infinity of oil in the world and we need have no worries;

there was even less excuse for those in Government who had access to

the facts. The facts were scarcely secret; petroleum consumption of
the world was growing rapidly; we had used more oil in the 1960's
than in the previous 100 years, including two World Wars and the



173

Korean war; United States production was peaking out; the rate of
oil discovery was disappointing in most of the world and the world's
reserves and consequently the world's dependence was focusing on
one small area, the Persian Gulf, and notably the Arab States of the
Arabian Peninsula for much of its needs. These were countries which
did not need much income; our politics had not always met with their
favor. -

We were assured by our resident soothsayers that this was unim-
portant. These views may have been based on sound theoretical eco-
nomics but their proponents understood nothino of international
politics, and their view of the Arabs was racist: Akrabs are only sub-
human: thev cannot think; these cannot cooperate; therefore a boy-
cott is impossible. Again, the prophets can perhaps be excused their
ignorance. Again it is difficult to excuse those in government who
knew better, and yet listened to them.

Peter Flanigan, as you may know, asked me to come over to the
White House after the election in 1972 and work on President Nixon's
energy message. We drafted a tough one, at least we thought it was.
In any case, the message ended in the hands of John Ehrlichman who
thought that all energy problems could be solved by the marketplace
by giving economic incentives to increase domestic energy production.
The section in our draft on conservation was removed entirely-"con-
servation was not part of the Republican ethic." The section on cooper-
ation with the consumers in the OECD and with the OPEC pro-
ducers was reduced to a single line, and only the section on increasing
domestic production remained intact.

I have been accused of trying to take credit for the final report. but
I call this a slander; it is the sole work of Ehrlichman and his merry
men, and they deserve any credit that is to be given.

-Some of us in the United States and the Secretariat of the EEC had
talked for years about the necessity of forming a union of major oil
consumers to work jointly on new energy research; to share energy in
time of shortage, and to avoid a ruinous competition for oil in such
times. Dupre Muir of the legal division of the State Department
worked up a draft treaty which was circulated in the USG and.dis-
cussed with several Europeans. The staff of the EEC, particularly
Mr. Fernand Spaak; the British and to a lesser extent the Germans
favored the idea in principle; and there was considerable support in
the USG, but it was clearly an idea whose time had not yet come. The
need for cooperative action was not yet perceived.

When Saudi Minister of Oil Yamani said in March, 1973 that if
there were no change in the U.S.-Middle East policy, if there were
no move toward peace, the Arabs might not be able to increase oil
production to the point needed by the West, he was not believed.

King Faisal made a stronger statement in July and a senior official
of the State Department dismissed this airily by noting that a boycott
was scarcely feasible; but even if there were one, we could not be
hurt he said, as we imported only 2 percent of our needs from the
Arabs and we could make this up by turning valves in Venezuela and
Canada.

As so frequently happens, it is not particularly important to be
right, it is much more important to be comfortable; to tell your listen-

80-939-77-12



174

ers w'mhat they want to hear. This has been characteristic of our energy
policy-such as it is-for a decade. It has also played an important
role in the conduct of our foreign policy-but that is another broader
subject.

WVhen the Middle East war came in October 1973, we responded with
massive military and economic aid to Israel. This was perfectly pre-
dictable. It was also perfectly predictable that the Arabs would con-
sider, this a hostile act 'and would themselves respond with 'an oil em-
bargo on the United States. But we seemed surprised; largely because
we had listened and believed 'a series of tame economists land court
jesters.

There was then a mad scramble for 'available oil 'and prices went
f rom less than $3 to $24 a barrel in a few cases. We in the United States
panicked; and that was also to be expected. We announced a hastily
drawn plan for energy independence; no imports by 1983. We could,
of course, if we wished, be independent tomorrow simply by banning
imports; but our economy would collapse. Presumably that is not what
we want, nor what we meant by energy independence.

"Independence" has been constantly redefined since. First it was 3
million barrels a day imports by 1983; then the same amount by 1985;
then 5 million in 1985; and now it is 6 million in 1985. One Presidential
candidate has said his goal would be to keep oil imports at the present
levels, that is, 40 percent of consumption. This is admirable; it is even
unique for its honesty and its practicality, but it is scarcely indepen-
dence. To his credit, he did not hold it out to be such.

The economic and strategic problems of overdependence on imports
-is now rather widely recognized. How did we get where we are now?
The search for villains began some time ago. The obvious ones 'are those
who tempted us into the easy position of doing nothing; but that would
be very difficult 'for we would then have to admit that we ourselves were
fools for listening to them. No; we have to have other culprits. Fortu-
nately there is one at hand: The oil industry.

Since the days of John D. Rockefeller, the industry has been con-
sidered a monster. To do this we, of course, will have to forget the se-
ries of warnings from the industry that shortages were coming; that
we would soon have supply problems. We explain these statements
away by saying that the oil companies merely wanted higher profits.
But we have to go beyond that. We also have to forget that the industry
supplied the world, and particularly the United States, with adequate
supplies of oil through 1973 and at constantly declining prices.

This is not the time to examine the oil company profits, but'they
really have to be looked at in terms of total investment before obscene
oil company profits enters our vocabulary permanently as a single
word.

I do not mean to imply that the companies were always good, sound
citizens of the countries where they worked, many in Europe and in
OPEC would surely dispute that. But generally they have done a
credible job, particularly for us in the United States.

Even during the 1973 Arab oil boycott, they frustrated its goals to
a large extent. They have been criticized here for supinely agreeing to
the decrees of the Arab countries not to ship oil to the United States.
The only alternative would have been nationalization and we would
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have had much less oil than we got. What the companies did do was to
shift to the United States oil which would normally have gone from
non-Arab; producers to Europe and Japan. The burden was therefore
shared more evenly in the world; That was not an action that was con-
sidered particularly admirable by Europe, by Japan, and particularly
by OPEC.

In its dealings with OPEC the'- companies have been given the
strong support of the United States Government almost alwa s. They
were permitted; even encouraged, to form a bloc in 1970-71 for deal-
ing with the Libyan government, which was trying to pick them off
one by one. That the so-called "safety net" was too weak was solely
the fault of the companies; the U.S. Government was not consulted
about its details. Undersecretary of State Irwin went to the Middle
East in 1971 at the urging of the companies to put pressure on a few
OPEC leaders to stop the escalation of prices. He was not able to do
mluch more than to imply the displeasure of the United States, but
that itself was an unusual step for the times. We were not prepared for
any stronger pressure on the OPEC countries, and we still are not.

The only thing that I know we as a government were prepared to do
recently to influence oil prices was to instruct me 'to try to persuade
the Saudis that high oil prices caused great difficulties for the'non-
Communist world. Many countries were hurt by these high prices;
only -the radicals in the world were helped; and it was the Saudi's
God-given responsibility to keep prices from rising further, or even,
if they could, to bring about a decline of prices in constant terms.
Now, the Saudis were pretty good about this; and they have been
consistantly, since December of 1973. I don't know if other ambassa-
dors were given such instructions, but I do know that- only Saudi
Arabia was responsive to our approaches:

.The oil company role in supply and keeping prices low should have
been, but apparently was not, appreciated in the consuming nations.
It was well understood in the producing nations. OPEC was formed
and greatly strengthened in order to eliminate the companies' role in
both fields. The companies in the future will not play a significant role
in setting oil pric'es-at least- I don't -think they will in the next few
decades. And if there is any shifting of supplies in times of short-
ages-as there was in 1973 and 1974-it will be the International
Energy Agency and not the companies which will do it.
* I don't'want to imply by any of this that' the role of the oil com-

pany is finished-far from it; it will play a vital role in the discovery
of oil, production, refining, and distribution of oil for a long time to
come. The national' oil companies in OPEC and in Europe, perhaps'
even in America may some day replace them-butI don't expect to, see
this' happen. before the end of the century. Accordingly, there will be'
continuing talks between the companies and the producing govern-
ments. The British, the Dutch, the French, through' their national oil
companies, or companies in -which they have strong national inter-
ests, have access to information-total information. OPEC; of course,
assumes that 'the United States has the same-but it doesii't., I think
that we generally have gotten most- of -the pertinent information after
the fact; we have gotten some of the information at the time it's hap-
pened; but very rarely have we received advance information of com-
pany planning. And we can never be sure how much we got. Others in
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this country are quite convinced that we have gotten insufficient in-
formation, and I am not prepared to fight with them.

I would, therefore, propose that the problem could be handled by
placing a U.S. Government member on the board of directors of every
oil company operating abroad. This group of Government directors
could then form a body in itself, it could serve to give direction to
U.S. oil policy abroad. The U.S. directors in the company need not
participate in negotiations with OPEC nations, but would at least be
kept fully informed of everything that went on. If U.S. Government
intervention were then desirable, at least we would have all the facts
at hand. I have hesitated in making this suggestion because I fear it
might lead to nationalization, a move I would consider disastrous
from the point of view of our energy supply.

The only way I think that we can possibly increase our bargaining
position vis-a-vis OPEC is to reduce our dependence on imported oil.
This can be done in two ways, by increasing domestic production of
hydrocarbons and energy from nonconventional sources, and by re-
ducing consumption. We should not talk in terms of "confrontation'
with OPEC-that is not the problem. The world is going to run out
of conventional hydrocarbons some time soon, almost certainly before
the end of the century. And if the world economy recovers and we
revert to old growth patterns there could be serious petroleum short-
ages within 10 or 15 years-regardless of political restraints.

We should certainly move ahead with plans for 90-day storage,
though it may be costly, there are variants by which the cost might be
reduced. I think we should increase research and development for
energy by about 20 percent per year for the next decade; and we should
appoint a "blue-ribbon" committee of scientists to ensure that the old
AEC obsession with nuclear fission has not been carried over into
ERDA, and that sufficient funds are being devoted to fusion and solar
energy. We should certainly open up Naval Petroleum Reserve No. 4
in Alaska for exploitation immediately. Perhaps, if we really think we
have to have stand-by facilities, the companies could exploit the re-
serves there and keep 50 percent in stand-by. We should also increase
leasing-although much is being done-on the Continental Shelf.

On the side of conservation we should apply rigid standards on the
efficiency of energy-consuming devices; and we should give tax breaks
for conversion to solar energy for heating purposes, and perhaps for
other means. Most importantly, we must face the problem of gasoline.
Nothing which ignores this problem can legitimately be called a "pol-
icy" or a "program". The only practical way I see us facing this is
by steadily increasing tax on gasoline, until the tax reaches something
of the order of $1 a gallon. This, I assume, would reverse the deplorable
trend we are now seeing toward greater production of large, gas-wast-
ing automobiles.

To reduce somewhat the regressive nature of the tax, a flat sum, a
tax rebate of perhaps $200 to $250 could be given to each head of
family, whether he used a car or not. The remaining Government
income could be used for construction of strategic storage; for research
and development on energy, and for subsidizing mass transit.

Our gasoline-eating large cars have always seemed to be "sacred
cows". Yet I have added a sentence on the subject of gasoline conserva-
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tion in most of the speeches on energy I have given in the last 6 or 7
years, and strangely, I have almost always re6eived a sympathetic
hearing. In other words. I don't believe that gasoline tax is beyond
consideration, as some in Washington seem to believe it is.

On the negative side, I would hope that we would refrain from
breaking up the oil induistry into small units, restricted to one function.
This would weaken their stand tremendously in dealing with OPEC,
and if anything, would result in even higher oil prices. Remember that
it was the small companies in 1973 which drove oil prices to over $20
a barrel in 1973-74.

If the size of the major oil companies is truly offensive to the Ameri-
can public, I would hope that anti-trust would aim toward smaller,
but still integrated companies, each retaining the ability to compete
and to survive. Most importantly, they should nIot be forbidden to en-
gage in development of other energy sources. I don't think we want
any of these companies to die, and I think we all know the companies'
future lies outside conventional hydrocarbons. Knowing this, the
companies have a strong incentive to find solutions which would bene-
fit us all. Their motive-self preservation-would certainly be as good
and as pressing as that of the scientists in ERDA.

I also urge that research not be limited to ERDA or to the com-
panies, but that the International Energy Agency should be expanded,
as was its original concept, to include a coordinated international
research agency. Scientists in Germany, France, and the United States
should not all be working on the same projects: and they should cer-
tainly share those aspects of the problem they have solved.

The whole energy problem is not hopeless, far from it. But it is
serious and must be treated as such. There could well be another oil
boycott, and its effects could be much worse than those in 1973 and
1974.

While I strongly urge that we take all possible measures domesti-
cally to increase domestic energy supplies, and conserve supplies, I
would not advise a crash program that would result in degradation of
the environment and a substantial decrease in standard of living. I
don't think, first of all, it would bring us complete "independence" in
time, and I do not think the American public would tolerate such a
program.

In the short and medium run, therefore-and I mean in the next 10
to 20 years-the only means of assuring supplies of energy at reason-
ably stable prices is to assure that peace is maintained in the Middle
East; I am equally convinced that this is possible. I base at least part
of my optimism on the knowledge that the alternative would be in-
tolerable-local war, oil boycott, wider war. I am, however absolutely
convinced that the United States has it in its power to bring stability
to the Middle East; peace on terms acceptable to both Arabs and
Israelis.

We could expect full support of Europe and Japan, and much of
Asia and Africa in such an effort; and we would have to insure at
least the neutrality of the Soviet Union. But it can be done, and it will
be done, I hope, without long studies, immediately after January
1977 when we have a secretary of state who is trusted by both Arabs
and Israelis.
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It would be highly desirable to do something before then, but it willbe difficult, probably impossible. We can only pray that the distrust
of us and of each other does not lead either Israel or the Arabs into
taking some rash irrevocable move before we regain a position to act.

Chairman ICENNmaY. Thank you very much, Mr. Akins, your pre-
pared statement will be printed in the hearing record.

[The prepared statement of Mr. Akins follows:]

PREPARED STATEMENT OF JAMES E. Axixs

Predictions have been made regularly for the last hundred years about im-minent shortages of hydrocarbons. Until 1960 all these predictions were wrong;
new supplies were discovered in time, and the predicted shortages were con-verted into glut. In the late 1960's and early 1970's new predictions were made
and they were even more depressing than those made earlier. In view of thepast record, the public can be excused for taking the new predictions lightly.
The academic community which studied the matter and the government, whichto a great extent relied on these academicians, had no such excuse. The changesIn the world economic and particularly the political conditions had introduced
factors which had not even been considered earlier. The United States produc-tion was reaching its peak; World consumption of petroleum in the decade ofthe 1970's equaled that in the previous hundred years which had included twoworld wars and the Korean war. Projections for consumption and supply weremade regularly by a variety of groups but each reached a distressing conclu-
sion, i.e. that while there might be enough oil available in the world for thenext few decades, it would all be concentrated in a few countries in the Persian
Gulf region most of which had small populations and no pressing need forincome; and our vulnerability to production restrictions was great and grow-
ing. Our traditional response was to commission yet another study with the hope
that its conclusions would be encouraging.

Rather than accept the competent studies we preferred to listen to a few acade-micians and "consultants" whose economics may have been sound but who under-
stood nothing of political reality. They assured us that there was a quasi-Infinity of oil in the world; there could never he restraints on trade in oil andthat oil prices would continue to decline. We believed this siren song because itwas comfortable and because it required no action. Now that these academicians
have been totally discredited one might hope that our first action resulting from
the lessons of the shortages of 1973-74 and the oil price increases would be tostart examining more carefully the record and the credibility of those whowould guide our future course. Strangely, we do not seem to be doing so:in fact we still seem to be listening to some of the same sooth-sayers who now
are frantically trying to find culprits who are responsible for their predictions
having gone wrong and are proposing solutions almost as simplistic as the ones
they gave us five years ago.By the time of the October, 1973 Mriddle East war the United States wasImporting almost a quarter of its petroleum needs and a substantial portion ofthe imports came from states which subsequently imposed an oil embargo onthe United States because of its extensive military and economic assistance toIsrael. Our complacency was truly remarkable. As recently as August, 1973 ahigh State Department official said that he thought an oil embargo could not takeplace, but even If it did it would cause us no problem as we were importing, hesaid, only two percent of our consumption from the Arabs and we could make upany loss easily by opening the valves in Canada and Venezuela. When the boycottwas imposed there was no immediate shortage; ships after all were under way.
Even skittish Wall Street did not react for some time.But this complacency was turned by the long lines in front of gas stations intosomething near panic: and the administration in a move of ignorance or cynicismannounced that the United States would be independent in oil supplies by 19S83then it said 1985. "Independence"' has been subseauently redefined to mean threemillion barrels/day Imports in 1985, then five million: now it is six. This is not"independence" by any definition. One of our current Presidential candidates bassaid our goal should be to keep Imports from rising above the current fortypercent of consumption; its an honest goal and has the added attraction of perhaps
being achievable. But it is not independence.
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Unfortunately even today we find it difficult to accept the fact that our present
difficulty in energy matters has been made worse by our own gullibility hand our
willingness to swallow the tasty but nutritionless pap fed to us by fools and
charlatans; that nothing was wrong and nothing need be done. Perhaps the only
adequate explanation lies in psychology for we now seem to be searching for new
myths to give comfort and new soothsayers to give the excuse to avoid unpleas-
ant conclusions and difficult proposals. Many Americans still believe that the
oil shortages and the price increases of 1973-1974 were caused by the oil com-
panies. Many of the "solutions" which are proposed to avoid future shortages.
are restrictive or even punitive measures to be taken against the oil industry.
I do not intend to make any defense here of oil company profits as a proportion
of their investment, but it should be done by this committee or some other
one before "obscene oil company profits" enters the vocabulary as a single word.

The oil companies found oil; they produced it; they refined it and they brought
it to the market in adequate quantities and at prices which declined in absolute
terms through the 1950's and in constant dollars until the early 1970's. There can
be no doubt that the remarkable economic advances of the post-war era was,
helped substantially by declining energy prices. The consumer was served very
well by the "rapacious oil barons" (another unitized word) from the end of the-
first World War until the Arab-Israeli war of 1973. And even then the oil com-
panies foiled the oil embargo in large part by shifting to the United States oil
which would normally have gone to Europe and Japan, thereby equalizing the
burden among all consumers. Europe, Japan and the Organization of Petroleum
Exporting Countries (OPEC) were less than enchanted by this act of supporting:
their home country. The oil companies were not, however, acclaimed in the
United States for this. patriotic act jeopardized their holdings in both OPEC
and the developed world.

It is unlikely that we will ever see the oil companies again acting as supra-
national authorities. The International Energy Agency (IEA) has been set up
and if there is another reduction in oil supply, the lEA, not the companies, will
order whatever shifting of supplies is made. The role of the companies in setting
prices, which they did unilaterally until 1960 and to some extent until December,
1973 has also ended. Some oil companies may be able to get slightly better deals-
in one producing country but whatever benefit it would get would be small in
terms of total oil prices.

The oil companies are interested in long term supply availability and perhaps-
even in lower prices, certainly they would like to have lower prices if their
competitors were not to benefit from the same reductions. The companies,
through their control of the down-stream operations might even, be able to have-
some marginal influence over the producer states. But the role of the companies.
compared with that of the producer governments and potentially that of the-
consumer governments is small. Should they attempt to use their down-stream,
refineries against the oil producer states, i.e. should they deny outlets for oil
to a producing country, they would have to find immediately alternative sourees-
of oil, and these are simply not available, at least not in secret. And if the
company action becomes known, pressure of OPEC on the "scab" would be
placed immediately. Such an exercise might be useful if it were given the full'
support of the consuming government; in fact it could not even be tried without
consumer government aquiescence. Try to imagine an American company oper-
ating in Europe telling a producer state that it would not take oil at a certain
price and then telling the European government that It was closing Its refinery
for lack of oil. Supplies have always been more important than price and the-
European government would act immediately to assure that oil were available-
from some source or it would take over the American firm-probably both.

Given the widespread suspicion of the companies and particularly the ac-
cusation of collusion between the companies and OPEC. it Is clear that the-
United States government, along with the governments of other developed na-
tions, must have complete access to all information on price and supply nego-
tiations between the companies/and OPEC. The British, French and Dutch al-
ready have this through their participation in their major oil companies. The-
United States has generally been given access, after the fact, to most informa-
tion on most of the talks. But there have been delays and at times there has'
at least been the suspicion that all information had not been given.

The United States government has been 'strongly supportive of the companies;
in their dealings with OPEC, particularly since 1970. It allowed the com-
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panies to work together, in possible violation of antitrust legislation, in the so-
called London Policy Group set up to counter Libyan attempts to pick off the
companies operating there, one by one. The United States Government took an
unprecedented step to put political pressure on several of the OPEC oil pro-
ducers in the winter of 1970-71 but it was not prepared to follow this through
with any concrete measures-nor has it ever been prepared to do so. Europe
and Japan were even less prepared for a confrontation with the oil producers than
were we and should there have been any move by the United States companies
to resist unilaterally the OPEC demands, they would have been nationalized
and the Europeans and Japanese would have lined up to buy the "hot oil". At
that time, 1970-71, we started talking informally with the Europeans and
Japanese in the Organization for Economic Cooperation and Development
(OECD) about the desirability of forming a consumer organization. There
was some positive reaction, particularly form the EEC secretariat, but no gov-
*ernment was willing to take the lead in pushing it. There was strong opposition
in the United States as well. Those academicians now engaged in rewriting his-
tory on the basis of what should have been done, perhaps should spend more
time on what was proposed and what was politically possible in the United
-States and in the rest of the OECD before the 1973 war.

It is difficult to see how the United States Government participation in future
negotiations with OPEC would facilitate reaching decisions. Every move would
be interpreted in a political context and every agreement would be called into
,question if there were ever any political disagreements between the United
States and the producer. The United States, however, must be kept fully in-
formed; it must know that it has accurate information immediately. Perhaps the
only way this could be assured would be to have a U.S. representative on the
board of every oil company operating abroad. If action were then taken which
the United States Government considered unwarranted, it could urge the com-
panies to alter their proposals. While this too might cause some political difficul-
ties with the producer nations, the fact that the U.S. negotiator would be one-
removed from the scene would make our official role somewhat less provocative.
It should be noted that it is universally assumed abroad that American company
representatives keep their embassies fully informed on all their activities, much

-as do most companies of most foreign governments by refusing to tell U.S.
officials of their actions and this reluctance to do so Is by no means limited
to oil companies-the only result is that the USG is kept in the dark, while the
host government assumes the United States -knows all. The companies get no

-credit from the foreign governments they are ostensibly protecting.
Long-term purchasing agreements for oil can give the consumer a sense of false

security. No consumer should assume that if it takes action considered hostile
by the producing country, oil will continue to flow without interruption. There
was no long-term purchasing agreement between the United States and the
Arabs but even had there been in 1973, the United States massive aid to Israel
would have been considered more than adequate provocation for breaking the
agreement. However, in absence of such extremity, producers can be expected to
honor their contracts and I believe that with the exception of the Soviet Union,
which did not honor agreements in Ghana, the producer governments have an
-excellent record of reliability. The supply agreements give almost no protection
on price. All contain escalator clauses and if OPEC prices go up then prices
on government-to-government contracts follow them. On the other hand it is
difficult to pretend that such agreements would be inherently harmful to the
consumer. The producing government, with only a few exceptions, are not ac-
tively searching for new markets. And they certainly will not reduce prices sub.
stantially to find them. A bilateral deal might make it marginally easier for the
producer government to make development plans but this would not seem to
'be adequate reason to discourage consumers from entering into such arrange-
ments.

Saudi Arabia's unique role in OPEC is beginning to be known here. Its actions
in Vienna last fall and in Bali last week have been widely publicized. That it is
supported only by the United Arab Emirates is also fairly well known. If the
-other governments of OPEC are going to be influenced to hold the line on prices,
-this will have to be done by governments-not by oil companies. It will have to
'be the United States first of all, but it must also be supported by the rest of the
-OECD. Perhaps nothing can be done in this field. It might even be argued that
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nothing should be done; that prices have reached a reasonable level and that
OPEC for the last year has been very restrained; that oil prices are still below
the cost of alternative energy. But apart from Saudi Arabia we seem to have
made very little effort, if in fact we have made any at all, to persuade the OPEC
countries why prices should not be increased. I will leave to further testimony
from others the accounts of what action we have taken in OPEC, but what is
crystal clear is that these efforts (if any) were fruitless.

The oil companies, like the nation, can hope to have a positive effect on oil
prices only if they can develop substantial sources of hydrocarbons in this coun-
try and can develop other sources of energy. If an oil company could develop oil
from shale or coal at prices lower than imported oil, there seems to be no con-
eeivable reason why it would not want to do so. If it could develop energy from
non-conventional sources at a cost per energy unit lower than that of imported
petroleum, then economic necessity would clearly move it in that direction. But
until these resources and new energy forms are on the market there seems very
little the companies or the government can do to reduce the price of imported
oil. Another way of increasing the effective supply of energy would be through!
conservation. In fact, greater savings by these means could be made than will
be possible at least in'the next decade through increasing domestic oil and gas
production. In other words, the most important thing we could do would be to
start a strong and effective conservation program now.

It should be noted here that the cost of this alternative energy may never
fall below the current cost of Imported oil. If it is higher, or even if the hydro-
carbon component' is higher, then there will' inevitably be an increase in foreign!
oil-regardless of hypothetical cost of production in the Middle East.,I expect
'supply and demand for ,oil to remain more or less in balance for the next ten
years. With luck, the production capacity for oil will remain comfortably above
the demand through that period. I would also expect oil prices to remain more
or less cdnstanit through that period' plus or minus 10 percent-in constant 1975
dollars, of course. At the end of the decade I would expect prices to rise to within!
'15 percent of the cost of alternative eniergy, and this rise may come substantially
sooner if the world economic recovery brings growth in energy consumption
back'to anything approaching the growth rates before 1973. '

Three and a half 'years ago, the Saudi Minister of Petroleum, Ahmad Zaki
Yamani, proposed substantial Arab investment in the down-stream operation of
the oil industry in the United States. I said at the time that I strongly favored
Arab investments in this country but I thought they should not limit themselves
'to the petroleum sector. The Minister said that oil was the subject the Saudis.
understood best and he thought that it should be the focus of Saudi investment.
In the last two years there has been much less talk of OPEC down-stream in-
vestment. But as their'capital accumulations have grown, particularly those of
the countries of the Arabian peninsula,- the producer governments have been
forced to think more comprehensively about investing their money abroad. We.
in the west talk of the enormous income of the oil producrs and we assume they
are all very rich. This is not true. All the countries of the Middle East, excepting'
perhaps only Kuwait, are poor in all those things that make this country and'
Europe rich. They do not have the schools or the hospitals or the roads or the'
homes or the factories 'or the ports or the national parks or the concert halls.
which we have. They are in the process of acquiring some of them through ex-
penditure of the wealth from their oil-an irreplacable asset. When it is gone
they intend to have built an infrastructure and more importantly hope to have'
acquired the means of producing new wealth, through factories and banks-at
home and through investments abroad.'

'There has been much'talk here abbut the' dangers of Arab investment but this.
danger is so small as to be negligible. The advantage, from our point of view, is
'so great that I believe we must do all'we can to encourage investment here, in
Europe and elsewhere. For America, a country which has tried to convince the'
world for so long of the advantages of foreign investment, now to be talking of its
dangers is strange indeed. It is particularly strange given the history of foreign'
investment in the United States. '

There is a strong. move toward conservation in many of the oil producing
countries, particularly those with reserves which are large relative to the popula-
tion. Libya and Kuwait have cut back oil production and there' Is Ia school of'
thought' in Saudi Arabia that maintains that country is producing far too much'
oil; that it cannot absorb the income and therefore should reduce production'
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to meet its own demands. It is argued that the oil will always be available for
sale in the future. King Faisal and Abmad Zaki Yamani said in the spring of1973 that Saudi Arabia might not be able to increase oil production to the levels
needed by the world if there were not satisfactory progress made toward peace
in the Middle East. As far as I know this basic position is unchanged. There
Jhave been no threats from the Saudi government to cut back production toachieve political gains but on the other hand there is no committment to increase
*the current limit on production. This will cause no problem in the short run as
Saudi production is still several million barrels/day below the theoretical limit
-and several other countries in OPEC have spare capacity they would like to use.
But it could become very bothersome in the future; perhaps in the next three
years if the world economic recovery continues. But these were political condi-
tions, and if restrictions are placed on Saudi (or other Arab) investment abroad
and if they cannot absorb all their income at home (and in the short run I do
not believe this will be possible), then I have no doubt that those Saudis who
argue now for a no-growth policy or even for cuts in production for conserva-
tion reasons, will win.

They must win; for no country is so altruistic that It will produce its only re-source only to be paid in money that cannot be spent or invested. Therefore,
I strongly hope that the discussions we have heard in the U.S. Congress and
elsewhere on limiting Arab investment will take a new and more encouraging
tone; that we will stop consideration of laws to restrict further foreign invest-ment but will take reasonable measures to encourage it; that at the very least
there be a few ringing speeches on the floor of the Senate reconfirming our
traditional position on foreign investment; saying that we need the new capital
and will welcome It from all sources; that it would of course be subject to
-existing regulations (which are quite rigorous) but that the foreign Investor
need not expect the rules to be changed to his disadvantage.

Investments are not made to lose money; no OPEC oil producer would invest
in a country to ruin it. And as for control of the facility in time of war or other
crisis, we would have the assets in our country as we had the German factories
during two world wars. The control of oil sources Is a very real concern to us,
but there is little we can do about that in the next ten or twenty years. The
control of a factory or even a large segment of an Industry In the United States
'would be much less a danger; in fact, it is difficult to see how it could be a danger
at all.

OPEC prorationing, that Is a division of the market among producers, has
been discussed since the founding of the organization. No formula could ever
be reached but then none was ever needed. Some OPEC countries have restricted
-production for conservation reasons; others are producing somewhat below
capacity. But it is only Saudi Arabia which has continued a policy of massive
increase in production capacity during a time of steady or declining sales. It
Is therefore only Saudi Arabia which could increase production to a point where

-OPEO itself could be destroyed. We must not allow ourselves to think that thecurrent difficulties in OPEC will lead Saudi Arabia to contemplate such action.
It will not. Saudi Arabia is a founding member of OPEC and it will not bring

about Its fall. Nonetheless, it is at least conceivable that, In the context of a
Middle East peace settlement, some proviso on reduced oil prices could be in-

-cluded. Saudi Foreign Minister Price Saud and Minister Yamani have bothdiscussed this publicly. But all the non-Arab countries and most of the Arab
countries of OPEC would be opposed. Saudi Arabia, given the strong political
support of the Palestinians, the Syrian and the Egyptians, might just possibly
stand up against the political pressure of the rest of OPEC if the stakes in a
Middle East peace were high enough. But I would caution strongly against our
counting on this.

The oil companies, by varying their liftings among the producers have sharedthe burdens of the surplus capacity rather evenly (excepting Saudi Arabia,
Libya and Kuwait which do not wish production increases). To some observers
in the West. this is sinister; the companies are alleged to be doing the work of-OPEC which it could not do itself. The consumer, it is alleged further, is the onlyloser. It has been proposed that OPEC could be skewered nicely simply by hav-
ing government of the OPEC take over all oil purchasing (through the IEApresumably) and then were to buy oil only from the 8tronge8t OPEC countries.
i.e. Saudi Arabia and Abu Dhabi. Those financially pressed countries (i.e. Iran-and Nigeria) would -then have no choice but to cut back prices to get into the-market and the disintegration of OPEC could be well underway. This could
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not be done in secret and within days after the policy became evident OPEC

would reach quick agreement on pro-rationing. I believe this is one of the few

actions which would result in that particular OPEC counter-action but I have

no doubt whatsoever that it would be done.
It must be remembered that the "strong" OPEC countries do not need more

oil income and there is a strong movement in each of them already to cut pro-

duction; they would simply not accept production increases at the expense of

other OPEC countries particularly when it would be done by the consumers

as an undisguished attempt to break the producer organization. Some time ago

I was sent information on a process by which an American company allegedly

could produce oil from shale for less than $1.50 a barrel. I was told I should

take this up with the Saudis; it would frighten them into a drastic reduction of

oil prices. I assume other Ambassadors in other OPEC countries got similar

letters. I didn't do anything at the time with this bit of tomfoolery but some

months later I raised it, in passing, with Minister Yamani. He congratulated me

on this dramatic break-through and offered to buy a million barrels/day of the

oil as soon as it came into production. Every country in OPEC with the excep-

tion of Saudi Arabia and Iraq, has a good idea of the size of its reserves and

when they will be exhausted. All, again excepting Saudi Arabia and Iraq, must

look to development of other energy sources quite soon. Even Saudi Arabia, with

its enormous resources, is thinking of building an energy intensive industry

now and then switching to solar energy when its oil is used up or is devoted to

"higher" uses. There is no evidence whatsoever that any OPEC country would

take action against a company or a government which tried to develop alter-
native energy resources.

They know that the world has only another twenty-five years supply of tra-

ditional hydrocarbons; by that time we will have to shift to coal or shale and

to nuclear, solar and geothermal energy. They know, at least as well as we, that

the lead times are long and that the world would be irresponsible if it were not

to move now to try to develop new energy. While in Saudi Arabia I encouraged

the Saudis to invest in solar energy, and while they have as yet put little money

into research and development, they did finance a school in Reston, Virginia,

heated and cooled by the sun. And they are talking about a major research pro-

gram in Saudi Arabia and abroad. I hope these plans will soon be put into action.

Every country in OPEC knows that we are looking for oil outside the present

OPEC area. This is considered natural; it would be considered unnatural if

we were not doing so. All finds of oil decrease the relative strength of OPEC, or

they would if the countries were oil is found did not have the distressing habit

of joining OPEC or at least following it closely as soon as oil is produced in sub-

stantial quantities. In general it must be said that the more oil available in the

world, the better off we all will be. But we must also recognize that the chances

of producing sufficient quantities of oil outside OPEC are not great and that the

hope of the world must lie in the development of new resources which will be

available as the world oil production starts to decline.
As you know, Peter Flanigan brought me to the White House immediately

after the 1972 election to work on President Nixon's Energy Message. The mes-

sage we prepared was tough and we thought it would be effective. Mr. Flanigan
'nd I were quite pleased with the effort and those Congressmen who were given
copies also seemed quite enthusiastic. But it did not survive the ministrations
of Air. Ehrlichman and his merry men who thought that all energy problems
could be solved by the market place. The long section on conservation was re-
moved; nothing on cooperation with the other consumers and the producers of
oil remained-except one brief reference. Only the section on increasing domestic
production remained relatively intact. When the message finally came out-and
I want to disclaim, once again, any responsibility for it-it even eliminated all
reference to the "energy crisis". I was sorry about that; I liked the word; I

still do, for we seem to act in this country only when we think there Is a crisis-
and there really is one! But the argument used for killing the word Was con-
vincing: "This is the second Nixon administration; how can we talk about a
'crisis'; people will ask why we didn't move sooner." And indeed they would
have. Indeed they still are.

Nonetheless, we haven't moved very far even yet. The Alaska pipeline is under
construction-late but at least it's being built. However, I still see inefficient air

conditioners for sale and the efficiency ratings on all energy consuming devices
are unclear and even confusing.
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I see no substantial tax Incentives for home insulation or for conversion of
homes or offices to solar heat. Most Importantly I see no tendency even to con-
sider a higher gasoline tax; to the contrary, I see declining gas prices and a shift
back to the bigger car. It Is shameful to pretend we have an "energy program"
or an "energy policy" if we refuse to address ourselves to the enormous wastage
of gasoline in this country; if we refuse even to consider the draconian measures
which will be necessary to move the country, over the next decade, into more
efficient cars. It will not be done by decreeing that by such-and-such a date all
cars will get such-and-such a mileage. We've seen already how easy It is to
change these laws. I am convinced that the only way will be through a program
to Increase, through. increasing taxes, the cost of gasoline. It should be an-
nounced now for application in 1979 and then the tax should continue increasing
for the next ten or twelve years until the total tax would be of the order of
$1.00/gallon. The tax, admittedly, is regressive and there would have to be some
sort of an automatic flat tax rebate, say $250 per head of family, if he used a
car or not; if his car is small and efficient or large and inefficient. If gasoline con-
sumption is 6 million barrels/day and if the tax were to reach only 60 cents/gal-
lon. The annual income would be $55 billion. But as we would hope to cut gasoline
consumption by half, the tax would still bring in $30 billion. A rebate to each
head-of family of $250 would leave the treasury with $10 billion for building oil
storage, for developing mass transit and for funding research on other energy
sources. Not, we must fervently hope, for further construction of highways.

There should also be a program of expanded subsidies for mass transit which
would further cut energy consumption. Fortunately, some moves are already
being made here-but the subsidies for this still come frQm the general treasury
not from increased gasoline taxes.

To refuse to move on the interests which profit from the production of the gas-
guzzlers and to use as the excuse the popular revulsion to the idea, I believe is
wrong. I have talked on this subject in the Senate and the House for over six
years and I have made a reference to it in almost every speech I have given. I am
absolutely convinced that the American people would accept the proposal; they
know something of the problem already and it can be explained more fully;
why and how a gas tax would be effective and what the economic and political
benefits to the country would be. It will take some political courage on the part
of our national leaders, but that is what we expect of them. And I insist it will
not be Impossible; particularly if the new tax were tied to a substantial tax re-
bate or direct off-setting payment. The consumers can then use their rebates for
paying the higher gasoline taxes or, if they switch to mass transit or to more
efficient cars, they have increased their incomes. It won't work perfectly; some
will be hurt and there cannot be remedies for all; but Europe has not found
gasoline taxes intolerable and Europe's cars get about twice the mileage of
American ones.

Putting aside as Immoral, insane and impractical the repeated proposals
last year to solve our energy problem by a military occupation of the Arabian
peninsula, the only real alternative we have to solve our energy problem is to
develop new sources of hydrocarbons and new sources of energy. Even conserva-
tion will only offset normal growth in demand for a few years-no more than
a decade. The work of ERDA seems well-financed but it is argued that not
enough attention Is devoted to nuclear fusion and solar energy, that the old
AEC obsession with nuclear fusion has not yet been overcome. Perhaps an
independent review of ERDA's priorities might be useful.

Then there is the 1EA. I have strongly urged for years (long before the
formal formation of the organization) that we should be working with the
other developed countries on joint programs of research on new energy. The
1EA as now constituted is largely negative; that is, it is supposed to react in
time of crisis. I believe the main emphasis should be on the development of
new energy. Many times in the past scientists In one country, sometimes in
one town, have worked on a problem. with each having solved a portion. Had
they worked together the solution could have been reached much earlier. There
Is now some exchange of information on energy research hNt as practical ap-
p)lication comes closer than governments and especially companies become more
secretive; they want the practical rewards for themselves.

If we are serious about cooperation on energy research, and we say we are.
then an international version of the ERDA must be set up with the capability
of overseeing the exchange of information and. even the direction of various
phases of research. I strongly urge that the 1EA move In this direction soon.
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Some have thought that OPEC might object to such a program. This is non-
sense. How could they? They know we have to think now about the post-oil
era. In fact, I strongly suspect that if IEA turns into a cooperative organization
as most of its members want and drops the confrontational aspects, that many
OPEC countries would wish to participate in and help fund the research.

I would like to close by expressing a hope that we will finally admit that there
are no easy solutions to our problems; that we admit there are economic and
strategic dangers in over-reliance in imported oil and that we admit that con-
ventional oil will be exhausted by the end of the century and possibly sooner if
the world economy revives and old energy growth patterns are restored. Hav-
ing made these admissions, we should admit further that the only villains
are those who led us astray with their predictions of ease and glory: all we
need to is to stop listening to them and start facing a rather tough future
which will almost certainly entail some restrictions of growth in standard of
living, although probably not a decline.

Specifically, we should move on a tough strip-mining bill. The Congressional
bill was good and I do not believe it should have been voted. Strip-mined coal
is not going to solve our energy problems; we will not become self-sufflcient
through coal in the next decade and there is no reason for a crash program
resulting in irreperable damage to the environment to produce somewhat more
coal at somewhat lower price. A compromise with the White House should be
possible now; certainly it should be after January, 1977. I would also urge
strongly that the new bil icontain a tax of 25 cents on every ton of strip mined
coal to be devoted to the restoration of the lands destroyed by earlier strip-
miners. I believe we should go forward rapidly with the exploration of oil on
the outer continental shelf and I believe Navy Petroleum Reserve No. 4 should
be opened to commercial exploitation. There may be no oil in Point Barrow;
but there may be a lot and we cannot exclude it from development. It is of
no use of the Navy as it is. If a strategic reserve is believed necessary (and
I'm not convinced it is), then the terms for developing this area could include
the provision that in time of peace No. 4 would produce only at half capacity;
that the wells gathering systems and pipelines would have to be bulit to handle
twice the allowed production.- I am sure quite a few, companies would accept
such a condition willingly.

We should certainly build storage facilities for at least ninety days imports,
this was recommended by the OECD eight years ago and more recently by
the IEA. If our imports are now running at 8 million barrels/day and if the
landed cost is around $12.50/barrel and the cost of construction is $1.50/barrel,
the total cost would be around $10 billion. It could be paid for out of the gaso-
line tax. It might even be possible to interest a few of the OPEC countries in
the proposal. They could store the oil almost as cheaply in the United States
as they could at home and could get substantial interest payments on the oil
before it is used.

Vice President Rockefeller's plan to provide government financing and gov-
ernment financial gurantees for large energy projects seems to me to be an
excellent idea. While I know that quite a few members of Congress believe
the proposal sounds too much like a blank check to industry, I am confident the
'Congress would be able to attach adequate safeguards against abuse wtihout
rejecting the entire concept. There will almost certainly be large projects, e.g.
the Canadian Arctic gas development and pipelines; cryogenic transmission of
electricity, for which industry may not have the funds or be able to acquire
them. The Rockefeller proposal fills this gap.

On the negative side, we should not think that breaking up the oil companies
will solve the energy problem; it would almost certainly make it worse. A
congeries of small refineries competing for the available oil would be duck
soup for OPEC and the result would almost certainly be higher oil prices. The
alternative of having the United States import all oil through a system of closed
bids is considered by OPEC to be one of the most hilarious of the many amusing
suggestions to have come out of Boston. One oil minister has said that if the
auction were held no one would come; another suggested that all OPEC coun-
tries would bid $2.00 a barrel higher than the world price. In either case, the
auction would be followed by panic in- the United States. Both ministers were
convinced that no one in OPEC would or even could cheat; that if it tried, its
action would be immediately known to other OPEC countries and it would be
ostracized-an .action no one in OPEC would afford.
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We should also not forbid the oil companies from engaging in research in
other forms of energy or in acquiring other energy sources. They have the capi-
tal, the experience to develop them. More importantly, they know that if they
do not find other sources of energy they will die when they run out of petroleum-
and most can see that day approaching. I don't think we have any interest in,
killing them and if they are allowed to diversify they will have powerful in-
centives to develop new energy sources. Given this stimulation they might be at
least as successful as governments.

All of the economic arguments have validity only if considered in the broader
political context. We are not going to be "independent" in energy (if that means
self-sufficiency) for a long time, probably not before the end of the century.
And we will not be "independent" no matter how loose the definition in the next
ten or twenty years unless we are prepared to make enormous and politically
unacceptable sacrifices in reducing standard of living and degradation of the
environment. We must admit, like it or not, that much of our energy will be im-
ported in this period and much of these imports will come from the Arab coun-
tries. If there is peace in the Middle East, I maintain that this would cause
us no problem greater than reliance on Canada, Norway, Britain or Venezuela.
If there is war, it could cause us enormous problems. Therefore, if we want to
be assured of oil supplies at reasonably stable prices, our first effort must be
made toward achieving peace in the Middle East. I am optimistic that this can
be done; in fact I am confident that it will be done although I admit that these
feelings are based on the knowledge that war in the Middle East would be in-
tolerable and on the premise that we are governed by rational men who can
and therefore will prevent the war.

The premise may be faulty. I am sure the analysis is not. When we have men
in charge of negotiations who are trusted by all sides; men who are honest
and straightforward; whose word is always honored; then I think we can move
quickly toward a comprehensive peace settlement in the Middle East. I am con-
fident that we will start to move in January, 1977. I hope the area can remain
quiet until then; and I hope that the new studies we always seem to require can
be kept very short.

Chairman KEwNDy. Mr. Lamont, please proceed.

STATEMENT OF WILLIAM J. LAMONT, ATTORNEY, LAW FIRM
OF LOBEL, NOVINS & LAMONT, WASHINGTON, D.C.

Mr. LAMONT. Thank you, Mr. Chairman.
Unfortunately the time between receiving the invitation to testify

and now has not permitted me to prepare a very elaborate statement,
for which I apologize. On the other hand, it does give me an op-
portunity to read it in full.

I speak as a somewhat worn "antitruster." I am a disciple of John
Sherman. and I have preached, as a matter of interagency liaison in
the U.S. Government, the creed set forth in statute which say, "Thou
shalt compete, thou shalt not collude nor conspire; neither shall your
affairs be consolidated and noncompetitive."

But I will say that while I was interagency liaison between the
Department of Justice and other agencies of the Government from the
middle 1950's through I think about six of Jim's predecessors in the
Office of Fuel and Energ-y in State, apparently my teaching was
neither very clear, adequate, nor effective. As it stands now it is ex-
tremely clear that as far as energy is concerned-the oil component
of energy particularly-we do not now have anything that remotely
resembles competition.

I think all the speakers at this table have said that internationally
there has not been anv degree of competition in the oil market.

The reason for that is quite simple. Essentially we have an industry
which was conceived in monopoly, brought forth in that unhappy
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state, which was broken up only partly in 1911, and which has since
sought to crawl back into the womb from which it sprang. In other
words, the independents in the industry back in 1911 were not so much
concerned with breaking up the monopoly but joining it; and they
have all since moved forward in consolidated, noncompetitive opera-
tions wherever possible.

They have done so largely since World War II under the guise of
emergency." I can't really face the memory of how many hours, across

how many tables, I have discussed with how many people from State,
Interior, Office of Civil and Defense Mobilization, Office of Emergency
Planning, and so forth-as they.explained between 1950 and now that
there was, at almost any given time, such an emergency that we bad
to dispense with the Sherman Act. We simply could not attack any
of. the producing joint ventures, for that would upset our foreign
relations.

*We had to protect our interests that our American companies had
in those foreign producing areas because that would be our insurance
against a real shortage. At the same time at home this marvelously
nonrapacious industry of which Mr. Akins so generously spoke a few
moments ago, was busy erecting barriers around our shores, import
barriers, to maintain a high, stable and noncompetitive price for oil.

They did this through a number of devices, but essentially by pro-
rationing. It is that mechanism now which will prevent the breakup
of the OPEC nations in substance-the true prorationing, not that
which is usually understood.

I suggest first, that whatever possible alternatives we may have'to
consider in international oil are really sort of useless until we have an
oil industry that is not larger than the U.S. Government. You cannot
regulate that which has more inherent power than you do.

'I suggest also, as far as the energy that this world heeds is concerned,
the multinational companies and their allies in the OPEC countries
have basically a control which we cannot directly shape as long as the
organization of the oil markets'remains what it is. No matter what we
choose to do, no matter what strategies we seek to apply, we run up
against the basic fact that oil movements are now controlled by a series
of crude oil markets in which buyers and sellers have virtually identi-
cal interests. r.

*There has been, as Senator Church's investigation brought out over
the past months, a rather explicitly organized petroleumi cartel. which
depended not upon explicit agreement among companies, but upon
anticompetitive consolidation of joint venture operations which were
linked.

*When we speak of energy comrrpanies now, when we speak of ver-
tically integrated companies, we speak of individual comipanies that
are so cross-linked in so many places, in terms of crude oil supply and
movement, that the decision of none of them with respect to price or
supply is a decision that is"independent of the rest of them. That,
essentially, is the controlling mechanism that has been maintained by
this cartel, which was protected by the constant'series of emergencies
which we faced-or maybe we didn't-between 1950 and the present.

And incidentally, as to the predictions of shortages, this I think is
most important, back'ihi 1953, I believe, before'the House Interstate
and Foreign Commerce Committee there was a series of hearings
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examining the prorationing system, in the course of which one of the
counsel put together a single volume of hearings which in it had pre-
dictions made by Russell Brown of the IPAA as to our running out
of oil. It was about a half inch thick. as I remember, a reprint of news-
papers, of stories, of shortage speeches going back to the 1930's, and
covering periods when we were strangling in oil.

At the present time, as a matter of fact, we do not now know how
much oil we do have. We do not know how much oil is outside of the
OPEC nations, and we, at least the consumers of the United States and
the U.S. Government itself, have only a very vague notion of pre-
cisely what degree of producibility there may be within the OPEC
nations. In other words, we are operating through a fog created by the
companies who have themselves control of the operations because they
are the operation.

There has been a great deal of hopeful thinking that perhaps OPEC
would break up. Those who do so did not study the domestic proration-
ing system in the United States. We had something very much like
what exists today for almost 35 years. We had individual States which
controlled segments of the domestic oil market. None of them had
such total control that it could itself subtract the total amount of non-
prorating States' production entering the market. By which I mean to
say, there was always a very substantial margin of production outside
of Texas, Louisiana, Oklahoma, Kansas. New Mexico, and Arkansas,
which is not really considered a prorating State, but was.

There was always enough production outside of those areas to break
the market any time the companies wished to do so. But the fact was
that the companies who were the producers were the companies who
were the purchasers.

The important fact about the operation of the Texas Railroad Com-
mission system was not the "allowable" decision the Commission made
in open session in the monthly "allowable hearings." What was really
important was the buyers' meeting the night before, by which indi-
vidual differences were adjusted. Attending one of those sessions, I
would suggest, would give Mr. Frankel a different view as to how the
companies and the OPEC countries will be able to prorate.

When Lord Strathalmond and George Piercy sat down to talk
to Yamani or any of the OPEC representatives with respect to price
of crude oil, it could possibly have crossed their mind that if crude
oil jumped from $1.50 to, say, $12, there were 15 to 20 million
barrels of reserves they had on the North Slope, which would jump
correspondingly. Let's suppose it would jump on the average of $10 a
barrel, that would be something on the order of at least $150 billion;
and that, I suggest, is enough to make them extremely receptive to
whatever price suggestions Mr. Yamani might wish to make in the
way of raising the Aramco price.

We do not have now, and we have never had, any real buyer-seller
difference, and therefore we have not had any real pressure on the
domestic or the foreign crude oil price. Until we do, we are simply
going to face a continually rising, high and stable crude oil price.

That is the reason why I am urging-begging-preaching the need
for congressional enforcement of the antitrust laws. Now, that is the
term for that which the industry chooses to remark as "dismember-
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ment", what.the press and staff calls "divestiture.?' To-me the-act isquite simply a congressional declaration that, having failed to have anAntitrust Division enforcement of the antitrust laws over the past '25years with respect to oil, it is n'ow time that the'anticompetitive struc-ture, which should have been handled piece by piece in small cases
over the years, shouldi now be redone by direction of the Congress.The record of the Antitrust Division with respect to that. has beenrather pitiful. N6t that we have not had enough staff recommenda-tions-T generated enough myself, and I could recite many others that
had reached 'the top-but! none' have been acted upon. It will become
apparent if you look at the hearings before Senator Jackson and Sen-
ator Stevenson last fall in which Mr. Kauper testified, that this oc-
curred'not 'because anyone disagrreed thaat.there were active antitrust
violations, but. quite simply because they needed further study.

For-the Antitrust Division now to staff up, to commi'ience'an investi-
gation of the oil industry which would. provide the basis for a court
decision; for it to begin litigation, for it to. carry that through, would
be a matter of more than a decade. - -
If, then, we are to realize any of the benefits of the forces of compe-

tition within the marketplace within our life time-certainly within
imine-then Congress must' enact one of the vertical divestiture bills.

Regulation, as Mr. Krueger suggested is a temporary palliative.
But if anyone has, as I have within the last 3 days, come to grips 'withthe. Federal Energy Administration's operation of the regulatory
system, they would not out of kindness to the consumer or the legal
practitioner who must deal with these regulations, would not suggest
regulation as a viable' long-term alternative. Thank you.

,Chairman KENNEDY. Thank you, Mr. Lamont, your prepared state-
ment' will be made a part of the hearing record.

[.The prepared.statement of Mr; Lamont follows:]

PREPARED STATEMENT OF WniLiAM J. LAMONT

I appear in response to your Chairman's invitation to discuss problems offree' enterprise competition in United States energy policy, particularly in rela-
tion to international commerce in oil, and to comment on some possible alterna-
tives which might increase the effectiveness of thta energy policy.

My statement is brief, partly because of time constraints, but mostly because
the points I deem most important are brief and simple..

First, I am not at. all sufe that free enterprise competition has or has had any
discernible relationship to what passes for United States energy policy, partic-
ularly as such policy may extend to international oil trade. True, the Sherman
Act supposedly sets 'the principle of. free enterprise competition as the bedrock
of four settled economic policy. But that "settled policy" has for decades been hon-ored more in. the breach than in.the observance; and never more than at the
present time.

Second,: until w e have an administration which faithfully, executes the law byenforcing the statutes prohibiting restraints of trade in international' and domes-tic trade in oil, Uiite dStates energy policy is only a myth. For truly our energy'policy is no more than a vague hope that.,what is decided among the OPEC coun-tries and their mnuultinational corporate allies w ill not too badly harm this countryor its consumers. But it is clearly in their generous hands that our energy future
is now rested. - ..Third, it is abundantly clear that in those hands any possible hope for a com-petitive energy future is futile. Once you' had an international petroleum cartel,com posed of companies who could effectively operate a cartel only so long as theycould convince a complaisant government that a real emergency existed. Long
ago that cartel had progressed to the automatic division of market shares through
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the development of joint venture companies. And, as Senator Church's extensive
investigations have brought out, those companies could and did effectively control
the supply, flow and price of crude oil in international trade through World
War II and up to the end of the 1960's. And it is clear, this market control was
in violation of U.S. law.

Beginning in the first years of this decade, however, the OPEC countries be-
came sufficiently sophisticated to realize that they could dictate to this cartel
what the level of prices should be. But they also knew that, so long as the com-
pany group remained intact and with a shared interest, OPEC could resist those
economic and political intercountry pressures which might otherwise destroy
their power over world oil prices.

They had been, in short, assiduous students of United States experience in
State control of crude production. At no time in the thirty-five years that State
prorationing mechanisms supported high and noncompetitive domestic crude
pi-ces, were there any commonly agreed bases upon which individual States
could claim any particular quota. During those thirty-five years, inter-State
cheating was rife. Texas went from more than half the U.S. production to less
than thirty-five percent, while Louisiana grew from a miniscule amount to more
than twenty percent. Attempts to establish stable quotas by reference to re-
serves, producibility or actual production, or any combination of the above,
failed for one reason or another.

Yet at no time during those thirty-five years did the crude market come close
to breaking. As the OPEC nations could observe during the Fifties and early
Sixties, the strength of the price stabilization lay, not in any explicit agree-
ment, but in the cement of common interest among the producing states and
the purchasing companies. The Texas Railroad Commission liked high and
stable crude oil prices; and so did Exxon, the largest producer and refiner in
Texas. So long as Exxon, and the other "nominating companies"-that is, the
integrated crude oil purchaser-pipeliner-refiners-found more profit and asset
interest in crude oil production than in refining or marketing, they would al-
ways find it more profitable to increase crude oil prices to absorb the full amount
of any profit in the total integrated system.

There was literally no real pressure on domestic crude prices, despite the fact
that an ample margin of shut-in production lay outside the control of the pro-
rating states. It quite simply was never in the interest of the companies who con-
trolled the market to bargain for lower prices.

It is this experience which provides the best laboratory example of what
caused and what might cure our present energy situation. For even as the O)PEC
countries rely upon the common interest of the multinational producer-refiner-
marketer companies to smooth out imbalances among the production interests
of the individual OPEC nationals, so it is open to the United States to rupture
that common interest.

Quite simply, after two generations of non-enforcement of the antitrust laws
by the Executive Branch, Conaress should enact legislation ending the anticom-
petitive effects caused by the integrated structure of this industry. The link be-
tween the producing industry and the refining industry should be broken, with
the result that a truly competitive crude oil market would for the first time be
possible. This legislation, in short. would merely correct a situation that the
Antitrust Division of Justice should have corrected years ago, but did not.

With that as a beginning, there would be a vastly different set of incentives
facing the various sectors of the industry. For example, Exxon Producins. still
about the fifth largest of industrial corporations, would try to hold crude prices
high: hut Exxon Refining, also a giant, would try to minimize crude prices,
unlike the present situation.

With n base of competitive operations, the United States could fairly a,>
praise what its policy future should be, not in terms of what these Peculiarly
organized giants would have, but in terms of true national interest. Even more
important. it would unleash the competitive vigor of oil producers everywhere to
find and produce crude oil independently, not just to maximize the profits from
those resources already found and developed.

Chairman KENNEDY. I would like to invite comments by the wit-
nesses on some of the remarks Mr. Lamont has made, or any other
witnesses' testimony today.
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Mr. KRUEGER. Mr. Chairman, I think there is a basic fallacy in the
proposition that these companies are so large that they cannot be
regulated, and therefore you must dismember them before you un-
dertake this alternative.

I think we have in the Securites Act of 1933, the SEC, an example
of a very good regulatory measure that does indeed control some
activities of very large corporations.

I think there is perhaps some confusion on what types of competi-
tion we are talking about. I quite agree that for a number of years
there was a cartel by the oil companies in the Middle East and else-
where, and they controlled price. Then we had competition. We hacl
the independents come in the Middle East in the 1950's and 1960's,
and they began offering better terms, and as a result oversupply be-
gan to occur, which the major oil companies were unable to control.
The producer nations, the OPEC nations, then saw that they would
have to form their own cartel to control' price/volume of supply so
as to maintain price.

Now, in both cases we had a cartel, but in either case has the con-
sumer benefited from such competition as did exist. Moreover, what
may have been in the thirties, forties, fifties and sixties, is not what now
exists.

We had a study made in connection with our FEA report by Walter
Mead, a University of California economist, which concluded that
effective competition exists in the international petroleum industry
to the extent it can be competitive to bearing in mind that there is.
a seller cartel-and that has also been the conclusion of a' number
of other independent reports. I do not want to get into debate here
as to whether there is or there is not effective competition in the inter-
national industry. I am simply saying that if we have regulation-
full disclosure as in the Securities Act of 1933, and review and ap-
proval of major supply arrangements, it would be a very viable, very
useful alternatives to divestiture and one which will not result in the
dismemberment of some very efficient and very large organizations.

Chairman KENNEDY. Are there any other comments someone would
like to make, and then we will get to the questions.

Mr. FRANKEL. Senator, I think the difficulties of these discussions
are partly semantics. Whereas it is probably true that there does not
exist competition in the sense Mr. Lamont considers the only accent-
able form of competition, there did exist and does exist a competi-
tion between the big companies, only this competition is an oligop-
olistic competition, which has a different term of reference from the
textbook competition of a great number of small operators.

Now. the reduction of prices in the 195 0's which led to the formation
of OPEC as a defensive operation in order to reduce 'the impact of
competition between the companies, which resulted in the reduction
of the price level, this competition was not confined to the so-called
independents or newcomers, there was a potential but very strong
competitive situation among the big oil companies, only it was de-
termined by the fact that they were heavily investment oriented, and
therefore, apart from competing with each othef, they did want to
maintain a certain level of continuity which Mr. Lamont does not
consider to be compatible with competitive operations.
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I ask myself, however, if Mr. Lamont speaks out of the feeling of
frustration that his concepts have not been accepted over the last 45
years, one wonders whether there are not inherent roadblocks to the
realization of his idea which cannot be ignored and cannot be related
only to the bad will, or the influence of certain individual companies,
but to basic economic conditions which have fashioned the industry
as we know it.

Chairman KENNEDY. Mr. Lamont, just briefly, and then we will get
to the questions.

Mir. LAMONT. May I respond to the two people at once. First, with
respect to Mr. Krueger's observation as to the new formation of the
OPEC cartel, when the King of Saudi Arabia undertook to direct
the operation of the oil industry in his country. What he did was
to direct the operations of Aramco.

What I am suggesting is that there was not created a new cartel.
What was done was that the OPEC countries in essence took over
the existing powers that the companies had created in the form of
this noncompetitive international framework of oil distribution. They
simply took it over and operated it for their own benefit. They figured
they could not lick it, but they could join it; and that they did for
fun and profit.

As to the comments that Mir. Frankel just made that perhaps my
many years of frustration were due to the fact that I was inherently
wrong, and that possibly my desires for more free competition just
simply did not square with the facts of the marketplace, that may
be true; in fact, I think it is true.

I think it is quite probably absolutely true that international oil
movements over the past 40 years have been highly illegal, and that
the U.S. law required that it be ended. It could exist only because
some overt violations of the law were permitted only under the plea
of emergency-emergency-emergency; and perhaps a payment or
two. [Laughhter.]

Chairman KENNEDY. We should get back to the primary focus of
these hearings of what policy the Government should be pursuing in
this general matter of the international petroleum situation.

Let me just start with you, MIr. Akins. One of the impressions that
I got in my trip to the Middle East, the very valuable and worthwhile
visit to Saudi Arabia, which gave me the opportunity to meet with
you there, was the impression that the American Government -was not
pressing as fully or as completely as it probably should on the whole
issue of increase in prices, and the extraordinary implication that was
having in terms of the American economy and generally the world
economy.

We had some witnesses yesterday who felt that even with the in-
crease. the escalation of cost., it was asmall fraction of the inflationary
situation both here in the United States and the world economy.

As interested as I am in debating that point, I am really getting to
what assessment you can give us as to the degree and intensity of in-
terest of the U.S. Government in keeping these prices at a more reason-
able level. Could you review what your understanding is, what it was
at that time and at the present time.

There was a meeting, as I understand it, of the Secretary of State
with the Shah of Iran in Switzerland in 1975, and the reports were that
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were 'other reports that it was not raised by the Secretary of State,
What can you tell us, generally, about U.S. policy then and now?

Mr. AKiNs. There is not too much I can say'on what the U.S.'policy
is on oil prices apart from instructions I got'for use in Saudi Arabia.
As you know, the current system in the State' Department is centralized
rather like the French railroad system, there is no lateral distribution
of cables, everything goes to the central office. Offices in the field don't
know what is going on in peripheral posts. You just don't know what
is going on around you that may be of interest to you ahd important
in making your own recommendation.

The instructions I got in Saudi Arabia led me to believe that our
policy was to reduce oil prices. I took this subject up with King'Faisal;
with Prince Fahad, who is now the crown prince; with Ahmad Zaki
Yaminni, the petroleum minister, and others. I went over with them in
detail the dangers: to the world of higher oil prices; why they should
take a position against higher prices; why they should restrain price
increases, and why they should in fact act to bring down prices.

Not only did they agree, but as'you know from their actions in
OP-EC from December 1973'until the May 1976 meeting in Bali, they
have'been consistent in the position that prices have gone up too far
too fast, and that the world should have a chance to adjust to these
prices before they should go up any further.

However, I was constantly urged by King Faisal and by Minister
Yamani to get other' countries in OPEC to support the Saudi Arabian
position.

The Saudi position was,
We are small, we are weak; we do have a lot of oil reserves, but politically

we are isolated,. and we must have political support from you and other con-
sumers; and we particularly must have you bring- some of the other oil-producing
countries around to our position. At the very least you should be able to stop
them from attacking us for doing what you, the American Ambassador and the
American Government want us to do.

I reported this frequently to Washington, so frequently that I was
told Washington was very annoyed by these reports. I then asked if
I should stop reporting things that were raised by the Saudis, and.was
told only'that Washington was annoyed.
- Chairman KENNEDY. Did they say why '

Mr. AKINs. No; I was just told that I was annoying people. I asked
if anyone suggested these reports were wrong or the analyses were
wrong, "No; not wrong, just annoying."

"Well, why 2"
"They were just annoying."
It was not a very satisfactory dialog. However, I did tell my staff

at the time that I had been given these warnings, and I was, under
no circumstances, going to heed'them. I did not want to leave Saudik
Arabia, I had a lot of things' I thought 'I wanted to do, but I was not
going to twist reports to give Washington what it wanted to hear. You,
can have a GS-1 clerk writing this sort of report; you don't need ant
ambassador.' I thinkl I perhaps became' more' abrasive on this subject
than was absolutely necessary.' ' .

However, King Faisal did raise with Kissinger'himself exactly the
reports.that I had already' sent in; 'he said * '
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We understand your reason for oil prices, but we cannot act alone, you must
put pressure on other OPEC countries; and you must persuade your friend, the
Shah, to go along with us in holding down oil prices.

WN7hat happened after that I don't know. I know that Kissinger saw
the Shah, and the Saudis at least told me that they were told by the
Iranians that we understood the oil prices had to go up.

Now, whether the Iranians made that up, or the Saudis interpreted
it incorrectly, I don't know. I do know that there was absolutely no
change in the position of Iran or of any other OPEC country-except
Abu Dhabi, which is a special case. No other country in OPEC fol-
lowed the Saudi lead in trying to hold the line on oil prices; that was
true in the last meetina in Bali when, I understand, OPEC almost
broke up because of the"audi insistence that there be no price increase
now.

As Minister Yamani has pointed out, other countries can go ahead
and do what they want in oil prices, but they can't make the price stick
without the cooperation of Saudi Arabia, and they are not getting it
now. I think there will be an increase at the beginning of the year, the
Saudis have never promised that there would not be. In any case, they
have been a restraining influence up to now.

I think it would be very valuable for you to ask our ambassadors
to Iran, Venezuela, Algeria, Indonesia, Nigeria and other OPEC
countries what instructions they got, and what actions they took.

Chairman KENNEDY. I think that is a good suggestion. We have
Secretary Richardson next week. and I think we will find that out.

Let me ask Mr. Frankel, when vou talked about the issues in your
testimony that the companies are not as directly interested in the
actual level of prices, but mainly in terms of crude acquisitions, tell
me. do vou think the Governmeint should play some role in determin-
ing the terms of this basic access; and if they should be involved, what
do von think the limit of the Government in~tervention should be'?

Mr. FRANKEL. Well, the thought of the Government-the govern-
inents because the United States is not the only one interested-the
governments should know what is going on; they should be able to
express their views; be able to consolidate their views perhaps within
the IEA or OECD.

But I have no record, or no proof that governments as buying orga-
nizations, or as negotiating bodies with OPEC countries would be par-
ticularly successful. They usually came in when there was a shortage,
and obviously no one can be successful in periods of shortages. In a
period of surpluses it is probably not very necessary that governments
become directly involved.

Chairman KENNEDY. Other than information, then, you do not feel
that there is a government role.

Mr. FRANKEL. Except, of course, in the case of a real emergency. in
which case that role is defined in the IEA agreement.

Chairman KENNEDY. Mr. Krueger, you suggested the utility of an
organization of consumer nation petroleum companies with some gov-
ernment participation.

Representatives of Gulf said yesterday that it was too late for such
a move to have an impact. Do you think it could still be effective?

Mr. KRUEGER. Well, I think perhaps had we discerned this position
when we interviewed the majors in our study, 19 of the 20 largest com-
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panies. I think some of the companies are apprehensive of having an
organization of this kind established because a critical part of it, I
believe, is to have continuous and rather pervasive governmental mon-
itoring of the organization to make sure that the activities within it
were calculated to serve the interests of the United States; and were
calculated to make the best possible deal for the United States and
other consumers.

I think it would be a very novel type of organization. You do have
the traditional point of view expressed by Mr. Lamont that competi-
tion is, per se, necessary and this group bv definition would not be
competitive. But it would be directed to the fact that the oil markets of
the world are not competitive. I think it is worth studying.

I would also comment that I do not believe Mr. Frankel's comments
on disclosure would, as I understand MIr. Frankel-and we talked at
length with him in London in our work-that these would be incon-
sistent with setting up a method by which the United States would
review and pass upon proposed major international petroleum
arrangements.

Chairman KENNEDY. Senator Taft.
Senator TAFT. Thank you, Mr. Chairman. I have an opening state-

ment I ask to be included in the hearing.
Chairman KENNEDY. Fine.
[The opening statement of Senator Taft follows:]

OPENING STATEMENT OF SENATOR TAFT.

MULTINATIONAL OIL COMPANIES AND OPEC: IMPLICATIONS FOR U.S. POLICY

Our goal in these hearings is a multi-faceted one. We are seeking to ensure
U.S. access to a steady supply of oil, at a reasonable price, and to do so without
jeopardizing any of our allies, or weakening our own military capabilities. This
is not an easy task. These goals may frequently be in conflict. I think it is abso-
lutely essential for us to realize that supply, expense, and independence are all
part of the picture, and that we cannot afford a policy which focuses solely on one
or two of these factors.

To achieve these goals, we must pull together as a people. Internal discord
could destroy our efforts. On the one hand, no group may withhold information,
or seek purely selfish advantages. On the other, no group may sweep economic or
geophysical facts under the rug and resort to pat ideological cliches. We cannot
risk any other course of action than a clear-headed and open minded review of
the facts of this situation. We must thrash this out openly and honestly, with no
maneuvering for advantage, and no camouflaged intentions or hidden purposes.
I mean these remarks to apply to all governments, agencies, parties, companies,
and consumer groups, equally and impartially.

The shouting must stop, and the work must start, before it is too late. Thank
you.

Senator TAFT. ir. Chairman, I am a little frustrated here because
I have so many questions that I would like to put to the witnesses and
I know that is not possible. I ask consent to supply questions in writing
to several of the witnesses and ask for the answers to be included in
the record.

Chairman KENNEDY. The witnesses will be so requested.
Senator TAFr. Mr. Akins, how can we get a constructive conserva-

tion program in this country? I have supported decontrol to inform
the public of the crisis through the price mechanism. But prices were
rolled back, and people are going back to big cars and turning up the
thermostats-or turning them down in summer, as the case may be.
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P opposed the energy bill; as did a larg6 number of Republicans
and many Democrats. We have no teeth in any conservation program
today that I can see-we could not legislate public enthusiasm. Cer-
tainly, there are many conservation-minded Democrats and Republi-
cans, of which I am one. How do we resolve that problem, how do we
get conservation?

Mr. AKINs. The one point I think is the most important one is the
one I referred to in my prepared statement-a gradually increasing
tax in gasoline. Gasoline is the area of the most flagrant energy con-
sumption; it is where we can make the most savings without real
damage done to the cost of living or the environment.

If we got the same gasoline mileage on our cars the Europeans get,
with no change in driving habits, we would save over 3 million barrels
a day of gasoline. I think the only way of turning around the, renewed
trend toward the larger car is to announce, right now, that next year,
or 3 years from now gasoline taxes are going to start increasing by
5 or 10 cents a year until the gasoline tax gets to be $1 a gallon.

I think with such an announcement, Detroit would make a very:
quick re-assessment of its ability to sell large cars; and people would
make different decisions on new purchases of cars. This is the place
we can make the big savings.

I think we can also save energy by tax rebates for industries or for
individuals who convert their industrial buildings or houses to solar
heat.

But I don't think there is very much we can get done by just jaw-
boning and telling people there is a crisis. Too many people believe
there isn't one. I think the latest poll concluded that even now, many
people believe that the shortages and price increases of 1973 and 1974
were arranged by the oil companies. And while the oil companies made
considerable profit, at least in the increased value of their inventories.
It is nonsense to say they were responsible for these price increases
or shortages.

Senator TAFT. Did the multinational corporations in your opinion
do an efficient job of targeting non-OPEC, or nonembargo oil to the
United States and the Netherlands, and leave the OPEC oil for
Europe, so as to minimize or equalize the effect?

Mr. ICRurGoiR. The FEA did a post mortem on the energy crisis, and
it showed that the majors, the U.S. companies, had done a very good
job in servicing the U.S. market; and also in servicing their other
traditional markets such as Japan and Western Europe, the study
showed that virtually every consumer country involved thought they'
had been discriminated against in favor of the others, but the evidence
tended to show that the majors did a good job of spreading the avail-
able production.

Senator TAFT. Mr. Lamont, the oil companies have already been.
subject to extensive controls, and currently the Senate Finance Com-r
mittee has taken even further tax benefits from them. which will dis-
courage capital investment in further exploration for oil.

Do you feel that divestiture would be a final blow and make it im-
possible for oil companies to explore and drill further to meet the
energy crisis that seems to be facing us in the 1980's?

Mr. LAMONT. Do I think it will be the final blow? I think on the:
contrary, it is one which would give great impetus to domestic explora-
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tion. At the moment, look at the situation. What kind of idiot eco-
nomics would it be for one of the major, companies which-is part of
this multinational concert of action, what would be the point of their
expending a very substantial amount to bring onstream substantial
new supplies to supplant that supply of which they already have more
than enoughh now ?

W~hat I am trying to say is, for the major companies at' the moment,
the multinational companies, they have now a preferential access to
OPEC crude, country by country. They still have very substantial
amounts of tax benefits which are not going to be wholly taken away
from them.

'They know there is a declining curve on time.'Tim- is running out
for them to be able to do what they want to do. Accordingly, you have
some ridiculous things, like oil being shut in in the United States at
the price of $10-plus, being replaced by oil, at $13 and $14 a barrel in
landed cost brought from abroad.

.What I am suggesting in short, that certainly in the short term the
complex of individual decisions that you would get from the more
decentralized industry that with divestituture you achieve-that com-
plex of individual decisions would be apt to give you a substantial
amount-more domestic oil and oil outside the OPEC nations than
we now- have. And far from discouraging investment, may I suggest
that the investment that is involved is in oil, not companies. As in other
things, investment is to -be weighed. in terms of anticipated returns
from the'search.

You will say, I suspect, that after all, that oil finding -is extremely
high cost and extremely risky-but when was the last time a major
oil producer went bankrupt?

Senator TArF. Are you saying that the oil pricing is -a fraud, and
there is no oil crisis; but nevertheless, we are, running out of easily
recoverable hydrocarbons; or do you think there are plenty of them
left. in which case the middle-sized companies can expand and. make
an end run around the cartel? Is there, or isnrt there an oil shortage?

'Mr. LAMONT.'Well, first of all, there is shut-in production far in
excess of what, the world can use. A good deal of that shut-in produc-
tion is in the OPEC countries, no question about that.

There is a -great deal of 'unexplored area outside of OPEC that has
not- been touched. and in which the major companies will not now
finance investment because of the amount now overhanging the market.
At any given time the' majors can, as they did 'with "Occi" in Libya',
they can very easily hang independents ouit to dry.

Senator TAFT, Thank you very much.
Mr. LAMONT. So, what I am. saying, you have a crisis in organiza-

tion, and that is not necessarily a crisis in commodity supply.
Chairman KENNEDY. Senator Proxmire.
Senator PROXMINTRE. Thank -you, Mr. Chairman.
Mfr. Akins, did I understand you to say that. we should increase

gasoline taxes un to. $1 a gallon?
Mr. AKTNS. Yes.
Senator PROXXiTRE. $1 a gallon, is that right?
Mr. AKINs. Yes. -

Senator PROXXERE. I calculate. vou said about 150 billion gallons a
year, that would -be about $150. billion a year increase in individual
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income taxes that Americans would pay. Now, I realize that would
have a heavy inhibiting effect.

Mir. AKINS. I am talking just about gasoline, and your figures are
way off. You are talking about the total consumption, the gasoline
consumption would be about a third of that.

Senator PRoxMmE. 'Well, the staff has given me a figure that I have,
I said $150, I mean $115 billion.

Mfr. AKINS. That's closer.
Senator PROX.HiRE. At any rate, say your figures are correct, your

assessment is right-
MIr. AKINS. I am assuming that.
Senator PROXMIRE. It would be $50 billion.
AIr. AKINS. I am assuming we would cut gasoline consumption in

half, so it would have to be cut by a further half.
Senator PROXMIIRE. Why do you assume we would cut the consump-

tion in half?
Mr. AKINS. That is the purpose of the whole idea, it is not to raise

revenues, although that would be a very nice added benefit.
Senator PROXMIRE. I know it is the purpose not to raise revenues,

but to cut consumption.
MIr. AKIN-s. Right.
Senator PROXmIRE. W"That makes you think it would be cut in half ?

It is a very nice assumption.
Mr. AiSiNs. I am assuming we can get at least the same mileage as

the Europeans do, and if we can do it, we will cut consumption in half.
Senator PROXTIIRE. WYell. that will take quite awhile. Then, the sec-

ond point is the enormous injustice of this kind of thing. Now, I sup-
pose you would get a kind of Rube Goldberg situation where you have
an opportunity for people who have to drive distances to get coupons,
who have to drive to work get coupons.

AIr. AKINS. No.
Senator PROXMI1IRE. We have in our State. and I think all the Sena-

tors represented at this table have the same situation. In my State
there are literally tens of thousands of people who drive to work; and
if they have to pav another 15 or 20 cents a gallon, let alone $1 a gallon,
it is just a crushing blow.

Now, it is true, you are right, they would find ways in some cases
for carpools forming. and so on. but it would be an enormous economic
adjustment on the part of tens of millions of Americans to get to work.

MIr. AKINs. Yes; it is a regressive tax; and I have said that one way
to handle that would be to give each head of family a rebate of $200
or $250 a year to help offset the increased gasoline prices. If he takes
the bus, he puts the money in his pocket. If he has to use it for gaso-
lino. then be does that.

Senator PROXMT[RE. Well. that is fine if vou can take a bus. Of course,
I have manv thousands of constituents in my State-there is no way
they can take a bius. Maybe eventually that can be worked out. but
they commute to Madison. Milwaukee. and Racine-distances of 20.
30. 40 miles-literally, I am not exaggeratinff. I have stood at plant
gates and asked them where they come from. If they have to pay this,
it would he an economic disaster.

Mr. AKINS. Of course, that would not come immediately. I pro-
posed that we started a few years from now, and it be increased grad-



199

ually to $1 a gallon. It would be a period of 10 or 15 years before this
is applied fully.

Senator PROXMIME. Well, I am glad you speak out bluntly because
we have to wake up to the fact that we need some way of discouraging
the enormous waste of energy; I think you are absolutely right. I just
think of your proposal as drastic and unrealistic.

Mr. AKINs. It is certainly drastic, but that is the only thing that
would work. and it would save us 3 million barrels a day. e

Senator PROXMIRE. Now, that is not the only thing, there are other
things.

Mr. ArlUN-s. On gasoline?
Senator PROXMIRE. That is certainly one of the elements, but there

are other things. rationing.
Mr. AKIiN\S. Rationing is another one, but is that tolerable?
Senator PRoxMIRE. And then, another possibility, we have to rec-

ognize that certainly one of the major problems we have is the prob-
lem of timing. Many people feel that 20 years from now we will not
have the same kind of problem, technology coming on will give us
alternatives.

This is a case, it would seem to me. if we also have a problem which
you probably cited, of another boycott, then is not a reserve, a big oil
reserve wise and appropriate policy?

IMr. AKINS. That is one of the things I proposed specifically.
Senator PROXMIRE. And should that not be done as rapidly as

possible?
Mr. AKINS. Absolutely, that can be done fairly quickly. It will be

quite expensive, but it can be done.
Senator PROXMIRE. Well, we have legislation which would require

that, but it is my understanding we are not coming on as rapidly as
we should.

Now. Mr. Krueger. I would like to get you to respond to the point
that Mr. Lamont made. It seems to me a logical point, and I would
like you to review it, if you can; and that is that the buvers and sell-
ers of crude oil have an identity of interest. There is no advantage for
the big oil company buying oil to have a price go down. If his inven-
tory drops, he probably won't do as well in net income. So, it is to his
advantage to keep that price up.

Mr. KRUEGER. Well, there is an issue of terms involved here. In
talking about independents in the foreign market. and even domesti-
cally, you are talking of a number of companies as being independents
whbich are quite large and integrated, Amerada Hess. Union. Sun,
Getty, Occidental, and so forth are in this category. Their instincts,
the way they operate-some of those don't market, but they have re-
fining, they are downstream-will be much the same as the majors'.

Now, if vou are talking about the very small operator that onlv is
in the production end of things his interests will be somewhat differ-
ent than the integrated companies. But you see that the way they act
frequently is the. same as the majors. Take the outer continental shelf
where we are going to find most of our domestic oil. There you see the
independents and they compete very effectively against the majors,
but. they do so in groups.

Senator PROXfTPRE. I know there is that distinction, but you talked
of your survey of 19 of the biggest companies.
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Mr. KRUEGER. Right.
Senator PROXMIRE. In the case of those major oil companies, is it

not to their interest to have the price of oil remain high, or perhaps
even go higher? There is no way they can lose. They are obviously not
going to accept that higher price, they will pass it on, isn't that right?
And also, whatever reserves they may have increase in value.

Mr. KRUEGER. I do not believe that is in their interest, Senator. The
crisis showed one thing, and that is that the petroleum market in this
country is not elastic. The higher price goes, the more people tend to
conserve. The companies take the position-and it is well supported-
that they are making less money now after that big inventory price
adjustment, they are making less money now per barrel than they
made before the crisis.

So, I do not believe there is any economic incentive for them to try
to raise the price of petroleum. And I do not think there is any study
'which tends to support Mr. Lamont's theorem. As a matter of fact,
most studies tend to disprove his theorem.

Senator PROXMIRE. Mr. Lamont would you care to respond?
Mr. LAMONT. I won't call it a theory; I call it a fact. I will give you a

practical demonstration. When "Occi" started to produce in Libya-
being solely a producer and not a refiner-that did disturb the hell
out of international oil prices. When a very substantial amount of
marginal oil came into the market in that particular place.

The second thing that I would observe is that anyone who tries to
point to the precise level of profits of the oil companies as an'indication
as to whether or not they are achieving their purposes-their year-to-
year profits-is in for some rather considerable frustration. As one
friend of mine who had done a considerable amount of study of the
petroleum industry succinctly stated, "The profit of an integrated
oil company is the amount they can't hide."

If you look over time, and I mean any substantial period of time
that you choose, you will find that the average return of the oil in-
dustry as a whole is very near to the center of that of the manufactur-
ing industry as a whole. You will also find that the bulk of the major
oil companies will have an individual rate of return which falls very
close to that same line; it is really remarkably narrow.

The result is, I submit, to create a rather artificial picture. You get
the impression that they would give this much to their stockholders
by way of dividend, and no more; and that the real purpose of these
perpetual corporations is essentially that of capital generating ma-
chines. It does not mean very much in that light whether you call the
money flow which they generate, profit, or more capital return, or cash
flow. The profits that can be scraped off that enormous cash stream by
the individuals who control it-the banks and individual large stock-
holders-the amounts that can be had from the control of these large
cash flows are really the whole purpose 6f the organization. It is not
the making of a profit for an individual stockholder who will be per-
fectly happy if he gets his 15 percent this year, 14 last, and 16 next.

Senator PROXIsIRE. My time is up, Mr. Chairman.
Chairman KENNEDY. Senator Javits.
Senator JAVITs. Well,'Mr. Chairman, the discussion sounds very,

very interesting, I am sorry I went to the ceremony. I would like to
address the paities'and perhaps get a little interaction. The two points
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that interest me most are, one, apparently there is strong feeling by,
Mr. Lamont on divestiture, that bringing down the structure will
create more competition.

That has certain problems for me because the history of the anti-
trust laws is that more competition does not necessarily mean better
prices or better services. And the whole idea that people want to go td
the mom and pop grocery store is completely unfounded, they want to
go to the supermarket, notwithstanding that the supermarket that
dominates the area dominates the price.,

So, I will be very glad to hear Mr. Lamont's reasons why he feels
that tougher competition is Alpha and Omega-it doesn't work out
that way except in a model world.

Mr. LAMONT. I would take direct issue with your choice of the mom
and pop grocery store versus the supermarket as being a demonstra-
tion of competition versus organization. W17hat it is, is a different type
of organization.

Surely, over the years the Antitrust Division and the Federal Trade
Commission both have been extremely active in ending some rather
extensive efforts by major grocery chains to dominate the market, and
have, been able pretty well to create a vef'y competitive situation. That,
I submit, is why wlhen you go to a large supermarket you go there to
buy groceries with a markup of 3, to 4, to 5 percent of profits as against
your momn and pop stores markup of 25 percent because of their ineffi-
ciency. Competition does not mean inefficiency. On the contrary. in
order to survive, only the efficient are capable of standing the strug-
gle; that is the theory and that is the practice.

If we are ready now to abandon the principle of free enterprise,
then I would. suggest that it is.incumbent upon this committee and
the Congress to enact that specifically by statute, and not to do it as
the present administration has been doing it-the present adminis-
tration going back to at least 1968 -by the exercise of "prosecutorial
discretion". by simple nonenforcement.

Senator TAFr. 'Was the enforcement better before?
Mr. LAMONT. I can remember a 'brief period under Attorney Gen:

eral Brownell when we were able to raise aiittle hell with the oil com-
panies. I remember a period betweeni 1961 and 1963 when we were at
east given permission to begin the, process of investigation. Grad,

ually after that, things began to sort of go to hell in a hand-bassket,
but there were brief periods in which antitrust enforcement has been
allowed.

Senator JAVITS. Mr. Laniont. I gather you believe that the forces of
competition provide adequate resources of capital, and adequate equip-
ment and facilities, sufficient to service the public need automatically,
by virtue of competition.

Mr. LAMONT. Not by virtue of competition. but-by virtue of the fact
that you have an enormous market for' fuel. You sell fuel, ,and it
doesn't actually matter much who 'is the salesman. Presumablv, as long
as he is reasonably efficient. he will get back a substantial amount of
what represents the capital investment.

I am saying simply,' as long as profitable business is there, invest-
ment; cap~ital will be found.'-

Senator' JAvrrs. Now, I suppose' these competitive factors which
tend to break down smaller units, and the big 'expenses of duolication
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of facilities tend to put prices up, rather than down; or do you en-
vision such a possibility that prices can only go down under your
system, they can't go up?

Mr. LAMONT. No, no; on the contrary. I would think prices would
go up, down and sideways. I think one of the rather peculiar and
inefficient characteristics of the present oil market is that you have
an almost virtually unified top price for crude oils of vastly different
refinability, vastly different economic worth. You have it that way
because you do not have a really effective market.

Senator JAVITS. I will get to you gentlemen in a minute. I have only
one more question I want to ask, a key question. Does your idea, sir,
envision also-you said Congress should change the law if it does not
want competition-that if the competitive system produces unsatis-
factory results, if prices go up and away, which is unsatisfactory
to the public, rather than down; or there are inadequacies of supply,
or other problems, would you say that the Government then must
step in and do what business has been unfit to do, if that kind of ab-
solutely automatic competition is enforced?

Nir. LAMIONT. Well, first of all, over time competition will tend to
produce the lowest possible price for any particular kind of crude
oil: that, I think, is a basic given, and I do not think even the most
high-powered economist would quarrel with that.

Second, if over time the fact that ultimately we will run out of
fossil fuels, if that forces the price up, then I would say simply that
we are then observing the economic phenomenon that as prices go up
in this kind of commodity, it justifies investment in competing or
substitute commodities, and we will then be able to switch to the truly
higher cost energy items.

Senator JAVITs. And you are willing to accept the risk of an ade-
quate supply transition, which may not be as automatic as you think
it will be. We will cast off into a pretty uncharted and stormy sea,
if we alandon the present system.

Mr. LAMrONT. Sir, I characterize myself as totally non-objective,
but I would suggest this, that it would be a far more uncharted sea
for us to put in the hands of some kind of Government monitor of
an international energy effort, to put into their hands the total energy
future of this Government. I do not believe that Government reg-
ulation is all that efficient. For instance, Mr. Kruegrer mentioned the
Securities and Exchange Commission as being an excellent Govern-
ment reguatory agency that has operated well over the years. I think
he did not quite know that the only industry the SEC regulates is
the investment industry, the exchange industry, not the companies
whichl are registered on the exchange: and that. incidentally. as an
aid to the Securities and Exchange Commission after the 1934 act
was passed, the Congress found it necessary, useful and nondisruptive
to pass the Public U~tility Holding Company Act, forcing the divesti-
ture of the public utility holding companies.

Senator JAVITS. Mr. Krueger.
AMr. KRUEGER. Yes; I would like to correct one factual point. AIr.

Lamont said that we have essentially one price today of international
crudes of all types, and that is not really true.

What OPEC does is peg its price that is agreed upon to what is
called "benchmark" crude in Saudi Arabia. Each country then ap-
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plies discounts, or takes a premium by virtue of the gravity, trans-
portation benefits, and things of this kind. So, it simply is not true
that we have one price for various kinds of oil.

The point I wish to make basically, which you were touching on,
is that the independents and the smaller companies-and the smaller
they are, the more true it is-have shown less ability to resist the
terms of producer countries in the past than have the majors. You
see this in Indonesia where a very small independent established the
production-sharing concept. and it was a breakthrough for producers.

So, I am saying, if the goal is to have a favorable impact for our
consumers and the consumers for other consumer nations in the for-
eign markets, we don't do it by creating a bunch of smaller companies.
We do it by investing our companies of all sizes-they come in every
shape and variety and we have a hundred of them in international
petroleum-by investing them with a sufficient U.S. presence. We
do it by establishing a sufficient U.S. informational base so that the
producer countries and out companies know that they are not going
to be able to go over and take just any set of terms, and pass them
through to the American consumer.

Now. I am well aware of what the impact of the Securities Act of
1933 was, I simply mentioned it as being an instance in which regula-
tion was used very beneficially to protect the American consumer,
and to regulate an industry, the securities industry.

Senator JAVITS. 1\r. Chairman, my time is up, if the Chair wishes,
I would like to hear from- r. Frankiel.

Air. FRANKEL. I believe. Senator, the queries which I would have
had about Mr. Lamont's statement are .really about the security by
competition, that really being covered by your own intervention.

What I wanted to say about the different crude prices has been cov-
ered. but perhaps I can add one consideration. that in these different
prices for the crude-as distinct from the main so-called inarker
crude of one type of Saudi Arabia-lies a certain amount of competi-
tion among the OPEC countries. This is quite clear from the difficul-
ties OPEC had-that was confirmed in Bali now-in establishing
a system-an automatic system of price differences. This is relevant,
but it is not critical because the critical one is the marker crudes, the
basic price.

We. see the most competitive country in the OPEC setup, which
is-Iraq, and they would like to establish as high as possible a basic
price, so that they can then give discounts on the higher price, the
highest price they could think of.

I had a friend who was a real independent in earlier years, an in-
dependent oil operator. who used to say, "I like, to underquote a high
price" because underquoting of low prices is no fun.

So, I sav again-I believe the Senator was not here when I said
that-the comiparison between the doog and the tail. The small opera-
tors, as important as they are. they are the fringe operators, whereas
the centerpiece of the industry. very much as you, Senators have de-
scribed it, is formed by larger, usually integrated operators who pro-
vide what I call the baseload of the indllstrv. If we do not want them
to provide that, we. have to find some other big units to do it, which
essentially could only be the Government.
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Senator JAVITS. Mr. Akins.
Mr. AINxS. I do not want to imply that bigness is good, and the

bigger you get the more efficient you get.
Senator JAVITS. I agree.
Mr. AKINS. We have all seen examples of big business operating just

as inefficiently and slowly as big government. In fact, large oil com-
panies in many ways remind me of the State Department. [Laughter.]

The lack of curiosity, the insensitivity, the inability to react. When
you talk about breaking up the industry, breaking it up into marketing
units, or refining units, or exploration units and nothing more, that is
what frightens me because that is what I think will result in higher
prices, greater inefficiency, and an almost total loss of bargaining
power dealing with OPEC.

If one of the large oil companies, for example, were broken up into
five or more totally integrated companies, all competing against each
other, a very real case could be made that it will increase efficiency.

Senator JAVITS. Thank you very much. Thank you, Mr. Chairman.
Chairman KENNEDY. Let me ask the Witnesses as to- their reaction

as to the degree of common interest between major oil'companies oper-
ating in the OPEC nations and the legitimate U.S. energy interest in
those same countries. The question is, are these interests identical, sub-
stantially the same. What would be your comment or experience onl
that issue?

Mr. AKINS. Well, I think there is no doubt there are identical inter-
ests as far as supplies. We want the oil made available and they have
to have it available in order to survive as companies. On the price it is
less clear. I do not believe the companies have a great interest in raising
prices, but they may not have an interest in lowering prices. I assume-
and this may not be correct-but I have assumed that U.S. policy is to
decrease prices.

Chairman KENNEDY. You assume what?
Mr. AKINS. I assume that U.S. policy is to bring down oil prices.
Chairman KENNEDY. Do the others have any comments? Do you-

agree that these major corporations will be acting and responding to
the interests of the stockholders versus the consumer?

Mr. KRUEGER. Mr. Chairman, I would agree with what M. Akins
said with this qualification, in viewing our companies, the large multi-
national companies, you have to look at their responsibilities, their
commitments, and their interests on a global basis-that is the way
they are, that is the way they have been created. So, in terms of their
evaluation of their priorities, their commitments, they have to look
not just at those to the United States, but to virtually every consuming
country in the world, and to that extent their interests may not be con-
sistent with all U.S. interests.

On the other hand, that depends on how you assess U.S. interests.
The maintenance of Caltex's marketing operations in the Far East,
which serves nations both friendly and perhaps some not so friendly
to the United States, is probably in the broader sense in our best inter-
est, but it may not exactly be coterminous with the priorities that we
would give to our own consumers.

I think that if you look at this global commitment of the multina-
tionals, you have to conclude that we have no assurance that their
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actions will necessarily be in the U.S. interest. That was one of the'prin-
cipal reasons that. I recommend regulations-to know what they are
doing and to have some basis for assessing their actions in the light of
our policy objectives, many which, of course, are inconsistent among
themselves.

Chairnian KENNEDY. Thank you..
Mr. FRANkEL. AMr. Chairman, this again is semantics, what is the;

interest of the United States; is there only one type of interest ? There
may be a short-term interest and a long-term interest which may be
different. Incidentally, you can transpose all that to the companies.
Their short-term interest is optimization by margin -'their long-term
interest probably security of tenure.

Now, transpose that back to the United States. The short-term in-
terest of. the consumer is the lowest price; the long-term interest is se-
curity of supply, to which Senator Javits has referred.

So, I think there is no one answer to that' question, it needs deter-
mination what the policies really are.

Chairman KENNEDY.. In terms of Government policy, there are,
obviously a number of things which Iwould have an important .impact,
on the functioning-the workings of multinational corporations, such'
as tax policies or antitrust policies .

Can .you give us any kind of insight as to those matters, if we were.
to change them, what it would do to the multinational or major com-
panies,'their ability to compete with other multinational companies;
If we do something in that regard, how' 'much of an.impact will this
really have in, terms, of their ability. to be able to compete with other
major petroleum corporations? .

Mr. 'FnXN:ic. MIr. Chairman, I think my concluding.statement
would be that we have to recognize that the mA.jor international com-.
panies themselves are going :to change in the different climate which
the world provides for them. As they have lost the control-of the low-
cost.crude oil which ithey had for 20 to 25 years, they will probably be
muclh less interested in remaining the global operators, as we have
known them so far. Therefore, there the problems will probably not
be between 'big and small corporations, and' certaiiily not that of a.
great number of small corporations because there will not be enough
profitability for their emergence, but it will be the national companies
of the various coun~tries which, will play an increasing role. in the
future development. Both national companies of producing countries
and.national companies.of other, importing countries.

I think we should not overrate the future power of transnational
oil companies, even if they n6w control the traffic in the plain; they will,
probably rielinguish some of it deliberately because they will work
on the system of profit centers and try to o ptimize by concentrating
their operations in the most profitable countries and the most profitable
operations.

It is toward this changing character of the international companies
which .will lose' them, by their own volition, the character of universal-
purveyors of.oil internationally. We must watch the new developments
which are already Visible outside the United States, and draw certain
conclusions for the policy or nonpolicy of the, United States which
would be adequate. . - . .

80-939-77 14
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Mr. KRUEGER. Mr. Chairman, insofar as removing, amending, or do-
ing away with the incentives for international production, such as
foreign tax credits and intangible drilling costs allowance, these would
have literally no effect on the price in foreign markets. The only
effect they might have would be to remove potentially some of our
companies from competition, if they are competing against companies
from other countries which are subsidized or have comparable competi-
tive advantages.

Chairman KENNEDY. HowV big a problem is that?
Mr. KRUEGER. Well, I would say that most of the, say, British Pe-

troleum, Royal Dutch Shell, CFP, most of the countries in one form
or another have something similar to the drilling allowance and for-
eignl tax credits. So, if these were modified or removed, it would have an
impact.

I think the major point, though, insofar as future planning, is con-
cerned. is the one that Mr. Frankel commented upon, and that is we
are seeing a changing role of the companies from having equity oil,
vested tenure, to becoming price takers. It appears to be coming out of
the Aramco discussions that they are going to be getting actually a
crude per barrel lifting cost to bring the oil up for Saudi Arabia.

Now. when they do begin to be just contractors and purchasers, it
should be something that is carefully monitored to see what form,
new form of regulations, what new form of incentives we should give
to our companies. I was interested to hear that the General Account-
ing Office is concentrating on that work in its study.

Chairman KNFNxEDY. Mr. Akins.
Mr. AKiNs. When we come to the point where OPEC has moved to

a 100-percent participation, that is complete takeover-and they are
all moving in that direction now, then the companies which lift oil are
going to be buying from state companies, they will be given some dis-
count for carrying out the operations. That will be true in Saudi
Arabia. in Kuwait. and elsewhere. There is, as far as I can see, no way
they could get tax credits for this-not Exxon, not Mobil, not Shell,
not BP and not CFP. The payments to government are not taxes; they
are payments set by the government and they are given a discount for
the services they are performing. If they make a profit in refining and
se]ling this oil, that profit is taxed.

The same goes for the intangible drilling costs, the foreign com-
panies are working for national companies and I don't see how such
gimmicks could beutilized.

Now, if the foreign governments have different interpretations; if
the Frenchl, the British. and the Dutch give their companies, in effect, a
sUbsidy to operate in the Middle East. that will be something else. I
think that would be something we could take up with those govern-
ments oln the diplomatic level.

Chairman KENNEDY. Mr. Lamont.
Mr. LAMONT. Mr. Chairman, I would like to add just one small

caveat. The specter of a 100-percent participation by the OPEC coun-
tries is something that has been held before our eyes since 1973 but has
never quite taken place. I personally do not think that the OPEC
countries will be idiotic enough to do that; or if they did, that they
would then at least retain the former participants as sole agents at a
rather substantial discount price.
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The OPEC countries individually have watched our domestic ex-
perience in prorationing long enough to know that only so long as the
producer and the buyer have a common interest can you maintain a
high, stable price for crude oil that is so very considerably above the
cost of production.

Chairman KENNEDY. Thank you, Mr. Lamont.
Mr. Akins.
Mr. AiuNs. I have to comment. That is wrong. The countries in

OPEC are definitely going to move toward 100-percent participation,
thev alreadv have in Kuwvait and Venezuela; they are going to in Saudi
Arabia. A few months ago, 6 months ago, I believed that they might
well stop before reaching a 100-percent participation. But this was
wrong; the move right now is irresistible and it is going to continue.

Chairman KENNEDY. As Senator Javits said, we have to recess, we
have a live quorum.

We want to thank vou very much. this has been a very, very helpful
and informative session this morning and we want to thank you all
vervr much.

Senator JAVITS. On behalf of the minoritv I would like to thank the
witnesses.

Chairman KIENNE-.DY. The hearing is recessed.
[Whereupon, at 12:30 p.m., the subcommittee recessed, to reconvene

at 10 a.m., June 8, 1976.]
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TUESDAY, JUNE 8, 1976

CONGRESS OF THE UNITED STATES,
SuBcoMMrrrEE ON ENERGY

OF THE JOINT ECONOMIC COMMITrEE,
Washington, D.C.

The subcommittee met, pursuant to recess, at 10:10 a.m., in room
1114, Dirksen Senate Office Building, Hon. Edward M. Kennedy
(chairman of the subcommittee) presiding.

Present: Senators Kennedy, Javits, Percy, and Taft; and Repre-
,sentative Brown of Ohio.

Also present: John G. Stewart, subcommittee professional 'staff
member; Sarah Jackson, professional staff member; Michael J. Runde,
administrative assistant; and Charles H. Bradford, senior minority
economist.

OPENING STATEMENT OF CHAIRMAN KENNEDY

Chairman KENNEDY. The subcommittee will come to order.
This is the third of 3 days of hearings before the Subcommittee, on

Energy of the Joint Economics'Committee. We are examiningjth6
'implications for U.S. energy policy of the evolving relationships be-
tween multinational oil companies and OPEC.

Last week we'heard interesting and useful testimony from oil com-
pany executives and from nongovernmental experts with particular
understanding of the' international oil markets. Today we will hear
-from representatives of the administration: Elliot S. Richardson,
Secretarv of Commerce and Chairman of the Energv Resources Conn-
cil: Charles W. Robinson. Deputy Secretary of State; and Frank
-G. Zarb, Administrator of the Federal Energy Administration. I am
Ihamy to'welcome you gentlemen here today.

The subcommittee has no illusions that the issues before us can be
resolved with pat answers or gimmicks. We also recogrnize that the
United States cannot., and should not, simply impose solutions in this
complex and changing area of international Politics and economics.

But we can expect that the assumptions of the U.S.. Government
ahout the nature of American interests in relation to the international

.oil market will.be based on the realities of.today's world, not those of
th19..50's 'aiid 1960O's.''',' '
The Senate Subcominittee 'n Multinational Corporations'. cliaired

'by Senator Church,' identified two -assumptions that traditionally.
guided. U. S. policy: Namhely,, that the multinational 6ilcompanies
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could be used as vehicles of U.S. foreign policy and that U.S. interests
were ]argely identical with those of the oil companies. These assunmp-
tions were shattered by the revolutionary events of the early 1970's
that transferred control of oil from the concessionary companies to
the producing nations.

But the sometimes confusing and contradictory responses of our
Government to OPEC and to the drastic increase in world oil prices
suggest that a new set of assumptions, appropriate to today's world,
has yet to be defined. We heard testimony last week that both oil pro-
ducing countries and the oil companies were often confused by the
policy signals coming from Washington. Similar confusion has existed
here on Capitol Hill.

What, then, are the basic assumptions on which the U.S. Govern-
ment operates in formulating policies that presumably protect vital
American interests. Are these assumptions valid?

For example, what role, if any, should the U.S. Government play
in negotiations between oil companies and producing countries over
the terms of access to crude oil? To take a current example, how are
U.S. interests being protected in the current negotiations between
Saudi Arabia and Aramco ? Are we to assume that whatever deal the
Aralmco partners work out with the Saudis is, by definition, in Amer-
ica's best interest?

What is the administration's posture regarding crude oil prices in
international trade? It appears to be true that OPEC's weight in oil
markets means that it will have great latitude in setting prices until
such time as increased conservation and alternative supplies shift the
terms of energy markets. But even within the limits of action on price,
does the administration actively pursue, or plan to pursue, economic
or political initiatives which have the goal or applying downward
price pressure? Can we realistically expect the companies to play an
active role in achieving this goal? Last week we heard testimony that
raised doubts about the administration's real commitment to securing
lower prices, and that also pointed out the stake that oil companies
have in avoiding sharp decreases in oil prices. How much leverage over
price might the U.S. Government be able to apply if it controlled oil
imports through a secret auction or some other mechanism for cen-
tralized purchasing of imported oil?

In today's world, it is realistic to expect greater pressure from the'
companies for more attractive oil prices by working with one or an-
other OPEC country, and reducing access to the mass markets of the
industrialized countries for the others? Could this indeed be done? Is
this pressure more likely to be achieved through collective action by
the companies, operating with U.S. Government support, or through
greater competition among the companies by separating their plodulc-
tion, transportation, refiningr and marketinio subsidiaries? And if we
were to act. is there any chance that we would be joined by Western
Eurone and Japan?

Bevond these considerations of supply and nrice, discussions of in-
ternational ener--v policy must necessarily take on a wider political
significance. OPF(C is now a major political force. Some of its mem-
bers. throu.wrh OPECC. are involved in the longstanding conflict he-
tween Israel and the Arab States; and all are now important in rela-
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tions between rich and poor countries. Do these political factors enter
into the relations between producing countries and U.S. oil companies?
1 What happens if the economic interests of the companies run counter
to U.S. political interests?

Furthermore, is the International Energy Agency-the rich con-
suming nations group-capable of taking over many of the responsi-
bilities traditionally carried out by the multinational oil companies,
particularly in the event of another embargo? Also, how do our negq-
tiations at Paris-in the Conference on International Economic Co-
operation-affect the U.S. goal of securing adequate supplies of for-
eign crude oil at reasonable prices? And what role could we expect
the companies to play in the event of a future embargo?

There are, in addition, a number of shorter-term issues we would
like to explore today.

*What is the U.S. Government's view of the pricing decisions taken
by OPEC at its recent meeting in Indonesia? What can we expect in
the way of future price levels ?

In regard to the strategic reserves established last year, is the U.S.
Government planning, or would it consider, negotiating direct pur-
chases of oil from producing countries? What role, if any, would the
multinational companies play in these transactions?

What view does the U.S. Government take of the barter negotia-
tions reportedly going on between Iran and several U.S. weapons
manufacturers? How would such deals affect not only the price of im-
ported oil but also the level of armaments in this critical area of the
world?

There are. in short, many vital issues, both long and short term, that
we hope to explore today. Given the official positions of our three ad-
ministration witnesses, along with their broad personal knowledge and
experience in these matters, we hope to receive some authoritative
answers.

We are looking forward to the testimony of two spokespersons of
the administration who have very special responsibility in the area we
are interested in, the Secretary of Commerce, Elliot L. Richardson,
and the Director of the Federal Energy Office, Frank Zarb. We want
to extend a very warm welcome to both of these distinguished persons.

Just as an opening comment, Mr. Secretary, the areas that we are
interested in. I am sure vou are aware of. W17re wrote to you and out-
lined them, indicating what we wanted to bear from the administra-
tion. We want to try and ascertain whether the oil companies them-
selves, who are dealing with the oil-producing states, are representing
the general American interests; where these interests are parallel,
where thev are in conflict; what the administration's policy really is
in terms of protecting the American consumers. The Krueger report
made a number of recommendations. stressing various alternatives,
which hopefully in the time we have available we will be able to wet
into in some detail, recommending a more forceful role by the Fed-
eral Government in these negotiations. So we want to ask vou: What
should be the role of the Government in these negotiations? How much
information should be available to the Government? Should we waive
or moderate the- antitrust laws as they apply to the major oil com-
panies as they try to negotiate a lower price?
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How do you view the oil companies' attitude toward lower or higher
price? We heard from a distinguished spokesperson for an oil com-
pany who said their general interests are lower prices because they are
interested, obviously, in the situation of the American economy. They
,do not have sizeable oil reserves here in the United States-that was
rather an exceptional oil company, most of the other major oil com-
panies do-and can we expect that they are really going to bargain
'hard and tough in terms of oil prices? We know that the value of their
reserves increases dramatically with every increase in the oil price.

Can they bargain hard and tough with these OPEC countries when
they are risking their own contracts, and should we expect them to
do so?

So, how is the interest of the American consumer being protected by
governmental policy in this whole host of different relationships which
exist between the oil companies and the oil-producing states? Should
-We provide more tax incentives for oil companies who are exploring
-for oil in non-OPEC states?

We have listed a number of questions, and we look forward to hear-
ing from you this morning.

I will ask Senator Taft if he would like to make any comments.
Senator TAFr. Thank you very much, Mr. Chairman. We may want

to put in a statement at the beginning, but I would just like to em-
phasize some issues I think are very much in the public's mind today
in relationship to this entire area, and hope that the witnesses testi-
mony will cover some of these items that are much in public discussion.

They relate. of course, principally to the whole question of divesti-
ture and the direction of consumption- that is occurring in this country.
And just to mention some of the specific tie-ins that I think would be
;appropriate to comment on would be what the capital needs, forma-
tion of capital problems are in the industry today; what the profit
levels really are insofar as the relationship to that capital need area
is concerned; what the results .of a divestiture policy would be; what
are the most promising-steps. or what are the principal dangers insofar
as conservation is concerned, relating it, if possible, to alternative

,energy sources; and what is truly in the consumers' long-range interest
insofar as these areas of concern are involved.

Thank you, Mr. Chairman.
Chairman KENNEDY. We will get started, I know you have to leave

'here at 10:45. We hope that Mr. Zarb can stay on just a bit longer.
Mr. ZARB. I have to be at the same meeting.
Chairman KENNEDY. We will then hear from Mr. Charles W. Robin-

son, Deputy Secretary of State. Mr. Secretary, we look forward to
hearing from you later this morning. -

STATEMENT OF HON. ELLIOT L. RICHARDSON, SECRETARY OF COM-
MERCE, ACCOMPANIED BY FRANK HODSOLL, DEPUTY ASSISTANT
SECRETARY FOR ENERGY AND STRATEGIC RESOURCES POLICY;
AND ROBERT SHEPHERD, DIRECTOR, OFFICE OF ENERGY
PROGRAMS

Mr. RIcEA1DsoN. Thank you very much, Mr. Chairman, and Senator
Taft.
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* May I first introduce Roblert Shepherd, Director, Office of Energy'
Programs, and Frank Hodsoll, Deputy Assistant Secretary for Energy
and Strategic Resources Policy. I wvould like to ask, Mr. Chairman;
that my statement appear in the record as if read in full. However,
in the interest of time, I will simply review with you here the high
points that it covers.

First of all, I would like to point out that immediately following my
own testimony, FEA Administrator Frank Zarb will give the sub-'
committee an overview of what we are attempting to do to reduce U.S.
energy vulnerability and the role of the international oil companies.
Deputy Secretary of State Robinson, will deal with international'
efforts to reconcile the interests of both the oil-producing and consum-
ing nations; he will also discuss the role of the international oil
companies.

My statement summarizes the key factual elements of the overall
situation, including the market power of the oil-exporting countries;
the need for a major effort to hold the line on imports; the dependency
of Western Europe and Japan on OPEC imported oil, and their vul-
nerability to OPEC market. power; and the impact of high oil prices
on non-oil-producing developing countries.

The U.S. situation is that we currently import 38 percent of the oil
we consume, compared with 23.2 percent in 1970 and FEA estimates.
that total energy consumption will rise by only 2.7. percent a, year
over the next decade, in contrast to the 3.2 percent a year rate over the
last decade. This trend alone may result in substantially lower levels
of U.S. oil imports to 1980 and 1985 than would otherwise have been
the case. But we will also need to implement all elements of the Presi-,
dent's program if we. are. to prevent imports from continuing to in-
crease well into the 1980s.

According to the predictions contained in the "National Energy
Outlook," published by FEA in February this year, U.S. demand for,
all energy should rise from about 71 quads in 1975 to a level, somewhere
between 93. and 99 quads in 1985, depending on our approach to, re-
sources development and energy conservation.

So, to hold the line on imports to approximately the present level,
we will have to increase total domestic production of all types of energy:
by a-factor of somewhere between 38 and 48 percent -over what we are
producing today.

The next-few points cover the dependency of the developed countries
and the problem of the impact of high oil prices on the non-oil-produc-
ing developing.countries.,

There is at present an ample oil supply for those willing to pay the
price. However, oil supply is subject both to curtailment and embargo'
as we learned in 1973.-Thus, the adequacy of oil- supplies- depends
largely upon our continuing normal commercial relationships with
OPEC nations'and theidegree to which Middle East politics remain;
relatively stable.

.Touching. on the problem of. price, it is clear that the OPEC coun-
tries do have enormous control. But it is not in their interest to in-
crease oil prices to the point where such increase would cause major
economic disruptions in the world. OPEC countries now have substan-
tial investnfents in the industrialized 'world. and incireased, inflation,
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and/or recession in the industrialized world will affect those invest-
ments as well as make it more expensive for them to implement what in
some cases are extensive development plans.

The conclusions that my testimony deals with start with the point
that we do not anticipate any major reduction in oil prices; nor can we
be confident that access to oil supplies will not again be used as a
political weapon. We must therefore seek to reduce our vulnerability
through the measures embodied in the President's domestic energy
program, which are here summarized.

Whatever improvements we may be able to achieve with respect to
our own energy dependence, it is clear that certain of our friends
in Western Europe and Japan will not be able to significantly improve
their positions. The second major thrust of our policy is, therefore,
to cooperate with them in developing mutually agreed policies and
programs.

Finally, we must also maintain and build on the framework of co-
operation we have with the OPEC nations themselves. We are doing
this in the Energy Commission of the Conference on International
Economic Cooperation (CIEC) and elsewhere. The recent OPEC
Conference at Bali is encouraging and the President has stated the
Bali "decision was a reasonable one for the world's economy which is
just beginning to recover from recession and adjust to existing oil
prices."

In conclusion we stress the importance of moving forward with the
President's legislative initiatives to deregulate the wellhead price of
new natural gas; expedite delivery of natural gas from Alaska's North
Slope; provide for an insulation tax credit; create an "Energy In-
dependence Authority"; provide for synthetic fuels loan guarantees;
amend the Clean Air Act, enact the Nuclear Fuel Assurance Act, and
extend the charter of FEA.

We look forward to working with this subcommittee and the Con-
gress in a spirit of compromise so that we might in this session, move
the country forward in attaining its energy goal of reduced vul-
nerability to future supply disruption and arbitrary price increases.
We must also continue to collaborate with other consuming nations
and strengthen the framework of cooperation we have with the OPEC
nations.

I suppose after Mr. Zarb's summary or submission we would both
be ready for your questions. Thank you.

Chairman KENNEDY. Your prepared statement will be printed in the
hearing record, Mr. Secretary. Thank you.

[The prepared statement of the Mr. Richardson follows:]

PREPARED STATEMENT Or HON. ELLIOT L. RICHARDSON

'Mr. Chairman: It is a great pleasure for the Administration to appear before
your Committee to testify in connection with the need for a coherent and con-
sistent international energy policy that protects the nation's vital interests. We
agree that there is a need for a dialogue on this subject, and for that reason I
welcome the opportunity to appear here today.

As Chairman of the Energy Resources Council, I propose to discuss with you
the general international energy picture and the nature of our dependence and
the dependence of the developed and developing consuming countries on foreign
oil. I will also attempt to analyze the nature of our vulnerability with respect to
both oil supply and oil price and draw some conclusions from this factual
background.
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FEA Administrator Frank Zarb will give you an overview of what we are at-
tempting to do to reduce U.S. energy vulnerability and the role of the interna-
tional oil companies. Deputy Secretary of State Charles Robinson will give you
*an overview of the international efforts we are now engaged in to reconcile in an
,orderly way the interests of both oil producing and oil consuming nations. He
will also discuss the role of the international oil companies. We are making sep-
-arate submissions in response to the questions you raised in your letter.

A. FACTS

The market power of the oil exporting countries represented in the Organiza-
tion of Petroleum Exporting Countries .(OPEC countries) is. enormous.

In the absence of enactment of the President's program and a major effort to
hold the line, U.S. requirements for imported oil will probably rise over the next
few years.

Our friends in Western Europe and Japan are even more vulnerable to OPEC
-market power than we.

The impact of high oil prices on most non-oil-producing developing countries is
*even greater than its effect on either us or the other industrialized countries.

1. OPEC country control of oil
OPEC countries control roughly 70 percent of the world's proven oil reserves

-and 70 percent of current productive capacity, while supplying almost 80 percent
of our oil imports and nearly 90 percent of the oil imports of:Western Europe and
Japan. Clearly these facts are the basis for the enormous market power of OPEC
countries. At the same time, their market power is dependent on their ability
to maintain market solidarity despite the wide divergencies in their economic,
political and social structures. While historically the major oil producing coun-
tries have tended to bid against each other for the markets for their oil, the
success of the 1973 embargo and price hike have shown them the benefits of a
cartel policy. OPEC countries have in effect gained a sense of confidence in their
ability to act as a bloc.

Among the OPEC nations, the key to market solidarity is Saudi Arabia which
alone accounts for 17 percent of the world's reserves. When one adds Kuwait,
the Saudi-Kuwait share accounts for 32 percent. These two countries can afford
not to ship the maximum amount of oil they can produce, because their current
development needs do not require all the revenues that would result from maxi-
mum production. Thus, their willingness to restrain their own production and
not flood the market, which would drive down prices, is fundamental to OPEC
country market power.

The position of Saudi Arabia also provides it with leverage vis-a-vis its OPEC
partners to hold down price increases. It would appear that last week's OPEC
action at Bali in not increasing prices was in large part due to the desire by
Saudi Arabia, Iran and other key producers to opt for moderation during a
period when world economies are still recovering from recession.

On the other hand, there is no assurance that these key producers will continue
to be willing to exercise a moderating role with respect to price while. global
demand for OPEC oil is increasing. Any prudent planner must take into account
the distinct possibility that OPEC political and economic cohesion will not sub-
stantially decrease for many years. Nor can we count on oil finds in other countries
substantially altering this situation.

2. U.S. vulnerability
The United States currently imports 38 percent of its oil consumption compared

with only 23.2 percent in 1970. Because of higher prices and recently adopted
conservation programs, U.S. energy demand is growing at a lower rate than prior
to the 1973 embargo. FEA estimates that total energy consumption will rise by
only 2.7 percent per year over the next decade in contrast to the 3.2 percent rate
of the last decade.

This trend alone may result in substantially lower levels of U.S. oil imports
to 1980 and 1985 than would otherwise have been the case. But we will also need
to implement all elements of the President's program if we are to prevent Imports
from continuing to increase well into the 1980's. This conclusion Is based on our
-appreciation of the long lead times required to develop new sources of energy
supply, to change industrial processes and consumer habits, and to insure the
-capital and investments necessary to effect greater energy efficiency.
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To §ummarize, we have a herculean task ahead of us if we are to simply hold
imports at their current levels, let alone reduce them significantly over the next
ten years. The outlook in this respect has been summarized in both the President's
Energy Message to Congress last February and in the National Energy Outlook
for 1976 which was published by FERA in the same month.

According to the projections continued In the latter report, U.S. demand for all
energy should rise from about 71 quads in 1975 to a level somewhere between 93
and 99 quads in 1985, depending on our approach to resources development and
energy conservation. Now, if we wish to hold our imports to 1975 levels of about
6 million barrels per day, and if we take the lowest of the FEA projections, we
would have to produce an additional 22 quads from domestic sources during the
next ten years. If we take the high side of the FEA projections, it would call for
an increase of about 28 quads from domestic sources.

To put this another way, it means increasing total domestic production of all,
types of energy by a factor of somewhere between 38 and 48 percent over what
we are producing today.

These figures, of course, are those required for a net increase in production. In,
fact, as you all know, we would actually have to produce from new sources con--
siderably more because production from our known and currently producing oil
anti gas fields is declining.
3. Dependence of other Western industrialized countries

While this picture may appear grim for Americans, it is even grimmer for most
of the other major consuming nations. Their dependence on OPEC oil is much,
greater than ours. For example, 97 percent of Japan's energy demand is at-
tributable to imports; over 90 percent of Japan's petroleum needs come from
OPEC countries. The vulnerability of these countries will thus remain higher
than ours. Although some of these countries (particularly the U.K. and Norway)
will be helped as North Sea oil production is developed, the dependence of these
countries as a group will remain high. We cannot, in my view, divorce ourselves
from these countries with whom we have such close political, economic and cul-
tural ties. It was for this reason that we initiated the International Energy
Agency.
4. Impact of high oil prices on the non-oil LD Cs

While the economies of the developed countries, including the United States,.
were shaken by the fourfold rise in OPEC oil prices, the plight of the developing.
countries with little or no oil resources and limited foreign exchange is much.
worse.

These countries have been hit in two ways. First, directly, they are paying:
higher prices for their oil imports. We estimate that the 1973-74 oil price rise
added nearly $9 billion to these nations' 1975 requirements for foreign exchange.
Second, indirectly, they have suffered a loss of perhaps $20 billion more due to-
the fall in demand for their exports and due to increased costs of non-oil imports-
brought on by higher oil prices in the industrialized countries.

To sum up, it is probable that the economic growth of these developing coun-
tries has been seriously retarded. This is contrary to our interests as well as:
theirs.

B. ANALYSIS

Any analysis of these facts, it seems to me, must differentiate between the-
problems of supply and the problems of price.
1. Supply

There is at present ample oil supply for those willing to pay the price. However,.
oil supply is subject both to curtailment and embargo as we learned in 1973.
Thus, the adequacy of oil supplies depends largely upon our continuing normal
commercial relationships with OPEC nations and the degree to which Middle
East politics remain relatively stable.

The problem of price is also a difficult one. The OPEC countries unquestion-
ably have enormous control. However, it is not in the interest of OPEC countries-
to increase oil prices to the point where such increase would cause major eco-
nomic disruptions in the world. OPEC countries now have substantial invest-
ments in the industrialized world, and increased inflation and/or recession im
the industrialized world will affect those investments as well as make it more-
expensive for them to implement what in some cases are extensive development
plans.
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OPEC countries also have an interest in maintaining friendly political relam.tionships with Western countries including the United States. Further; to the
-extent that Saudi Arabia can,. as I have noted, cause' reductions in world oilprices by expanding its production, it can exert considerable pressure on. other
-OPEC countries to limit price increases.

Finally, over the long term, to the extent that the United States as a major,
-consumer is able to reduce its requirements for imported. oil, OPEC countries
faced with the need to shut in their surplus to a greater extent to maintain-high.
prices could be expected to reduce the rate of growth in prices and allow pro-
.duction to meet reasonable world demands.

C. CONCLUSIONS

1. Given the enormous market power that OPEC nations have with respect to
-oil, and the fact that this market power is unlikely to diminish appreciably in
the near term, we do not anticipate any major reduction, in oil prices. Nor can
we be confident that access to oil supplies will not again be used as a political
weapon.

2. Our primary thrust must be to reduce our vulnerability to' foreign control
over energy prices and supply. This is the President's'policy as set out in his En-
ergy Message earlier this year. As you know, the President has proposed a do-
.mestic energy program with five main elements:

1. Maximize energy conservation. -
2. Fully develop domestic oil and gas reserves.
3. Double domestic coal production.
4. Substantially increase our nuclear power capacity.
5. Complete a national pretroleum storage program and develop other standby

-capabilities.
The Energy Policy and Conservation Act of 1975- (EPCA') clearly does not meet

the President's goals. It is, nevertheless, our 'hope that we can build on the sev-
-eral energy bills currently pending before the Congress to deal with some of the
-other major issues which we feel must be addressed if we are to provide a focus
-to our national energy' policy and reduce our dependence' on foreign energy
-sources.

3. Whatever improvements, we may be able. to achieve with respect to our
-own energy dependence-as I have pointed out, we may be more dependent on
-oil imports in the future than today-it is clear that certain of our friends in
Western Europe and Japan will not be able significantly to improve their posi--tions. The second major thrust of our policy'is therefore, to cooperate with other
'industrialized consumer 'nations in developing mutually agreed policies and
-programs. We have, as you know, in the International Energy Agency achieved
agreement on an Emergency Allocation Program, and a long-term program of
-energy cooperation.

4. The non-oil-producing developing countries are seriously affected. The United
'States therefore proposes as a third thrust to its policy to assist developing
-countries to analyze their energy options, such as they are, and then to help
them acquire the most advanced Western technologies to put any appropriate
-programs into effect.

We plan, with the support of other Commission members, to introduce a pro-
-posal for an International Energy Institute at a forthcoming meeting of the
*CIEC Energy Commission. The U.S. proposes to join with other countries in as-
sisting non-oil developing countries in this effort.

5. Finally, we must also maintain and build on the framework of cooperation
we have with the OPEC nations, themselves. We are doing this in the Energy
-Commission of the Conference on International Economic Cooperation (CIEC)
-and elsewhere. The 'recent OPEC Conference at Bali is encouraging and the
President has stated the Bali "decision was a reasonable one for the world's econ-
-.Omy which is just beginning to recover from recession and adjust to existing
oil prices." While this OPEC decision was. reasonable, we intend to use every
"avenue to assure that OPEC will continue to exercise similar price moderation-in the, future.uetexriesmlrpce odain

The CIEC is meeting this week in Paris to continue 'considering the quesio
-of oil Prices and to take up the question of availability of oil supbly , Pevtiousy

-we avedisussd spply/demand projections as 'Well as some nspe6so r-cs
-where we made a strong case for lower Oil Prices. We ie o try to

wil cotne t yt
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use the energy dialogue to increase appreciation of all participants of their joint
responsibility for global growth and stability. We will continue to try to demon-
strate why their long term interests are best served by adequate, predictable
supplies of oil at reasonable prices.

In conclusion then, Mr. Chairman, the international oil situation poses us
many problems. We cannot and should not plan on the assumption that the
cartel will fall apart. We cannot, without changing our way of life drastically,
change the degree of our dependence on OPEC oil between now and 1980. What
we can do is agree on a national energy policy with both domestic and inter-
national components and take vigorous measures to put it into effect. This will
require resolution of key differences between Congress and the Administration.

Among the President's initiatives for which we are still awaiting final Con-
gressional action are proposals to: (1) deregulate the wellhead price of new
natural gas; (2) expedite delivery of natural gas from Alaska's North Slope;
(3) provide for an insulation tax credit; (4) create an Energy Independence
Authority; (5) provide for synthetic fuels loan guarantees; (6) amend the
Clean Air Act; (7) enact the Nuclear Fuel Assurance Act; and (8) extend the
charter of FEA.

I recognize that enactment of the kind of program that the President has
recommended may call for a higher degree of public awareness concerning our
energy problems than exists in the country today. While it may be correct to
say that we do not presently have an energy crisis ill this country-in the sense
that Americans are by-and-large not faced with specific energy shortages today-
it is certainly not correct to imply that our energy problems have been solved.
The Administration and Congress both bear responsibility to help bring this
awareness about.

For our part, we are prepared to work with you in a spirit of compromise
so that we might this session move the country forward in attaining its energy
goal of reduced vulnerability to future supply disruption and arbitrary price
increases. We must also continue to collaborate with other consuming nations
and strengthen the framework of cooperation we have with OPEC nations. We
must in effect continue the dialogue. But we must also act.

Senator PERCY [presiding]. Mr. Zarb, we welcome you. If you wish
to summarize your statement, the full text will be included in the
record.

STATEMENT OF HON. FRANK G. ZARB, ADMINISTRATOR, FEDERAL
ENERGY ADMINISTRATION, ACCOMPANIED BY CLEMENT B.
MALIN, ASSISTANT ADMINISTRATOR

Mr. ZARB. Good. I would appreciate it if the full text were incor-
porated, and I will summarize very quickly so that we can spend some
time on questions.

Senator, it is important to put Some of this discussion within the
context of what is happening out there in terms of energy and oil sup-
plies and consumption. The free world now uses 50 million barrels of
of oil per day, some 60 percent of that oil comes from OPEC coun-
tries. The international oil industry keeps 800 million barrels of oil
in the svstem and markets: 80 percent of that is OPEC production.

The United States cons'unes one-third of the world's daily pro-
duction, which is a statistic in itself eve could concentrate on.

At present U.S. imports are about 61/2 million barrels per day. and
4-5) percent of that comes f rom Arab nations, compared -with 22 percent
just prior to the embargo. So. vou can see that the vulnerability of
this Nation to that situation has increased rather dramatically.

Our projections indicate that inless the President's program or
something eaal in terms of impact is implemented, our imports could
exceed 10 million barrels a day bv 1985, 55 percent of which would
come from Arab sources.
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The strategic storage system now being planned could give us a
year's supply at the rate of 3-million barrels a day by 1985, if it is com-
pleted as the President and the Congress have envisioned it.

The OPEC, international oil companies and the United States
all have a vital interest in what happens with respect to future policy
in the oil world. The international oil companies once dominated
supply, and therefore dominated price; and were United States or
European companies. This meant secure supply, stable prices, and for
the most part an assured access for a long time.

Now, that is no longer the case; that is quite clear. OPEC now con-
trols the supply, it controls the price, and it seems to have every
intention of using that control to its own best advantage. OPEC mem-
bers have the only excess capacity in the world; they keep it shut in
to maintain their control over supply and price, and they have thus
far reflected little interest in competition.

OPEC cannot target embargoes, that is to select out several coun-
tries because of the way the oil system works; that was proven in 1973
and 1974. The flexibility of the existing corporate system, it seems to
us, helps to ensure that that targeting cansot take place. This weak-
ness in OPEC's overall control is vital, it seems to us, to consumer
nations.

Now, companies do not proration for OPEC but work to the extent
they' can within the market to secure supply at low, stable prices. And
when I say "to the extent they can" I emphasize that because it is
clear that their capability to work in that sector has been significantly
reduced in the last few years, and as every day goes by their leverage
in that situation is even further lessened.

The international oil companies are important to OPEC in market-
ing, but they are also important to consumer nations with respect to
supply security. If we envision changing that system, we ought to focus
on that and make sure that whatever change we envision provides
equal amounts of security.

* It always gets down to about the same point, Mr. Chairman, there
is no easy way to solve that problem. Divestiture legislation or some
kind of tough talk from the State Department is not going to change
the predicament we have gotten ourselves into. The situation we are
in is very serious. The response of this Nation thus far in the last vear
and-a-half, while it has been constructive and for the most part posi-
tive, in terms of substantive results can only be called a joke. We ]have
not taken the tough act-ions required in conservation and. development
of coal, and development of nuclear capacity, or in increase of gas sup-
plies that we require as a Nation. Therein lie the real answers for suc-
cess within the next 10 years.

If we introduce non-OPEC supplies of oil, including the United
States' supplies of oil and gas, if we bring on alternative sources
of energy, and we thus reduce the consumer nations' reliance on OPEC,
that is the lever that will work, and nothing else in organizational
shifts or other similar kinds of results are going to bring to the Amileri-
can people the benefits that we think they should have.

The President's program articulated a year and-a-half ago still
seems to be the only program that gets the job done. We need it or
something equivalent. Breaking up or regulating companies more
heavily, it seems to us, just drives us in the opposite direction fromn
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the success we are attempting to achieve. It seems to: me before we
take such action such as divestiture, we had better be quite sure that
it is going to achieve the results of more oil, more securely, at lesser
prices for the American people, or we should not be taking that ac-
tion and taking any risks in that regard.

I do want to reemphasize that if it can be shown that any reorga-
nization will produce those results, this Administration would be infavor of it. At the moment we see no proof in that direction. This
Nation, it seems, should benefit from any change, not suffer from
it, and any proposed change should be evaluated with that yardstick.

Senator, that is the summary of my remarks.
Senator PERcy. Thank you, your prepared statement will be printed

in the hearing record.
[The prepared statement of Mr. Zarb follows:]

PREPARED STATEMENT OF EON. FRANK G. ZARB

Mr. Chairman and members of the committee: It is a pleasure to be heretoday to discuss the implications for U.S. energy policy of the evolving relatiou-ships among OPEC governments, the international oil companies and the gov-ernments of major oil consuming countries. The questions you have raiseddeserve a good deal of attention, discussion and debate because they are im-portant for the United States and for the international community as a whole.Let me begin by setting the context: The present world energy situation,
the interrelationships among OPEC, the companies and the consumer nations,and the outlook for the future. In short, what is the situation now, what areour goals and expectations, what changes might be contemplated to help usachieve our goals, and, conversely, what might be the impact of various other
proposals for change?

Let's look at some of these questions.
The free world now uses about 50 million barrels of oil per day, some 60percent of which is produced in OPEC nations. The international oil industrykeeps 800 million barrels of oil moving at all times, and lifts, transports, refines,

and markets nearly 80 percent or 9 billion barrels per year of OPEC oil forend-use consumption. The U.S. alone consumes about one-third of the world'sdaily oil production, about 16 MM B/D. Our total oil imports (crude and prod-uct) amount to 6.5 MM B/D currently, largely from OPEC sources. Further,
U.S. crude imports from Arab nations have gone from about 22 percent beforethe 1973-1974 embargo to about 45 percent now. Saudi Arabia has been theNumber 1 supplier of U.S. crude oil imports since November 1975 and was
second for the whole of 1975.

The recent, widely publicized figures showing imports exceeding domesticproduction may be considered a fluke but they are indicative of an overall
trend. The trend should be of concern. And it looks as if it is not going to be
reversed quickly.

The President has proposed a program of conservation and resource devel-opment, which, if implemented, could give this country sufficient energy securityinitially by 1980 and more by 1985 to sustain a supply interruption withminimum economic disruption. Unless major portions of this program are adopted,however, FEA projections of future demand for OPEC oil indicate that theUnited States could be importing more than 10 MMB/D by 1985 if our policies
to stimulate production and curtail demand are not ens ted. It is also projectedthat as much as 55 percent of that projected total U.S. import demand come
from Arab sources.

People might point out that this is the reason we now have a strategic storagesystem mandated. And it is. But if these trends become reality in 1985, thenthe storage program we are setting up may not be entirely sufficient. U.S.strategic reserves are scheduled to total. approximately 325 million barrelsby 1980 and 500 million barrels by 1985. At the projected import rates, the re-serves would cover an import interruption of less than 2 MMB/D for 6 monthsin 1980. and about 5 MMB/D for 3 months for an import interruption in 1985.While this reserve would put us into much better shape than we were in 1973-74,
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and while the international emergency program would help considerably, we
cannot continue to follow these trends-unless we want to see our successors in
these same seats in 19S5 asking the same questions and giving more grim
answers.

I mention these points because it is important to appreciate the significance
of the extent to which the U.S. may have to depend on international supplies
of oil in the future-if we are unwilling to'commit this Nation to expand energy
production, to reduce energy consumption, and to strive for a significant re-
duction in our level of imports. Under almost any circumstances, the role of
the International Oil Companies may be crucial to the security of our import
supplies and those of our allies.

Until recently, the world oil market was dominated by International Oil Com-
panies headquartered in the U.S. and one or two other major consumer coun-
tries. Those conditions generally assured a secure supply of oil at predictable,
low and stable prices, because under the concessions, the companies determined
the rate of development and production as well as the price of crude marketed
internationally. Moreover, international oil industry assured access to, and
control over, excess production capacity in various oil producing countries,
provided the supply security for the adequate, stable, uninterrupted volumes
of petroleum so vital to the economic development of both the oil producers'
and consumers of the free world.

That control, together with the fact that the United States had an export
capability, rendered the oil supply disruptions of the 1950's and 1960's ineffec-
tive and shortlived.

But some of these conditions have changed very significantly: The.price, the
terms of access to oil and the production levels for the international oil market
are set by the OPEC member states. Their own national oil companies are mov-
ing to establish refineries and related facilities in their own countries to market
petroleum products internationally. And a few have sought to invest in such
operations, via joint ventures, in consuming countries. The United States is now
a net oil importer; and while there is a substantial amount of excess production
capacity in oil exporting countries, it is no longer under the control of the inter-
national companies. Moreover, the principal reason such excess production, ca-
pacity exists is because the oil exporting countries have shut in one-fourth of
their production to sustain a world price more than five times the 1973 level.
These changes, as well as the relative dearth of alternative sources of supply
mean that we can probably expect continued upward price pressure from OPEC
and possibly even some production cutbacks-whether deliberate and selective
or unavoidable and general.

But these changes notwithstanding, the international companies are still im-
portant to the commercial marketing of OPEC oil-and to that extent they con-
tinue to exercise some influence in that market. The'embargo and production'
cutbacks 1973-1974 demonstrated the extent of OPEC control over world prices'
and over supply to the entire system; but that cutback in supply also demon-
strated the inability of OPEC to control whether or not a specific national re-
ceived oil. This is an important weakness in the capability of OPEC to
selectively target production cutbacks on particular countries.

The role of the international companies is crucial to an understanding of the
reason for that weakness; and their continued control and management of the
international distribution and logistics system, as well as their equity interests
in the refining and marketing of international oil, are the principal components-
of their role.

Now, having set the overall context, let's focus on some of the questions and
implications raised by various proposals, that have been set forth in your
questions.

As far as the general question on price and supply, we must recognize that'
potential purchasers can enjoy lower OPEC prices only If OPEC nations com-
pete with each other, or with other alternative suppliers, to sell more and more
for less and less. Control over supply is the key, rather than the number of
bidders in the market. OPEC members have not shown a great willingness to
cut prices to compete with each other. If alternative non-OPEC sources of supply
could be developed, then OPEC nations would face some greater degree of selling
competition.

On the other hand, proposals for divestiture, for increased regulation, or im-
port quotas (self-imposed embargoes) would not have the effect of increasing
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supply. And each of those could actually serve to reduce total world supply over

the next few years because of financial or legal disruption to investment in ex-

ploration and development around the world and in this country. The issue of

a U.S. import tariff, which you have also raised, was debated during much of

1975, and parts of that question remain to be decided by the Supreme Court. I

do not think we need to go through the history of that debate for the record

here.
I would like to make a few points about the concept of shore-line divestiture

that you introduced in your list of questions and issues. First, though this may

seem to be an alternative to vertical divestiture, we feel that it might also be

a result of it. In other words, shore-line divestiture (of international affiliates

from U.S. parent corporations) could conceivably be carried out by some of the

companies themselves if their calculations of the impact of vertical divestiture

indicated that would be the lesser of two evils.

To sketch the case quickly, of the 7 largest oil companies in the world: 5 are

U.S. based, but only 15 percent (3.5 mmb/d) of their world total "controlled"

production (22.6 mmb/d) is in the United States.

Only 23 percent (6 mmb/d) of their world total refining (25 mmb/d) is in the

United States.
All depend heavily on OPEC crude even to supply the U.S. market.

Only a small part of the world tanker fleet is officially U.S. flag or U.S. owned,

but a large part of the total fleet is effectively controlled (owned or long-term

leased) by U.S. companies.
Thus the great bulk of the holdings of these companies (often thought to be

"American;" rather than international) is outside of the United States. We, the

U.S. Government does exert considerable influence over those companies because

they are headquartered here. We tax.them, tell them how to allocate supplies,

fix profit margins and transfer prices, tell them where and when they can look

for oil, build refineries, merge with or exchange assets with other companies. And

we can, and do, change many of the rules when we feel the Government and the

American people will benefit. But if we force those same companies to divest

the bulk of their assets, don't we also divest ourselves of the bulk of our real

and potential control? It is worth asking whether or not U.S. interests would be

served as the companies were weakened.
Where would the companies move? Canada? Britain? Norway? Japan? The

Bahamas? Iran? Who is to say? The point is that those companies would have

international markets in many other parts of the world, and would almost cer-

tainly have to rely heavily upon OPEC for production. Could they be persuaded

to concentrate new resource development there? That would depend upon where

the profits and long-term outlook would be best. But surely they would be lost

to the control of the United States and perhaps that of other consuming coun-

tries. And surely the decisions of these "formerly American" companies would

not be overly circumscribed by a feeling of great indebtedness to their former

host country.
Further. since the last embargo, an International Energy Agency has been

established and has put into place an International Emergency Program. This

is a step of major national and international importance and one of the real

accomplishments of the International Energy Agency. The Emergency Program

depends unon th- ability of the oil companies to manage supply and distribution,

presently the main lines of defense in the event of another embargo or supply

disruption. Is it the case that in future emerzencieq the lirhitpd su--A1ies could

still be dire-t-d as easily among separate International and U.S. companies as

within sin-l' integrated firms? Would voluntary allocations by and within each

compaf- -otwork he effective? Or would consumer nations be foroed f> rely on

interm,(c; nf mosiqures, or even nerhanq or rationinu and the o q''- stringent

mandators aqtions called for in the Emeraene" ProprarnO o rof the
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works, if a much smaller part of the world tanker fleet were under effective U.S.
control, and if, there were no international oil companies with downstream
market interests to protect in this country? Under the best conditions, at the
very least the new international companies would have to be brought into the
IEA-that is if they remained based within IEA countries rather than moving
to OPEC nations.

Further, and on a different scale, it should be remembered that the new U.S.
companies, though forced by divestiture to find new supply sources, would still
seek assured access to supply. State oil companies of the producing countries
and the integrated foreign oil companies could probably fulfill this role without
being in illegal "control" of these refiners, but without necessarily sharing their
interests in case of embargoes or policy conflicts. The production/service com-
panies in the OPEC countries might not be able to fulfill the envisioned long-
term supply offtake role through divested U.S. companies.

This would be important to nations as well as companies because, as I have
said, the companies act as the vital linkage mechanism between OPEC and the
consumers. But further, the impact on future markets could be considerable.
ARAMCO, for instance, will be involved in between 20 and 25 percent of all
OPEC oil exports. Saudi Arabia will have most of the excess production capacity
in the world. The mere size of the reserves, the excess capacity, the size of the
U.S. market, and the potential and proven ability of international integrated
companies.to allocate around "targeted" countries in an embargo make this a
supply security consideration that could deteriorate if the companies were
broken up. At the present stage of the negotiations, the owner-companies of
ARAMCO are trying to get a supply commitment from Saudi Arabia. They are
talking about 7 MMB/D or so.

If those companies are then cut off from or given sharply reduced access.to
U.S. markets, what will be the impact for U.S. supply security? Even if the
ARAMCO partners don't buy so much, other companies may, of course-but will
the price to them be higher or lower? What would a changed trade flow mean to
our allies?

None of these questions can be answered with total certainty, and none of the
potential outcomes can be predicted absolutely, but all must be weighed before
any intelligent decision can be reached on the overall issues this committee has
raised.

On these points, some might argue that the price is worth paying-that a
greater U.S. Government role as a regulator or a purchaser for import, or con-'-
versely' that forcing arms-length dealings between U.S. refiners and OPEC may
be advantageous. This is a critical judgment. It assumes either that: 1) a govern-
ment bodi .- ;- hl no direct international oil experience in exploration, production,
refining, na ,'-tiation or logistics could perform better somehow than the com-
panies, ao*t. inus enhance our price or supply security position; or 2) that 18
or-22 or ne other number of U.S. companies without involvement in producing
countrie . (.d maintain or increase the degree of national and international
supply se . and, at the same time drive a harder bargain on price with those
governinc ban the presently integrated firms.

Proba if those assumptions actual!y rests on another, more basic as-

sumptio - onehow, for some reason, the companies and OPEC really are
in evil.) *, to do harm to consumiing governments and citizens. Anthony
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tiations, or others-we must identify and evaluate both the domestic and inter-
national costs and benefits. We must consider the effects: on the U.S. and the
IEA countries and our relationship with OPEC; on national and international
supply security; and upon the price of oil in the world and in this country. And
all of these questions must be answered in the context of the world supply/de-
mand outlook for the next decade or beyond. This is what we tried to do when
we worked to put together the Administration's energy program. We feel that
alternative programs must be expanded as rigorously and must pass that same
tests.

Our assessment of a number of alternative government-industry relationships
indicates that the benefits are often difficult to find, though the costs are poten-
tially very great. Most of the alternatives would do nothing to increase domestic
production or even to diversify our sources of imported oil. Most would probably
induce conservation only to the degree that their higher costs would do so. And
at the same time, our domestic production would continue to decline.

This assessment is not meant to indicate that there are no conditions under
which I would favor legislative or organizational changes in the relationship
between the U.S. Government and the international oil companies. As I have
tried to point out, my major concern is that any proposal be evaluated so that
any change can be clearly demonstrated to be a change for the better. I am afraid
that the proponents of the various alternatives have yet to make that case. I
feel that the Administration's energy program has had that case made. Now we
must move to implement it be taking the next series of steps beyond the EPCA.

I would be happy to answer any questions you may have.

Chairman KENNEDY [presiding]. I apologize for my absence but we
are having a number of rollcall votes on the Senate floor today. I think
you understand the situation. I know we are very short on time.

In your prepared statement, Mr. Secretary you say-

To summarize, we have a herculean task ahead of us If we are to simply hold
Imports at their current levels and reduce them significantly over the next 10
years.

I think that is a fair observation and statement. Don't you think it
is about time that we stop using "Energy Independence by 1985," and
that those words ought to just be tucked away in a safe pigeonhole and
not be held out to the American people as a realistic policy objective?

Mr. RICHARDSON. I certainly think that-and Mr. Zarb could expand
on this-it is conceivable that you could get down imports of, to, say,.
2 million barrels a day, but I also think it is fair to say this kind of
target would be unrealistic.

The question is: How do you characterize the goal of holding the
line at 6 million barrels a day, or approximately at the present level?
If we have measures that will help us hold the import line of 6 million
barrels a day including the increase in coal production, the increase in
nuclear energy production, and the strategic reserves that are contem-
plated, could it then be said that we have something like independence?
Would we have achieved our goal?

In any event, however we characterize the objective, I would cer-
tainly agree that we have to begin with a very realistic appraisal of
where we are, and where it is feasible to hope that we may be able to go.

Chairman KENNETEDY. That certainly would not include being energy
independent by 1985, would it? Perhaps later on in the century, but
not by 1985. I just think for the American people really to understand
what the realistic situation is, people should not be talking about en-
ergy independence by 1985. That is very unrealistic and misleading.

I think all of us are sufficiently aware that when the statement was
made, and the extraordinary response by the American public, it had
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a very popular ring to it in terms of the independence aspect of it, par-
ticularly this election year.

But on the basis of your own testimony and statement, and certainly
having listened to Frank Zarb about what are the realistic possibilities
in the area of conservation and alternative sources of energy, and what
it would cost in terms of capital outlays and other costs, energy inde-
pendence is totally unrealistic. That is just a fact.

I would hope that we could put that sort of a slogan aside. It seems
to me that that, in effect, is what your testimony does, not explicitly,
but implicitly.

Mr. RIcHAmRsoN. If we simply put it aside, Mr. Chairman, I am
afraid it would even further let down the efforts to hold it to 6 million
barrels a day. The goal of energy independence is, at least in principle,
an achievable goal if we were willing to do all the things we have to do.
If we don't do these things, we won't even hold the line at 6 million.

Chairman KENNEDY. Well, there are other things that can be done.
Hopefully there will be a more forthcoming attitude by the adminis-
tration in the area of conservation legislation, for example. We have
had strong testimony from Mr. Zarb, generally in favor of the concept;
and from FEA generally in favor of the concept. But OMB has effec-
tively cut back in terms of their recommendations on ERDA conserva-
tion and other programs.

But when you are talking about it-and I want the record to be
clear-it seems to me if you are talking about doing all the things that
are necessary, you are talking about extraordinary economic disloca-
tion in terms of capital resources, not energy independence by 1985.
I don't think there is any lack of willingness or desire by members
either of this subcommittee or the Congress to work with the adminis-
tration on realistic energy objectives, to try and insure adequacy of
supply, alternative sources of energy and conservation, and do the
things that need to be done.

But I do not think that energy independence will be a realistic goal
by 1985, and it just seems to me we ought to level with the American
people on it.

Mr. RICHARDSON. I think we are leveling as to the facts. The char-
acterization of the goal is really the only thing we are arguing about.

I think Frank Zarb wanted to comment on that.
Mr. ZARB. Mr. Chairman, I would like to comment for a moment on

that particular issue.
Chairman KENNEDY. Keep all answers quick, I will have one more,

and I know you have to leave. I want to be fair to my colleagues. I
have not even started, I know it. [Laughter.]

We know what is coming, yes. [Laughter.]
Mr. ZARB. The objective articulated by the President was the 6-

million-barrel-a-day import level by 1985. This makes us embargo-
proof if you inclule the strategic reserve system is being completed.
The President has outlined the methods of getting there, using four
primary tools, including conservation. That is a realistic objective if
we are serious about the business at hand.

Now, we don't seem to be serious, Mr. Chairman. I am not sure that
everybody else agrees with 6 millions barrels a day by 1985, although
financing of the measures required is surely achievable in the financial
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markets. We have all the other capabilities of doing it, and with the
strategic reserve we would be embargo proof.

On the question of conservation, Mr. Chairman, I won't miss this
opportunity to point out to you-although with your personal help and
support we have moved it out of the Senate-that the President's bill
for standards on new construction in this country is still not out of the
Congress, and it appears to me, based on reports I have, that it is not
going to come out of the Congress.

I would also point out that the House has just cut the conservation
budget for FEA rather substantially. Just for the record.

Chairman KENNFDY. Well, just for the record, I could respond with
some other facts about the administration's attitude toward conserva-
tion. We can get back into that, but I don't want to take the time
because there are other responses.

But, Mr. Zarb, 6 million barrels a day is not energy independence.
Mr. ZARB. If you want to change the term and call it an embargo-

proof economy, that's all right with me, Senator, as long as everybody
agrees with that objective and the means of getting there.

Chairman KIENNEDY. You basically agree. then, that energy inde-
pendence by 1985 is not an achievable part of the administration's
program.

Mrl. ZARB. If you are saving zero imports by 1985, that has never
been our objectives, at least as long as I have been in office.

Chairman KIEN-N-1DY1Y. Well, it was not 6 million barrels, either; you
have increased it by 300 percent since it was first announced. It started
off with 2 million barrels, sometime in 1983; it is now 6 million barrels
in 1985.

Mr. ZARB. Well, the original project independence blueprint called
for a level of 5 million barrels per day. We have not had exactly the
swiftest public policymaking in the last year and-a-half; so, we had
to slide a little bit.

But, it does seem to me that 6 million barrels a day, with the
strategic reserve system, will make this Nation relatively more in-
dependent than it is today.

Chairman KENNEDY. More independent, all right. [Laughter.]
Referring again to your prepared statement, you say-

Thus the adequacy of oil supplies depends largely upon our continuing normal
commercial relations with OPEC.

Do you really consider the cartel power of OPEC as normal and
does this mean that we simply acquiesce to OPEC now and in the fu-
ture. Aren't we prepared to bring whatever pressures we have avail-
able from governmental and other sources to bear on this issue?

Mr. RICHARDSON. I think, Mr. Chairman. I could certainly agree to
"bringing to bear wvhatever pressures we have." But I think we must
recognize that the means for exerting pressures in this context are not
likelv to be all that effective in the foreseeable future. lWhat I mean
here by "normal commercial relationships" is, in effect, that we rec-
ognize, as I indicated in my concluding remarks, that we are not effec-
tively in a position to bring about any major reduction in oil prices
at this time.

We do not believe-and I think this is perhaps an important point
and comment on your own opening remarks-that the U.S. oil com-
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panies, or any of the major oil companies, are in an effective bargain-
ing position in dealing with the OPEC countries. The arrangements
between the oil companies and OPEC countries do not provide for
bargaining in terms of oil prices. Therefore, I think both with respect
to our own situation and that of Europe, Japan, and the nonoil LDC's,
we have-to recognize that the cartel is a cartel and operating effectively
as such.

Chairman KENNEDY. Well, that does not really include the normal
commercial relations with OPEC. It seems that is sort offa business

-as usual approach that we would have with regard to our. European
allies in terms of commercial relations. I think the characterization of
administration policy being normal commercial relations with OPEC,
particularly in the area of supply, is probably a-

Mr. RICHARDSON. Well, I think what is meant here, Mr. Chairman, is
a distinction between the, what you might call, normal day-to-day' lre-
lationship of doing business with the OPEC countries versus what at
one time seemed headed toward a policy of confrontation. It is really
only that contrast that I mean to suggest here.

Chairman KENNEDY. Senator Percy.
Senator PERCY. I would like to direct my first question to both of

our distinguished witnesses this morning. In the light of everything
you know about our energy- problem, is this country doing enough in
the area of conservation?

Mr. RICHARDSON. Well, let me make some brief remarks first, Sen.
ator Percy, and then I will ask Frank to comment further.

We are not doing enough now. There is. for example; the insula-
tion tax credits legislation Mr. Zarb referred to a moment ago. We are
continuing our effort to achieve greater energy conservation in. in-
dustry, and industry -targets are being established by FEA in coop-
eration with the Department of Commerce. It is, however, not easy
to think of effective measures without additional legislation.

Senator PERCY. Your answer to the question, then, is that we are
not doing enough. You say there are other things that we could do,
with legislation and regulation?

Mr. ZARB. As I said earlier, and I didn't mean it glibly, our reaction
to this problem, which is going to cost the American people $35 bil-
lion, as compared to $27 billion last year. 'in terms of forceful govern-
mental action can only. be called a joke. There has been lots of rhetoric
but very little in terms of the hard substance. I would include con-
servation. I would include coal, I would include nuclear, and I would
include oil and gas, which are the only four tools we have available
to us.

Senator PERCY. 'What proportion of our petroleum consumption is
automobile gasoline?

Mr. ZARB. About 50 percent of the crude. barrel goes to transporta-
tion, and about 40 percent of that goes to the automobile.

Senator PERCY. Mr. Secretary, we are having a boom year in the
automobile industry. Is the pattern' of purchases good for the energy
problem that the country faces? Is there a boom in small cars or is it
medium size and larger cars that the American public is now buying?.

Mr. RICTCARDSoN. There has been a move back toward larger cars,
and the. subcompacts have done the least well in the current automo-
bile market. There is of course countervailing progress be.ng made,



228

toward greater energy efficiency on the part of internal combustion
engines. This should result in significant energy increases and there
has been some progress in that direction already.

Senator PERCY. I have introduced legislation which puts a financial
disincentive on the purchase of gas-guzzling dinosaurs. It also pro-
vides a bonus of $350 for anyone who wants to buy a car that aver-
ages 25 miles a gallon or more. It's all voluntary, and if people want
to pay a higher price they can buy a gas. guzzler. It is not in the na-
tional interest to load our highways with large automobiles.

Congress is doing nothing about conservation. The American public
just doesn't think there is a crisis on, and there is no way to convince
them.

*Would the administration consider some tax incentive or disincen-
tive to encourage energy conservation?

Mr. RICHARDSON. Well, I think we should certainly reexamine it.
I have not personally, Senator Percy, had occasion since getting back
to look very far into that question, particularly in light of the rather
stringent provisions contained in the law requiring reduction of auto-
mobile energy consumption. Meanwhile there are, of course, very
considerable efforts being carried out by the automobile industry to
lighten automobiles and improve gasoline efficiency.

Senator PERCY. Do you think this slow-moving trend is commen-
surate with the critical nature of the problem the Nation faces? I can
assure you that the American public doesn't think conservation is a
serious problem. I am trying to find out whether the administration
really feels it is serious. The whole purpose of this public hearing is
to see whether there is a sense of urgency about this problem. I think
we are fiddling while Rome burns. There is no sense of urgency com-
ing out of the administration now, and, I think it has to come from
some place.

I proposed a 30-cent-per-gallon gasoline tax, and was laughed at,
even by Frank Zarb. I finally reduced the tax to 20 cents per gallon,
and then to 10. I couldn't get anyone to sponsor such legislation.

Mr. ZARB. Senator, one of the reasons I laughed at it was that I
had just watched the exercise over on the House side, where 33 cents
went to 2 cents.

Senator PERCY. I was trying to emphasize that I felt we were just
giving away a precious commodity. We are still in effect granting an
incentive to drive cars and a disincentive to use mass transit because
mass transit cannot be priced low enough to compete with subsidized
gasoline in this country. We have to find a way around this.

Let me ask about the one thing we did do: The 55-mile-per-hour
speed limit. I sponsored that piece of legislation, and with the help
of Jennings Randolph it became law. Is the Nation observing that law?
Can the Federal Government do anything about enforcing it? Would
it help if we deprived every State of their Federal highway fund
money unless they enforced that law?

The citizens' band radio alone is a boom industry because it allows
trucks to avoid that law. I went out with a State trooper in Virginia
two 'weekends ago and listened to the citizens' band broadcasts. There
is no way a State trooper can catch a truck today. It looks like a col-
lusion, the whole American public against the police department.
[Laughter.]
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Chairman KENNEDY. At the risk of interrupting two Republicans
here, maybe Senator Javits-you are running into their time problem.

Senator JAVILS. Mr. Chairman, I shall take just two questions in 2
minutes.

Divestiture has not been mentioned. Now, is that going to help us
or hurt us right now in respect to this crisis we are in? I thoroughly
agree with Senator Percy and Senator Kennedy, but I would like to
add one thing, and that is the complacency of the American people.

Senator Percy spoke of the administration. I think the administra-
tionl has proposed a great deal more than the American people seem to
be willing to tolerate, and this is verging on the criminal in itself, con-
sidering the fact that we know how dangerously positioned the country
is.

So, how about divestiture? Right now it is being pushed very hard
here; and there is a lot of sympathy for it. What will it do for this
crisis?

Mr. RicARDSONx. A short answer I could start with, Senator Javits,
is that we have seen no indication that divestiture has anything what-
ever to do with the crisis we are facing. Mr. Zarb did touch on it in
the summary of his testimony-and in great length in his actual tes-
timony. I am sure he can answer further.

Mr. ZARB. Senator, we would favor any change in regulation that
would improve energy supply and pricing. We have analyzed the cur-
rent bill in every possible way, and we find it to be no improvement.
Further, there is the distinct possibility of it working counterpro-
cluctively, that is, to insure less security and higher prices for the
American people.

While it is popular today to talk about breaking up anything big,
particularly big oil, I simply cannot support this legislation, based on
the fact that there is no conclusive evidence that it is going to help
our situation.

With respect to the adminisration proposing programs, somehow
in your description you left out the U.S. Congress, Senator. It just
seems to me that the time has come for some very, very tough and con-
troversial legislation-maybe not in 1976, maybe in 1977, after the
elections. But we have to get down to some of these issues and deal not
only with conservation, but the other areas that are vitally important.

Senator JAVITs. I thoroughly agree about the Congress, but, of
course, the Congress is going to the polls this fall, and if the people
are complacent about it, you are not going to get any action out of the
Congress and getting more people into the Congress who feel more
strongly about it than those who are here now, if anything, less so. So,
it is the people that are the final arbitors here, though I thoroughly
agree that the Congress has no been acting

The other question I had was about this "Energy Independence
Authority". That sounds like a lot of mohey, $10 billion a year. Amer-
icans didn't hesitate to spend $100 billion a year for war when we were
a lot poorer, in the World War II years. Of course, this is where
money talks because it will call for development of our own energy
sources, which is the best answer of all, and really the only way to
break the OPEC price, which is what is really wrong in this world.

Now, the question I would like to ask is this, compared to $10 billion.
a year, what is the uneconomic cost of imported oil for the United
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States, in other words, over and above what it ought to be, discounting
world inflation, better conditions for the OPEC countries, and every-
thing else you can think of; what is the hold-up aspect of the 500-per-
cent increase, and how much does it translate into in dollars per year?

Mr. ZARB. I do not have the specific mathematics for you, but I can
supply it for the record. But in macro terms, Senator, there is no ques-
tion that this year we are going to spend $35 billion, as opposed to last
year's $27 billion of American money for imported oil, and that is
without an OPEC price increase. And as sure as I am sitting here,
OPEC is not going to pass another opportunity to increase prices
when they meet next October if world recovery is coming back strong.
So. next year it will be even worse.

It is economically in our best interest-it is not a question of spend-
ing money; it is a question of investing money to insure that the neces-
sary energy projects go forward, starting this year and next so that
we can have the benefits in the 1980's and 1990's.

Senator JAVITs. One question, how much of the'$35 billion is uneco-
nomic, that is, is not deserved -by inflation and other economic factors,-
macro, order of magnitude?

Mr. ZARB. $15 billion of the $35 billion.
Senator JAVITS. So, it is five more than what we are called on to in-

vest if we really want to break the price and give ourselves, our na-
tional standing and security a real backing; is that correct?

Mr. ZARB. Yes, sir.
Senator JAVITS. Thank you very much.
Chairman KENNEDY. Senator Taft.
Senator TAFT. Thank you, Mr. Chairman, just a couple of questions.
One, when the administration finally went along on the roll-back

bill. Mr. Secretary and Mr. Zarb, it apparently walked away from
consideration of the windfall profits tax as an approach to this prob-
lem. Why not go to windfall profits tax way. even if the tax does not
have any particular effect with the current roll-back approach, simply
because it would help convince the public of the problem?

I think if you had a windfall profits tax, even if it was not very
effective from the point of view of bringing in revenue, it would at
least assure the public, I think, that there was a problem there, and
it is not all a giant rip-off, which is what the general public's attitude,
I think. in many circles is today.

Mr. ZARI. Well, Senator, if what you are saying is that we need
something like that for optics, I don't know how to reply. But, if
you look at capital investment in the United States in 1976-77 by
majors and nonmajors, you will 'see that it has gone up considerably.

Part of this is due to the fact that the December-signed bill did not
turn out to be so bad from the point of view of inducing invest-
ment; the other part is due to the fact that the United States seems to
be the safest place to invest in oil and gas development. We have not
yet gotten to discussing seriously'nationalization, whereas in other
parts of the world that is a real threat.

Senator TAFr. But you would do a lot better with decontrol if you
had it, wouldn't you?

Mr. ZAiRB. Senator, for a year we talked about decontrol and an auto-
matic windfall tax program that was very severe, starting at 90 per-
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cent, and then a rebate of all those dollars to the American economy,
but this was not accepted.

Senator TArr. You backed away from it because Congress would
not accept it. Why not enact it now and at least continue the move-'
ment toward decontrol. I think possibly Senator Percy's approach of
increased taxes would really do something about bringing the price
mechanism into effect, insofar as public opinion is concerned.

Mr. ZARB. Well, lif you are suggesting that we resurrect the pricing
debate and go back to decontrol and a windwall profit tax, I would be
happy to explore that with you.

Senator TArr. Thank you, Mr. Chairman.
Chairman KENNEDY. You are on your way to the White House. I

hope that both of you-while talking with the President about
energy-will put, in a good word for S. 3424, the conservation bill,
which Senator Percy and now 26 Members of the Senate cosponsor,
from all different parts of the country. We had good response from
Interior, Commerce, and the Banking Committee. We are working
with FEA, the- Treasury Department, and other agencies in terms of
technical problems. I think we can offer it as an amendment. to the-
FEA extension legislation, and I would hope that you would give it
some- serious consideration in your talk with the President.

Mr. RICHARDSON. Well, we do have some problems with specific ele-
ments of the bill, Mr. Chairman. On the other hand, we would like
to work with you toward the enactment of appropriate legislation.
And, I might add, in that connection we would welcome your own
support and assistance in getting action' on the home- insulation
legislation.

Chairman KENINEDY. Well, we have supported the areas of weather-
ization and energy performance standards for new housing. We think
we can pass these provisions in the Senate as part of S. 3424, along'-
with the other conservation features.

I think after the antitrust bill-we probably will have the tax bill for
a week or'so, and then S. 3424 will be up, unless we get an agreement
for a two-track system. So, it is going to move rapidly, within the next
week or so, and we will be staying in touch with you. We would like
your help.

Senator PERCY. Mr. Chairman, I ask unanimous consent that be-
cause of the brevity of this morning's heaiings, the balance of ques-
tions from members of the committee be submitted in writing.

I would like to say that in my earlier remarks, I did not make clear
my feelings on the-administration's role in conservation. I think the
adfiiinistration has done more than Congress in the way of conseva -
tion; we just have not picked up their initiative. I hope that your
voices can be continually raised in a sense of urgency about this piob-
lem, and I hope it can be made part of the fall campaign.

Also, I'add my voice to your own on divestiture. I cannot find any
real advantage to the consumer from a breakup of the large oil corn-
panies. It sounds great, but I want to know the end result before we
dare rush in to disrupt our economy's oil delivery and production
systems. Your evidence confirms the independent studies that I have
done.
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Senator JAvTs. I will just add one word about divestiture, and I
won't even ask a question. I think we ought to come up with an alter-
native for us, how can we bargain better with the OPEC countries
than the so-called international oil industry because that is the weak-
ness where the divestiture attack makes a lot of sense, if you could bar-
gain better, broken up into independents.

But the administration has presented no alternative as to how we
may have some kind of arm's-length bargaining; I am inclined to
agree that there is none now.

Mr. RIchirADsoN. I don't think it is at all clear, Senator Javits. Let
me just say very briefly that the big oil companies are in an effective
position to bargain on price, and I don't see how small ones would be
in as good a position.

In any event, certainly this is a matter as to which we should give
continuing thought; and it is a matter which all the consuming coun-
tries need to work on, as indeed they are by and large. Over time, the
problem is one of developing alternative energy sources and greater
energy efficiency, and thus greater relative independence. Efforts such
as these, on the face of it, are the only effective means for putting
pressure on oil prices.

Senator JAviTs. It is not quite as unequivocal as you make it, it is
a very difficult thing. But if the U.S. administration came up with an
alternative, even the alternative of a Government bargainer, the U.S.
Government to do the bargaining, then I think the case against di-
vestiture would be stronger.

Mr. RICHARDSON. We will certainly take another look at that.
Chairman KENNEDY. Thank you very much, we appreciate it. Sorry

to make you late.
We will be in order, please. Our next witness is Charles Robinson,

the Deputy Secretary of State.
Mr. Robinson, we welcome you here and look forward to your

testimony.
We have a vote on, Senator Percy will be back, and we will excuse

ourselves. We will start in with your testimony.
*We will have order now, please.
Please proceed, Mvr. Robinson.

STATEMENT OF HON. CHARLES W. ROBINSON, DEPUTY SECRETARY
OF STATE

Mr. ROBINSON-. AMr. Chairman, I have a relatively short statement
which I would like to get in the record; with your permission I will
present it.

I welcome this opportunity to meet with you today to discuss our
international energy policy and the role of international oil companies
in the producer/consumer relationship. I share your appreciation of
the fact that the world oil situation underwent a fundamental change
in 1973-74. I plan therefore to discuss the situation as it now exists
and not the structures and policies as they were until a few years ago.

We must recognize that the producers have exclusive control over
the level of international oil prices through their decisive control over
supplies available to the market. The events of 1973-74 demonstrated
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that our growing dependence on imported oil had made us unaccept-ably vulnerable, politically as well as economically, to supply cutoffs
and arbitrary increases in price. We are directly vulnerable because
of our own large dependence on imported oil and indirectly vulner-
able through the oil import dependence of the other major industrial-
ized countries with whom we have a tightly woven political, economic,
and security relationship.

A strong U.S. national energy program is critical to the collective
efforts of consuming countries to meet the energy challenge. We arethe world's largest consumer and importer of oil. We have the greatest
potential for effective action to restrain our energy demand, develop
alternative resources and reduce our import dependency. Yet, our
demand for imported energy is once again rising with economic re-
covery. Major new energy efforts are needed; they will require large
commitments of manpower, capital, technology, and will.

But unless we are willing to implement a strong and comprehensive
U.S. program, we cannot expect other consuming nations, for whom
reduced import dependency is even more difficult and expensive, to
do so. For the medium term, effective joint action by consuming coun-
tries wvill be crucial in constraining upward price pressure. For the
longer term, the technological efforts made now will be essential to
meeting our own and other nations' energy needs when global supplies
of oil begin to decline.

Multilateral energy cooperation among consuming nations is a nec-
essary complement to strengthened domestic energy programs. The
record of such cooperation is impressive. So far:

We have successfully established the International Energy Agency-
the IEA-to facilitate close cooperation in energy by 19 countries
wit.], a common problem of import dependence;

We now have in operational readiness an integrated emergency pro-
gram to mitigate the impact of any future embargo on the economies
of the TEA member countries. Under this program the internationaloil companies would be responsible for moving available oil within the
formal guidelines established bv the member governments;

We have established an oil market data system within the IEA toincrease our ability to monitor the market through mandatory sub-
mission of data by international oil companies and member
governments;

We have agreed upon target levels of national oil and .strategic re-serves to be maintained by companies and governments of IEA mem-
ber countries;

We have recently adoptedIin the IEA a comprehensive program oflong term energy cooperation to reduce our en ence on imports
through joint eforts in conservation, accelerated production of alter-
native energy sources and research and development; and, finally; and

We have agreed in the OECD to establish a financial support fund-
subject to congressional approval-as a safety net for countries which
experience acute balance of payment problems resulting from massive
shifts of foreign-owned funds or other extreme economic dislocations.

These achievements, though impressive, are not in themselves suffi-
cient. Our common goal of reduced dependency requires additional
efforts. We intend to push for early institution of concrete measures
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and programs to implement the commitments undertaken by JEA
members in the program for long term energy cooperation. Other
members share our determination for rapid progress in this area.

While the fundamental principle of our energy policy is to reduce
our vulnerability to supply disruption and arbitrary price increases,
we are also committed to seeking constructive, mutually beneficial co-
operation between producers and consumers. We live in an -interde-
pendent world in which problems and responsibilities of one group
cannot be divorced from those of another.

Chairman KENNEDY. Mr. Robinson, Senator Percy will be back in a
minute, then we will proceed. We will vote and be right back; we will
j ust. recess for a moment.

[A short recess was taken.]
Senator PERcY. Mr. Robinson, you were in the middle of your

testimony.
Mr. ROBINSON. Right in the middle of .a spellbinding presentation.
Senator PERCY. I'm prepared-to be spellbound, go right ahead.
Mr. ROBINSON. I have discussed, Senator, the basic problem of inter-

dependence, and the importance of the consuming countries to work
together. I have outlined some of the steps that we have taken to deal
with the problem of reducing our dependence on imported oil. Now I
am just beginning to talk about the importance of producer-consumer
cooperation, and efforts to build a new relationship.

While the fundamental principle of our energy policy is to reduce
our vulnerability to supply disruptions and arbitrary price increases,
we are also committed to seeking constructive, mutually beneficial co-
operation between producers and consumers. We live in an interde-
pendent world in which problems and responsibilities of one group
cannot be divorced from those of another. Producers and consumers
share a common interest in global stability and growth and a common
concern for the special problems of the nonoil developing countries.

In the interest of time, I am going to summarize my presentation
and submit the full text for the record.

The appreciation of these common -interests and interdependency
have led us into a new, cooperative- dialog between oil producers
and oil consumers in the Energy Commission of the Conference on
International Economic Cooperation. In the Energy Commission:

We have analyzed energy supply, demand, and price issues in a
search for greater common agreement on the facts of the situation and
their implications;

We plan to explore the possibilities for increasing producer-con-
sumer cooperation through new initiatives and institutions; and

We see the dialog as a part of the process of integrating the newly
powerful and wealthy producers into the world financial and training
systems.

We are encouraged by the conduct of the dialog so far. We hope the
same businesslike and pragmatic atmospheric of the first. session will
also characterize the work during the last half of the year when we
move from the analytical into the, decision-taking phase. We. believe
the dialog can be instrumental in creating a more cooperative inter-
nationial environment for resolving energy and other critical economic
issues.
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We hope the dialog will help increase the perception among the pl~o-
ducers that their own interests.are served by a restraint in the exercise
of their power over oil prices and supply. However, only strong action
to reduce our dependence on imported oil can achieve that fundamental
objective.

Mr. Chairman, let me now turn to the relationship of the inter-
national oil companies to our energy policy. Some in our country argue
that the companies in effect proration oil production of the OPEC
members to the detriment of the consumers' interest/in lower prices.
This argument is based on a mistaken analysis of OPEC power and
operation.

The producers' power arises from our import dependence and the
OPEC members' willingness to limit total production to the level de-
manded at the basic price they determine. The OPEC members first
decide on the price of a single crude-this currently is Saudi Arabian
34-degree light-and individual members price their crudes in rela-
tion to it, taking account of quality and transportation differentials.
.As the relative values shift among the various crudes, the companies
shift their purchases among the producers. With few exceptions, pr6-
ducers with unused production have been disinclined to sell oil at less
than market price to increase their market -shares. At present, differ-
entials for heavy crude have not been adjusted sufficiently to reflect
the drop in demand for heavy fuel oil induced by the recession and fuel
substitution.

As a result companies have responded by cutting back on purchases
of heavy crudes while increasing purchased of light crudes.

In several countries the companies are being forced out of conces-
sionary arrangements and offered ongoing services and purchase con-
tracts. Generally, these purchase agreements will be for. ower amounts
than past peak purchases and they will'include some form of price
escape provision. Thus, the companies seek to retain a flexibility to
purchase among various producers in response to price changes.

A structural 'chainge of our oil industry through divestiture or dis-
placement of the companies in negotiations for purchase contracts
for OPEC oil would not go to the heart of our problem of dependence,
but only complicate it. OPEC's power does not arise from the in-
tegrated structure of the industry, nor from company attempts to
procure adequate supplies at competitive prices. OPEC was only able
to quadruple oil prices when dependence and demand, especially U.S.
dependence and demand, gave the produceis the power to do so.

At the same'time, the vertically integrated international companies
still perform essential functions for the United States by retaining
substantial control over the delivery of oil imports essential to us.
We will need this capability to serve the IEA emergency program
should there be an6ther embargo. The companie's also represent a
crucial source of capital and technology for developing the, new' energy
resources which must be developed for the future.

In conclusion, Mr. Chairman, we have the resources and the ability
to. take actions domestically and'in cooperation. with other industrial
countries to shift the balance. of the world oil market over. time and
'thereby create the condition necessary to reduce the power of OPEC
members to control unilaterally oil production and prices. Such ac-
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tion will be neither easy nor inexpensive. But as a Nation, we have
no choice but to move as rapidly as practicable to regain control of
our energy future.

Thank you.
Senator PERcy. Thank you very much indeed, Mr. Robinson.
Your prepared statement will be printed in the hearing record.
[The prepared statement of Mr. Robinson follows:]

PREPARED STATEMENT OF Hof. CHARLES W. ROBINSON

Mr. Chairman: I welcome this opportunity to meet with you today to discuss
our international energy policy and the role of international oil companies in
the producer/consumer relationship. I agree with your appreciation of the fact
that the world oil situation underwent a fundamental change in 1973-74. I
plan therefore to discuss the situation as it now exists and not the structures
and policies as they were until a few years ago.

We must recognize that the producers have exclusive control over the level
of international oil prices through their decisive control over supplies avail-
able to the market. The events of 1973-74 demonstrated that our growing de-
pendence on imported oil had made us unacceptably vulnerable, politically as
well as economically, to supply cutoffs and arbitrary increases in price. We
are directly vulnerable because of our own large dependence on imported oil
and indirectly vulnerable through the oil import dependence of the other major
industrialized countries with whom we have a tightly woven political, economic
and security relationship.

CONSUMER COOPERATION

A strong U.S. national energy program is critical to the collective efforts
of consuming countries to meet the energy challenge. We are the world's largest
consumer and importer of oil. We have the greatest potential for effective ac-
tion to restrain our energy demand, develop alternative resources and reduce
our import dependency. Yet our demand for imported energy is once again ris-
ing with economic recovery. Major new energy efforts are needed; they will
require large commitments of manpower, capital, technology, and will. But
unless we are willing to implement a strong and comprehensive U.S. program,
we'cannot expect other consuming nations, for whom reduced import dependency
is even more difficult and expensive, to do so. For the medium term, effective
joint action by consuming countries will be crucial in constraining upward
price pressure. For the longer term, the technological efforts made now will
be essential to meeting our own and other nations' energy needs when global
supplies of oil begin to decline.

Multilateral energy cooperation among consuming nations Is a necessary com-
plement to strengthened domestic energy programs. The record of such co-
operation is impressive. So far-

We have successfully established the International Energy Agency (IRA)
to facilitate close cooperation in energy by 19 countries with a common
problem of import dependence;

We now have in operational readiness an integrated emergency program
to mitigate the impact of any future embargo on the economies of the 1EA
member countries. Under this program the International oil companies
would be responsible for moving available oil within the formal guide-
lines established by the member governments.

We have established an oil market data system within the IEA to In-
crease our ability to monitor the market through mandatory submission
of data by international oil companies and member governments;

We have agreed upon target levels of national oil and strategic reserves
to be maintained by companies and governments of IEA member countries;

We have recently adopted in the IEA a comprehensive program of long-
term energy cooperation to reduce our dependence on imports through
joint efforts in conservation, accelerated production of alternative energy
sources and research and development; and

We have agreed in the OECD to establish a financial support fund (sub-
ject to Congressional approval) as a safety net for countries which ex-
perience acute balance of payments problems resulting from massive shifts
of foreign-owned funds or other extreme economic dislocations.
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These achievements, though impressive, are not in themselves sufficient. Our
common goal of reduced dependency requires additional efforts. We intend to
push for early.institution of concrete measures and programs to implement the
commitments undertaken by 1EA members in the program for long-term energy
cooperation. Other members share our determinaiton for rapid progress in this
area.

PRODUCER/CONSUMER DIALOG

While the fundamental principle of our energy policy is to reduce our vulner-
ability to supply disruptions and arbitrary price increases, we are also com-
mitted to seeking constructive, mutually beneficial cooperation between pro-
ducers and consumers. We live in an interdependent world in which problems
and responsibilities of one group cannot be divorced from those of another.
Consuming nations need adequate flows of oil at equitable prices. Producers need
long term oil markets, dependable outlets for their investments, and access to
capital goods and technology. Furthermore, producers and consumers share a
common interest in global stability and growth and a common concern for the
special problems of the non-oil developing countries.

The appreciation of these common interests and interdependency have led us
into a new, cooperative dialogue between oil producers and oil consumers in the
Energy Commission of the Conference on International Economic Cooperation.
In the Energy Commission,

We have analyzed energy supply, demand and price issues in a search for
greater common agreement on the facts of the situation and their
implications.

We plan to explore the possibilities for increasing producer/consumer co-
operation through new initiatives and institutions, for example, through the
International Energy Institute proposed by Secretary Kissinger at the. Spe-
cial Session of the United Nations General Assembly last fall.

We see the dialogue as a part of the process of integrating the newly
powerful and wealthy producers into the world financial and trading sys-
tems in which they have become important actors.

We are encouraged by the conduct of the dialogue so far. We hope the same
businesslike and pragmatic atmosphere of the first sessions will also character-
ize the work during the last half of the year when we move from the analytical
into the decision-taking phase. We believe the dialogue can be instrumental in
creating a more cooperative international environment for resolving energy and
other critical economic issues.

We hope the dialogue will help increase the perception among the producers
-that their own interests are served, by a restraint in the exercise of their power
over oil prices and supply. But we cannot expect the dialogue to induce them to
cede this power voluntarily to others. Nor will it reduce our vulnerability-only
strong action to reduce our dependence on imported oil can achieve that funda-
mental objective.

THE ROLE OF THE INTERNATIONAL OIL COMPANIES

Mr. Chairman, let me now turn to the relationship of the International oll com-
panies to our energy policy. Some in our country argue that the companies in
effect proration oil production of the OPEC members to the detriment of the con-
sumers interest In lower prices. This argument is based on a mistaken analysis
of OPEC power and operation.

The producers' power arises from our import dependence and the OPEC mem-
bers' willingness to limit total production to the level demanded at the basic
price they determine. The OPEC members first decide on the price of a single
crude (Saudi Arabia 34° light) and individual members price their crudes in rela-
tion to it, taking account of quality and transportation differentials. As the
relative values shift among the various crudes, the companies shift their pur-
chases among the producers. This prorationing of production is done on the basis
of small changes in differentials which are significant to the companies but do
not influence the basic price level. With few exceptions, producers with unused
production have been disinclined to sell oil at less than market price to Increase
their market shares. On the contrary, large producers with a limited need for
revenues have adhered rigidly to the established price while changes In quality
and transportation differentials made other crudes more competitive. Thus, when
demand was falling in 1975 such producers were willing to accept a dispropor-
tionate share of the OPEC reduction In production to preserve the basic price.
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Companies shifted more of their purchases to other producers on the basis of
relative price considerations.

Similarly, at present, differentials for-heavy crudes have not been adjusted
sufficiently to reflect the drop in demand for heavy fuel oil induced by.the re-
cession and fuel substitution. As a resultcompanies have responded by cutting
back on purchases of heavy crudes while increasing purchases of light crudes.

In several countries the companies are being forced out of concessionary ar-
rangements and offered on-going service and purchase contracts. Generally, these
purchase agreements will be for lower amounts than past peak purchases and
they will include some form of price escape provision. Thus the companies seek
to retain a flexibility to purchase among various producers in response to price
changes.

A structural change of our oil industry through divestiture or displacement of
the companies in negotiations for purchase contracts for OPEC oil would not go
to the heart of our problem of dependence, but only complicate it. OPEC's power

-does not arise from the integrated structure of the industry nor from company
attempts to procure adequate supplies at competitive prices. OPEC was only
able to quadruple oil prices when dependence and demand, especially US de-
pendence and demand, gave the producers the power to do so.

- At the same time, the vertically integrated international companies still per-
form essential functions for the US by retaining substantial control over the
delivery of oil imports essential to us. We will need this capability to serve the
TEA emergency program should there be another embargo. The companies also
represent a crucial source of capital and technology for developing the new
energy resources which must be developed for the future.

CONCLUSION

In conclusion, Mr. Chairman, we have the resources and the ability to take
actions domestically and in cooperation with other industrial countries to shift
the balance on. the world oil market over time and thereby create the condition
necessary to reduce the power of OPEC members to control unilaterally oil pro-
duction and prices. Such action will be neither easy nor inexpensive. But as a
nation, we have no choice but to move as rapidly as practicable to. regain control
of an energy future. Thank you.

Senator PERCY. I would like to ask von, first, about conservation.
You state in your prepared statement that unless we are willing to lffi-
plement a strong and comprehensive U.S. program, we cannot expect
other consuming nations, for whom reduced import dependency is even
more difficult and expensive, to do so.

How important is it for the United States, as a leading Nation in the
Free World to set a policy on energy conservation?

Mr. ROBINSON. It is an essential element in preserving our credibility
in the discussions that we are maintaining in Paris, and bilaterally
throughout the world with other consuming countries. We have taken
the lead, played the appropriate leadership role in bringing together
consumers into a coordinated program.. We have appealed to them to
move into conservation efforts in a coordinated way. Most of these
countries have moved, and have moved much more effectively than we
have.

Certainly, our failure to develop an integrated, coordinated program
has left us in a position of %weakened leadership; our credibility is
threatened in this area. I feel it is an essential element in reestablishing
a leadership position that the United States must play to solving these
critical problems.

Senator PERCY. What is your own feeling about vertical divestiture ?
What would you do~if you were a U.S. Senator and there was a vote
on the floor that said companies must divest themselves and decide
"which of three areas of the industry they are going to go into? Would
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you be concerned, about the efficiency and effectiveness of our ability
to meet our energy needs in this country?

Mr. RoBINsON. Well, it disturbs me greatly, based on conversations
I have had with oil ministers of all major oil-producing countries in
the world in OPEC; my discussions with the oil company executives.

It is very clear to me that one of the protections we have against
even more drastic changes in price has been the strength of our major
oil companies. Their interests are very parallel to our national interests
in seeking to minimize price; preserve the stability of supply; diversify
sources.

An effort to weaken our integrated oil. companies would serve to
mqve the balance of power to the oil companies of other countries with
their national interests-to be reckoned with, and toward the develop-
ment of integrated oil operations by producer countries. In all these
moves we would be encouraging the development of a greater strength
outside of our control, and therefore increasing our susceptibility
to arbitrary action by the oil producers.

Senator PERCY. I would like to ask a technical question on the-way
OPEC operates. In your prepared statement you state OPEC decides
on the-price of Saudi-Arabian crude, and individual members price
their crude in relationship to it. Differences in prices are therefore
attributable to quality and transportation differentials.

What if a particular OPEC country wants to increase, its income?
Can it shave its price and weaken OPEC's bargaining relationship?
Can a country divert the buyer to purchasing their particular crude?
Is there any such price-guiding going on in the OPEC countries now?
Do we really have an over-supply situation?

Mr. ROBINSON. Yes, that is one of the most critical problems in the
OPEC nations today. There has been a general understanding as to.
differentials between light and heavy crude; there have been general
understandings as.totthe price differential for geographical location,
transportation 'differential. .

i oweever, these are dynamic factors that shift, and with the change
'in demand for overall crude, the differential that would be required
to maintain the sale-of heavy crude versus light, crude increased. Now,
this creates a problem because those countries producing light crude
are satisfied with the price differential and at the same time they in-
crease their total sales at the expense of other OPEC members.

This is a fundamental problem that OPEC has been addressing,
and it was really the breakdown of the discussions of the appropriate
differentials-quality and transportation differential-which resulted
in the termination of the meeting ..at Bali at the end of May
without a general price increase. It is a very serious problem for them
and has been' used by. Iraq, for example, which gained a significant
advantage by maintaining an insufficient price differential and this
has increased its sales at the expense of Iran, a country which 'has
suffered as a result of the inadequate differentials between heavy and
light crude. ' ' . . ' ,

' Senator PEiRCY. Could you explain to us who plays what role in the
setting of prices?

The oil, companies take a terrific beating today, and they are al-
most as 'unpopular as the Members- of Congress. Yet; while-the oil
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industry was doing all the bargaining and determining our prices, we
had the cheapest petroleum products in the world.

I was somewhat stunned to have the chairman of Mobil Oil testify
that they had no real input at all in the last OPEC meeting. Since
responsibility for oil pricing has been taken out of the hands of the
oil companies, prices have increased manyfold.

Is there any way that we can get back into the bargaining process,
to help put downward pressure on price?

We ourselves can ameliorate the country's bargaining position
through energy conservation. But is there anv way that this Nation's
representatives can have an input into the bargaining process? What
is the input of the State Department today? Is industry working with
you on this, or are they just sitting there as observers? Who is doing
he bargaining for us?

Mr. ROBINSON. The bargaining today is between the individual
OPEC countries. It is clear that the inflexibility of demand is such
that the OPEC nations could increase their total revenue by raising
the price. So long as you have that kind of situation, OPEC is in a
position to determine what that price should be.

Now, we are clearly in favor of reduced prices-although I con-
sider that an unrealistic goal; but we certainly are strongly opposed
to any increase in price, which in the long run means a decrease in
real terms.

We worked with individual oil producers on a bilateral basis. I have
visited with the oil ministers of most of the major oil producers dur-
ing the last 6 months to convince them that they should not raise the
price in May.

We have in the Conference on International Cooperation in Paris an
Energy Commission, and our purpose in that Commission is to clearly
establish the consequences of increased prices, and in an effort to get
the OPEC nations to accept some responsibility for preserving the
stability of the world economy by avoiding abrupt increases in price..

We are also working with the OPEC countries with regard to the
burden that increased price imposes on developing nations, and we are
trying to get them to share with us the responsibility for responsible
action to avoid undue burdens on these developing countries. But, in
the final analysis, where you have countries like Saudi Arabia-
where there is shut-in capacity-who are perfectly willing and able to
reduce production, if necessary, to preserve price, it is very difficult to
negotiate in the sense that you have suggested.

Senator Pincy. Is there any incentive now, for oil companies to try
to get lower prices from OPEC?

Mr. ROBINsON. The pressure comes from the fact that large inte-
grated companies have various sources, and thev can shift from one
source to another; and by that they can bring some pressure on the
differentials, and other intangible elements.

But the base price is something that is just not subject to negotiation.
between oil companies and producers in what we think of as the tra--
ditional way.

Senator PERCY. Thank you very much.
Representative BROWN of Ohio. Let me pursue the same line of ques-

tions that Senator Percy was involved in, if I may.
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In your prepared statement you state that individual members price
their crude in relation to the Saudi Arabian light, taking account of'
quality and transportation differentials. As the relative values shift
among the various crudes, the companies shift their purchases among
the producers.

Do you see any evidence that there has been any change in market
share in the oil-producing nations as a result of the shaving of prices
to attract purchasers?

Mr. ROBINSON. Yes; we clearly saw that during the last year. The
decrease in total demand actually established a wider gap in the eco-
nomic value of light crude versus heavy crude than the differential that
had been established. The countries producing light crude, for exam-
ple, Iraq and, to a certain extent, Nigeria, benefited at the expense of
the countries that produce a larger percentage of heavy crude, such as
Iran and Venezuela.

This has brought about a strain in OPEC, and an effort to adjust the
differential to protect volume with changing demand and the changing
economic value between these two grades.

In the case of geographical differential, transportation differential,
Libya and Algeria have had a differential that has been based on the
freight market. Now, as the freight market increases-and there is a
tendency towards that increase today-there will be a shift to the
producers located closer to the market, such as Algeria and Libya, at
the expense of the Persian Gulf producers.

So, it is always in a state of flux, as total demand and transportation
rates change, and since there is no formula, within OPEC to give the
flexibility needed to bring about adjustments that preserve individual
countries' participation in the total market. This creates some problems
which they have not been able to resolve;

Representative BROWN of Ohio. Do you see anything in the prob-
lems that have been created, the shifting of the markets of purchasers,.
the changing in umarket shares that would indicate any prospects in
the near future, or in the interim future, of the OPEC cartel break-
ing up?

Mr. ROBINSON. No; I think it is unrealistic to expect it to break up.
But I do think the failure to resolve these difficult intra-OPEC prob-
lems is probably the primary explanation that there was no increase,
in the basic price in Bali. The inability to research an agreement threw
the meeting into disarray, and they finally terminated the meeting
without a decision on a price increase.

Representative BROWN of Ohio. And the whip hand is held by the
national leadership of the OPEC countries, and not by the multina-
tional. companies who acquire and put into the market crude products ?

Mr. ROBINSON. That is basically true. It is possible for a large, in-
tegrated oil company with several sources to take advantage of these
changing differentials, or the changing economic response to the estab-
lished differential, to shift from one producer to another; and that
tends to bring some pressure on individual countries.

But in terms of the basic price, traditional negotiations between
buyer and seller do not exist.

Representative BROWN of Ohio. Is there anything the-major multi-
national oil companies could do within the antitrust laws of this coun-
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try, and what you have just suggested, shifting their acquisitions and
purchases from one country to another, and without damaging their
competitive market position among consumers of their product, to
break up the OPEC cartel?

Mr. ROBINSON. Well, I think there is a possibility of denting it, but
breaking it up cannot come so long as large producers have the sur-
plus production capacity and the will to cut back and reduce produc-
tion to equate supply and demand at the determined price; and so
long as the world continues its demand for oil and gas, there is little
or nothing that the major oil companies can do to change that picture.

Representative BROWN of Ohio. Is the production control within
nations absolute? That is, where several of the oil companies may have
the pumping franchise in various nations in the OPEC area, do the
nations generally control the amount that can be extracted from the
ground in their country, with a degree of ab,"1--;s certainty?

Mr. ROBINSON. Yes; as a generalization you have that control. Now,
in each country there are different arrangements. In Iran, for example,
you have a consortium, which are the former foreign investors which
participate within a formula established by Iran, and parallel to Iran's
own production. They are now being urged to sell more oil and export
more oil, and are being criticized for failure to do so.

Representative BROWN of Ohio. They are being urged to sell more
oil to consumers wherever they have markets, is that correct?

Mr. ROBINSON. That's correct, and are being criticized for their fail-
ure to-do so with regard to the heavy crude, which is overpriced in
relation to the light.

Representative BROWN of Ohio. Is there a club in the background
that if they don't encourage sales to their consumers, that they will
lose their franchise operations, that their operations will be national-
ized, or that one extracter over another might be given a smaller share
of that monopoly! •rovernment control, of what is to be produced?

Mr. ROBINSON. Yes, that is true. Of course, their interests have al-
ready been nationalized, they operate under a consortium agreement.

Representative BROWN of Ohio. Under a licensing arrangement,
in effect.

Mr. ROBINSON. An arrangement under which they have the right,
and Iran claims, an obligation to ship a certain amount of oil in a
given proportion between light and heavy. That of course is where
the problem was generated this past year. where the differential was
about 12 cents a barrel between light and heavy, and the companies
estimated that should be 30, or 40, or .50 cents.

They are under great pressure and are being asked to renegotiated
their 1973 agreement. Their success. the ability to protect their own
position will be influenced by the volume that they are willing to sell.

Representative BROWN of Ohio. Well, for instance, if Standard-I
am taking them out of the air because I don't know who is where-but
if Standard and Shell are both in the consortium, is one of the threats
that:

Standard, if you don't get out there and hustle sales of this particular coun-
try, we may give you a smaller share of the consortium sales opportunity; and
then if there is a shortage, of course you will be less able to meet the needs, of
your customers.
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Is thatthe kind of pressure that is put on them?
Mr. ROBINSON. Well, basically all of the oil companies are in niuch

the same position. Playing one against the other is not as productive
as it may be under other circumstances. But the failure of all of the
oil companies to export as much heavy crude from Iran, as the Iranian
Government feels they are committed to, will bring pressure on all of
them in terms of the negotiations they have to face ahead.

Representative BROWN of Ohio. Let me shift just a minute to an-
other statement in your prepared statement which I want to take a
little bit exception to. You say, "We now have in operational readiness
an integrated emergency program to mitigate the impact of any future
embargo on the economies of the 1EA member countries."

"Operational readiness," it seems to me, must be a euphemism for
planning because we do not have any oil reserves in being at this point,
do we? In other words, isn't our storage arrangement for the 180-day
supply of' oil sort of an "on paper"' project, and in fact, has not the
Congress only funded a certain portion of that; and in further fact,
do we have any oil against a possible embargo under that arrangement?

Mr. ROBINSON. Well, individual oil companies do maintain stocks.
It is true, we do not have and will not have for several years the full
strategic reserve that has been contemplated. However, all of the par-
ticipants, the 19 participants in IEA have a commitment to build up
these stockpiles, and all of them have done so to a certiin extent.

Representative BROWN of Ohio. Now, let me just understand, how
has that stockpile been built up in the United States? We do not have
any Government-owned reserves in oil, do we?

Mr. ROBINSON. No. Well, except for some supplies for our own mili-
tary requirements.

Representative BROWN. of Ohio. But under the IEQ plan-the IEP
plan, the stockpile plan-contemplated under the EPCA Act, there
was to be a stockpiling of oil under the control of the Federal Govern-
ment,; was there not? We were going to put it in metal tanks, salt
domes, or something?

Mr. RIomNsoN. That prog-ram is still out ahead.
Representative BROWNT of Ohio. It is still what?
Mr. ROBINSON. It is out ahead, that program has not yet been put

in place.' But we have approximately a 100-day supply, which is part
of our normal pipeline between the porduction and consumption.

Perhaps Mr. Malin of the FEA could give us a more precise answer
as to exactly where we stand on supplies in this country.

Mr. MALIN. If I may answer the question, Mr. Chairman. The
present supply in the industry system at any given moment is estimated
to be between 800 million and a billion barrels of oil, some of it in
the form of crude oil at refineries or at'collection depots near produc-
ing sites; some of it iii pipelines; some -of it in barges, tankers, and
so on.

Representative BROWN of Ohio. Go ahead with the list, but is that
more or less than what was in the pipeline, as it were, after the em-
bargo? I mean, after it was filled up, after the embargo.

Mr. MALIN. Congressman, it is never quite filled. A more precise
definition, it is probably always half empty, as well as half filled be-
cause this could be classified as operational or working storage. It
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should not be classified, or should not be confused with the strategic
storage program that is presently being proposed. It is not dead stor-
age. It is the product and crude oil that is in the system itself and is
essentially working storage.

Representative BROWN of Ohio. Well, my time is up, but I just want
to ask one final question. Is that pipeline capacity-never mind now
what is now in it-is that pipeline capacity greater or lesser than at
the time of the oil embargo; or is it essentially unchanged?

AMr. MALIN. Except for the incremental capacity that has come on-
stream since the embargo, it is essentially the same.

Representative BROWN of Ohio. And that is minimal, that additional
refinery capacity is minimal, is it not?

Mr. MALIN. Yes sir; I believe it is under 500,000 barrels a day.
Representative BROWN of Ohio. My time is up, Mr. Chairman. I

would be glad to ask some questions later on.
Chairman KENNEDY. What do you see, Mr. Robinson, as the role

then of the Federal Government in terms of any of the negotiations
that are taking place at the present time between the multinational oil
companies and any of these OPEC countries, do you see any role for
the Government in terms of the interests of the consumers?

Mir. ROBINSON. I think there is very clearly a role for the U.S. Gov-
ernment, and we are performing in that role. I think we must moni-
tor and be kept fully informed of the general principles and basic
thrust of the negotiations that are going on between our oil companies
and the Governments of the oil producers. We do that because we think
it is essential to assure that the negotiations are proceeding in a way
that protects our national interest.

Chairman KENNEDY. What do you mean by "monitor and keep in-
formed"? Are there any negotiations which have taken place at the
present time between oil companies and OPEC which you are not
completely informed about?

Mr. ROBINSON. *Well, the word "completely," of course, has to be
defined. We are working very closely with the Aramco partners.

Chairman KENNEDY. How do you do that, for example, do you have
anybody who sits in those meetings and reports to you; what are the
procedures?

Mir. ROBINSON. We do not sit in on the negotiations, but I have met
with Sheik Yamani to discuss his objectives; I have met with the
executives of all of the participants in Aramco to determine how they
view their position and how the negotiations are proceeding, what
are the basic elements in those negotiations. We feel free to comment
and to guide them where we feel it is appropriate to assure that the
negotiations are proceeding in a way to protect our national interest.

Chairman KENNEDY. Well, have there been any negotiations that
have taken place in any reasonable period of time, which the admin-
isl;ration has felt have been unacceptable, say in the last 2 or 3 years?

M\r. ROBIN-SOrN. UnacceDtable in terms of our national interest?
Chairman KENNEDY. Yes.
Air. ROBIN SON. Of course, we don't control what position the oil pro-

ducers take, and obviously we have not been happy with their position.
But in terms of what our oil companies have done, I would say that

we are in substantial agreement that they have done the best possible
under very difficult circumstances.
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Chairman KENNEDY. There have been no negotiations, then, where,
if you had a veto, the administration had a veto, you would have ex-
ercised that power over any of these negotiations?

Mr. ROBINSON. It is my impression that the answer to that is, no;
but I have not personally been involved in all of the negotiations; I
believe that to be the case. I have not had the personal involvement
to say it with certainty.

Chairman KENNEDY. Would it be valuable to have that authority
or power?

Mr. ROBINTSON-. I think in effect we do exercise that by expressing
concerns about certain directions negotiations are taking, or urging
that they move in other directions. But, in the final analysis, as long
as they are negotiating in good faith and our national interests are
protected as well as possible under the almost impossible circumstances
they face today, we would go along with their conclusions.

Chairman KENNEDY. Of course, they do start off from a different
vantage point, do they not, from what would be the consumer interest?
I mean, any time the price goes up for those who have sizable reserves,
the value of their reserves goes up. So, how can we expect that they
are going to be bargaining very effectively?

Why isn't it really "business as usual" in terms of attitude of the
major oil companies toward OPEC? It seems to be almost a cosy
relationship, they set the price; you don't expect that they can do very
much; they say they can't do very much. As the international price
goes up, the value of their reserves goes up. There are no negotiations
that have taken place over the last 3 years that you have taken strong
exception to. You don't come up to the Congress asking for any kind
of veto power; you don't ask Congress to provide you with authority
to sit in at those meetings; you don't have the power to work with the
oil companies and say, "Why don't we try and work with Indonesia
and Nigeria, see if we can't bring some exercise of influence in eco-
nomic power in terms of downstream capacity?"

Isn't it really "business as usual" in terms of the traditional kinds
of arrangements which have existed, and in which the consumer ends
up paying more because no one seems to be bargaining very hard and
very tough in terms of their negotiations, other than making some
rather general comments in terms of our desire to keep price down?

We have had testimony that that emphasis has been rather general
and uncoordinated in the past, according to Ambassador Akins.

Mr. ROBINSON. I am not here to defend the oil companies, I will leave
that to them. But, let's take as an example the negotiations in progress
in Saudi Arabia. There is no question of protecting the value of oil
reserves because the oil reserves belong to Saudi Arabia. The negotia-
tions today are related to service agreements, service fees, management
contracts, commitments to take oil and right to take oil. The price is
established by OPEC, that is not subject to negotiation, so that the oil
companies are merely establishing the basis on which they will continue
to provide management, and receive a fee in relation to the volume
of production-that is a matter of a few cents per barrel. They are
not gaining the benefits of an increase in price because the oil belongs
to Saudi Arabia.

Chairman KENNrEDY. Mr. Robinson, just to interrupt, you have to,
in any comment like that, not disassociate the increase in the value of
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the reserves domestically, and as that price goes up, not recognize the
important relationship of the resources that these oil companies have
in terms of coal, uranium, solar energy, or any of the others. Obviously,
if the world price of oil goes up, the value of the other alternative
sources of energy goes up also, even with the present price control pro-
gI.am. So, you cannot suggest that if the world price goes up it does not
benefit these individual companies.

Mr. ROBINSON. I recognize that in terms of domestic energy sources,
but to the extent thev are controlled, they don't realize the benefit; if
they are not controlled, I assume what we call windfall profit tax
woufld recoup windfall gains.

But in terms of the actual negotiations that are taking place, they
are negotiating for their lives, they are negotiating to stay in the
picture; thev are negotiating to preserve their source of oil with
which to serve our needs, and they are doinz it, on the best possible
terms as far ,s commitments to volume and their manavement fees.

Chairman KENNEDY. Do you have any ideas. or suggestions, or rec-
ommendations to make to the Congress about what v-ould give the oil
companies themselves more bargaining power? Is that possible? Are
there incentives that ought to, be provided, additional kinds of tax in-
centives to oil companies that are going to drill outside of OPEC,
maybe switch to countries that have a strong capital need? Should we
provide some incentives for them to do it?

Those, are obviously matters in which the Congress would want to be
involved. We do not find the administration making any kind of rec-
ommendations or suggestions; it does not seem as if you want to give
the oil companies any more power or any additional incentives to move
into new areas. If you feel they are representing the consumer interest,
shouldn't we be able to maximize that? You don't want to take any-
thing away in terms of divestiture. You are satisfied, apparently, that
you gain sufficient kinds of information from the oil companies in
terms of their negotiations. So, it seems to me, we are pretty much
stuck with the status quo; maybe that is the answer. But, I don't know,
again, whether the interests of the consumer are being adequately pro-
tected and whether the consumer interests are identical with the major
oil interests.

I am trying to find out what role the Government ought to be
taking in protecting the interest of the consumers.

Mr. ROBINSON. Well, I think you have raised a very interesting ques-
tion. I think as we become increasingly dependent on foreign sources,
there is an increasing challenge to assure the citizens of this country
that the decisions that are being made by our major oil companies are
being made in terms that serve our national interest.

I think we have to be concerned not only with how we control the
actions of our oil companies to assure that their efforts and their ob-
jectives are in harmony with the interests of our citizens, but you also
raised the question about the possibility of providing incentives to
encourage themn more to move in that direction, and I think that is an
interesting area for thought.

I do not feel qualified to comment on a specific formula that might be
employed, but it certainly is an area that deserves thought and careful
consideration.
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IChairman KENNrEDY. Have you reacted.at all to the Krueger report
where it has outlined a series of different alternatives, what the role
of Government should be in terms of its relationship to the major oil
companies?

Mr. ROBINsoN. I have not really had an opportunity to study that
repoit, I am not qualified to comment on it.

Chairman KENNrDY. Could you perhaps let us know, and submit a
response?

Mr. ROBINSON. I would be glad to.
Chairman KENNEDY. Thev make a series of recommendations, al-

ternative suggestions, and I think it would be useful to get your reac-
tion to them, whether vou think they are useful or helpful, and if so
Whvy, or why not.

Mr. ROBIN-SON. I will be glad to do that and submit it in writing.
Chairman KENNEDY. Congressman Brown.
Representative BROWN of Ohio. I am trying to get a picture of .what

the situation is in terms of relationships. As I understand it now, we
are the largest single consuming country in the world; is that correct?

Mr. ROBINSON-. That is correct.
Representative BROwN of Ohio. Our rate of consumption is going up

rapidly.
Mr. RoBINsoN-. It is going up rapidly, it is accelerating as we recover

from our recession.
Representative BROWN of Ohio. And our production volume, that is

U.S. production in this country is essentially unchanged..
Mr. RoBrINsoN. It is going down.
Representative BROWN of Ohio. As a matter of fact, it is going down;

over the 2 or 3 years since the embargo, it has essentially remained
uncimanged.

MIr. ROBINSON. That is correct.
Representative BROWN- of Ohio. So., then the net result is that we are

importing more oil for consumption in the United States now, and
the producing, exporting countries are the major source of oil for those
countries in which they have deficits of production below their con-
sumnption rates; is that right?

MN~r. ROBINSON-. Yes.
Representative BuOWNS of Ohio. And so, with our increase in con-

sumption and our leveling off of production, or reduction in produc-
tion, we become increasingly dependent on these oil-producing coun-
tries. The countries have drawn themselves into a cartel which says in
effect, "We don't care who does the technical work, we are going to
control the price of what we sell"; is that right?

Mr. ROBINSON. That is correct.
Representative BROWN of Ohio. And they are essentially controlling

the market share that they sell?
Mfr. RoBTNsON. Yes; they are prepared to reduce their share of the

market--like Saudi Arabia-to protect the price.
Representative BROWN of Ohio. But have they decided among theni-

selves what share of the market each country is going to get?
Mr. ROBINSON. No. Really, it boils down to Saudi Arabia, their great

unused capacity and very little need for the revenues at the level they
are now generated. They can cut back their production very signifi-
cantly and take a disproportionate share.
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Representative BROWN of Ohio. They have the highest quality prod-
uct in the world.

Mr. ROBINSON. Yes.
Representative BROWN of Ohio. So, in fact Saudi Arabia single-

handedly can say to Iran, or Libya, or somebody else, Nigeria or
Venezuela, "If you mess around with the price, we will turn on the
spigot and flood you out of the market place."

Mr. ROBINSON. They have threatened to do that from time to time.
Representative BROWN of Ohio. So, the result is that within each

country they know essentially what they can produce, and the price
that has been set, and there is no hanky-pankying around with them
trying toproduce more to get a bigger share of the market.

Mr. ROBINSON. That is generally true.
Representative BROWN of Ohio. Now, if the oil companies would in

some way be permitted, the multinational U.S. companies would in
some way be permitted to suspend with the antitrust laws and permit
them to coalesce and decide who they are going to buy from, and they
all shifted to Nigeria, or something, the possibility would exist that the
Saudis would settle the Nigerians' hash for them because the Saudis
would control whether the Nigerians would be able to sell an increased
amount of oil to the consuming countries, or the consuming companies;
is that right?

Mr. ROBINSON. There are very definite limitations on what you can
do there, intrastructure limitations, production capacity, increased
production. The Saudi Arabians can go down to 5 million barrels a day
and still get along without any problems. So, you really do have a sit-
uation where the attitude of Saudi Arabia is the kev.

Representative BROWN of Ohio. In fact, the Nigerians could not
meet production, or the Venezuelans.

Mr. ROBINSON. Not any significant shift in volume.
Representative BROWN of Ohio. So that the companies must set up

rather long-term acquisition arrangements with the supplier countries,
the countries that have the product to sell, and in fact stick with that,
because-there is no prospect that they could move around in the mar-
ket as casually as a consumer might move around among filling sta-
tions, for instance.

Mr. ROBINSON. That is correct, there is a limitation on how much
they can move around. And second, they cannot afford to jeopardize
their source, looking at the long term.

Representative BROWN of Ohio. So, if they suddenly walked away
from the Venezuelans, for instance, to the Saudis, the Venezuelans
would find another purchaser for their product.

Mr. ROBINSON. Venezuela would be hard pressed because of the geo-
graphical situation and the dependence on the U.S. market, it would
create problems. But they are making their own decision to cut back
production to preserve their finite reserves of oil, so, within a certain
limit they are prepared to have a reduction in their export volume.

Representative BROWN of Ohio. The Venezuelans in comparison to
the Saudis, or anybody, any producing country in comparison with
the Saudis are potentially small producers, are they not?

Mr. ROBINSON. Yes.
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Representative BRowN of Ohio. They have a relatively small share
of total reserves, that is, proven reserves over what the Saudis have
in proven reserves; is that correct?

Mr. ROBINSON. That is correct. As we look at the possibility of shift-
ing from one source to another, we cannot overlook the threat of po-
litical confrontation which could create some very serious problems in
our relations with those countries. So, in terms of our national inter-
est, there are limitations on what we can do in this area.

Representative BROWN of Ohio. One of the things that has been sug-
gested is that we ought to have national purchasing, that the United
States ought to purchase in the world market, the Government ought
to purchase for the companies all of the oil that this government
would use.

What problems would flow from that? You just made reference to
international relationships. If we suddenly said to Venezuela, "Un-
less you are going to drop your price, we won't buy anything from
you." Do we have that kind of leverage at the Federal level, if we
purchased all out of some bureau here in Washington?

Mr. ROBINSON. Well, I think we could develop a leverage, I think
that is clear; but whether it would be wise to use that is an entirely
different question. I think we live in an interdependent world, and to
move unilaterally in that way would create some very serious problems.-
U.S. investments in Venezuela, for instance, would be in jeopardy; the
source of critical materials in other areas would be threatened.

Representative BROWN of Ohio. In other words, if we walked out on
the Venezuelans they could simply say, "We will nationalize every-
thing you have, investments in Venezuela, go jump into the lake."

Mr. ROBINSON. No one could predict with certainty how the emo-
tions would run, but certainly, that would be a very likely possibility.

Representative BROWN of Ohio. What could the Saudis do to us?
Mr. ROBINSON. Well, we are really dependent on the Saudis for an

increasing percentage of our oil imports. Iran does not have oil for
more than 15 or 20 years at the present levels. There are other countries
that are exploiting their oil at accelerated levels. The Saudis have a
dependable source for many, many years to come.

Representative BROWN of Ohio. Well, the British have just dis-
covered new oil and they are our relatives. Why don't we go to our rela-
tives? Why don't we just say "nuts" to the Saudis and get our oil from
the British?

Mr. ROBINSON. From the British?
Representative BROWN of Ohio. Yes; the new finds in the North Sea.
Mr. ROBINSON. No. 1, that is going to be quite expensive oil, and the

British probably will "out-OPEC" OPEC in terms of price. And
second, there will be a limited quantity of that oil available for export,
and will not be very significant in the world market.

Representative BROWN of Ohio. It would not meet our needs?
Mr. ROBINSON. Of course not.
Representative BROWN of Ohio. Well, then the problem becomes, I

guess, that even if the Federal Government took over the negotiations
for all the oil companies, we would be constrained in ways similar to
those which already constrain the oil companies.

Mr. ROBINSON. Probably more constrained because the oil companies,
our international oil companies, the U.S. oil companies are purchas-
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ing and shipping to all other markets, so they can exercise greater con-
trol than could the U.S. Government purchasing only for shipment to

this market. We would have less flexibility, we would be more con-

strained by political considerations. It seems to me it would greatly
limit our flexibility, doing the kind of thing you are suggesting.

Representative BROWN of Ohio. My time is up, Mr. Chairman, just
one final question. What would happen if the Saudis said, "We want to

sell to the United States for the same price we sell to the Japanese, or

Germans"?
Mr. RoBINSON. H-ligher, or lower?
Representative BliowN of Ohio. "You know, the United States has

been shopping around here and they are going from store to store,

shopping. So, when the United States comes around the next time we

are going to raise the price for them and drop the price for the Ger-
mans and Japanese."

Mr. ROBINSoN. Well, a more serious threat would be that they would
cut us back, and reduce their supply. It seems inconceivable to me

that they would quote a different price, at least that idea has never been
suggested; obviously, embargo has been employed, but for political
reasons.

It is a hypothetical question that I cannot answer. I suppose any-

thing could happen when you exercise that kind of control.
Representative BROWN of Ohio. There probably would be trouble

right here in the city.
Mr. ROBINSON. Yes.
Representative BROWN of Ohio. Thank you, Mr. Chairman.
Chairman KENNEDY. Are you aware if any of the European coun-

tries have been using the influence of their government in trying to get

reductions in price from any of the OPEC countries?
Mr. ROBINSON. The oil companies?
Chairman KENNEDY. Yes; in terms of the last, let's say in terms of

the last 3 or 4 months.
Mr. ROBINSON. I think all of the oil companies are competing, and

to the extent they can reduce the cost of their oil, they improve their
competitive positions.

Chairman KENNEDY. I am referring specifically to the efforts of the
British Government for BP and Shell, in terms of reduced costs.

Mr. ROBTNSON. They, again, are purchasing under the Iran consor-
tium ar-,vi-ement in which they have a margin of 22 cents per barrel
and tl-af is tie only economic consideration that is under negotiation.

-Chairrma,7 KENNEDY. Well, did they not achieve that in the period
of the la-t ° (or 4 months?

Mi. RnBT-TSON. They induced Iran to increase the differential be-
tween 1- -', ard heavy crude by 9.5 cents.

Chairman KENNEDY. As I understand it from those negotiatiorns,
there w- r Ronaintervention by the British Governimlenit in those ne-
gotiations! which did have a response, a reaction of 10 to 12 cents a
barrel:

Mr. Well, the revision of the differential Ihetwnen light

and 1 .11 .4 - b all -r n4 rjil ror-n- pur-
chaser- 71ritish Government .r1usecd to interve-" i'l n-otia-
tionIs .. " - I. rage
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them to do, on the basis that BP was a private company and therefore
the Iranians would have to deal with it as a private company, even
though the British Government controls a very large portion of the
stock. But in spite of Iran's pressure on the British Government, the
British, as far as I know, did not become involved in that effort.

Chairman KENNEDY. The United Kingdom controls 76 percent of
BP.

Mr. ROBINSON. That's too high. They still said, "This is a private
company, Iran, you must deal with them."

Chairman KENNEDY. Why don't the Europeans look at it the way
we do, the French and the British, why don't they show the same kind
of laissez faire attitude we do; why are they so intimately involved
in hard negotiations that in recent times have resulted in favorable
negotiations? I am talking about the 10 to 12 cents, obviously not
about breaking OPEC. But obviously they have recognized the range
of the limitations, but have some impact.

Mr. ROBINSON. I think our companies have just as much impact.
We all benefited by the same differential. It was published and applied
to all sales of heavy crude.

Chairman KENNEDY. Yes; but the record shows that BP and Shell
took the lead on it. It was not the U.S. Government, it was the British
Government that took the lead on it.

Mr. ROBINSON. Well, the information that I had is different and I
was personally involved in terms 6f the Iranian Government's at-
tempt to pressure our companies to take more oil. We made it very
clear that without an increase in the differential between light and
heavy crude our companies could not purchase additional crude. The
result of that pressure, combined with what undoubtedly came from
Great Britain, was the change in the differential. 1. do not believe
it would be fair to say that the British Government played a more
important role than we did in that.

Chairman KENNEDY. The point that I think- I was attempting to
make earlier is that there are significant differences in terms of in-
terests of many of these OPEC countries, different interests that they
have; different capital structures; different needs withinitheir coun-
tries in terms of formation and terms of progress within their
countries. . -

It is of real concern to me why we are not maximizing the areas
of difference, and trying to take full advantage of them in the interest
of the American consumer. If we start off from the point of view that
we can't do anything about Algeria, for example, because Saudi Ara-
bia will respond in such and such a way, I mean, yol arfTe 'ally in-
dicating that as fari as the administration is concerned tleov will do
what they have to in terms of the overall price; nid thai :--. are not
really prepared to intervene in any significant or iinD'>vr!,n vs.

We rrav be very, limited in what can be done. hbit I . con-
vinced to date that we have made very much of an efarnt ),."i li ,1ipted
to do v e, v much. I may be wrong about that, hut T L. - am.

I thin w'-eeher it is a formalized lknOh- -' Fir-1 rr en
suggestc' ;n the Krueger report. or whe,!leu it ' C' 2 i- ther
kinds C G--vernmental interventioni. h!at q. ' ' : n ce
and a-.,, and power. in wav a-
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tional interest, I believe we should at least try to insure greater pro-
tection for the American consumer. This is something which I, quite
frankly, would like to see more of. At least we should try to develop
greater incentives toward this end.

Air. ROBINSON. I don't disagree with you on that. I would like to
point out one area in which we are trying to move, which I think holds
great promise. A number of oil companies have had exploratory pre-
liminary drillings, or geological reconnaissance in various parts of
the world, and they have told me, a number of them-and that is
substantiated by evidence-in Latin America, Africa, and South East
Asia there are very large potentials for additional oil and gas that
can be developed very rapidly. The oil companies are prepared to
move in and explore, and carry forward a development program if
they had assurance as to the basis on which they were going to be
able to extract and export that oil and gas if and when it was
developed.

Recognizing this problem, I believe that perhaps one of the most
significant-things we can do to shift the supply-and-demand balance.
diversify sources, and encourage the companies to go in and develop
these oil and gas resources, would be to provide a multilateral insur-
ance scheme of some kind. We could provide them with the support
that they need to take on the technical and commercial risks that they
are prepared to assume.

This is really the basis on which we proposed the formation of
the International Resources Bank at Nairobi during the last month.
We think that this type of multilateral institution, operating lunder
the aegis of the World Bank, assuming the political risk, could bring
about a change in the positions of our oil companies and other re-
source development companies, and would bring about a significant
change in the pressure on the supply-and-demand balance that will
influence future prices.

So, this is an area in which I think we can move and should move
aggressively in the search of solutions. But I don't disagree with you
that we must find ways to assure that the decisions of our oil com-
panies and their operations are being conducted in a way that is in
harmony with our national interest.

Chairman KENNEDY. Of course, the oil companies themselves, some
of the major ones, have been rather cool toward that idea.

Mr. ROBINSON. Exxon expressed some concern about the proposed
Bank but most of the oil companies that have talked to me have in-
dicated that without this kind of a solution there is no way they
could move.

Chairman KENNEDY. I have just two more questions. The first one
relates to the preliminary discussions between some U.S. defense con-
tractors, General Dynamics and Boeing, that are considering bartering
for Iranian crude with American military products. Can you tell us
where those negotiations are?

AIr. ROBINSON. They have not proceeded very far, and I don't know
if any of them will ever come to fruition. But Iran, in search of in-
cremental oil sales, and in need of additional cash generation, in order
to preserve the level of their purchasing of U.S. equipment approached
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these companies-the Iranians were the ones who took the initiative-
to see whether or not a barter arrangement could be developed.

We have not opposed that. We would not have been involved in it
but we will be watching it closely to insure the protection of our
national security interests.

Chairman KENNEDY. Is someone going to tell us-I am sure they are
going to tell us how that is going to benefit the American consumer.
Are we indeed going to be better off with bartering arrangements, or
not?

Mr. ROBINSON. The principle of the deal is to exchange oil for
equipment. What the specific terms are I don't know, and until we
know whether or not any such arrangement will be concluded, we are
really not in a position to comment on it.

Chairman KENNEDY. Just one final question. You indicated you met
with the companies themselves in terms of t1-e negotiations. Have you
met with any consumer groups to find out what their views of the
negotiations are?

Mr. ROBINSON. I have not met with any consumer group, but we are
clearly concerned with consumer interests in the State Department,
and we insure that every decision we make in the State Department
is based on consumer impact studies.

Chairman KENNEDY. It might be useful to get some kind of direct
input, or comments from consumers. There are some good ones around.
We don't have to accept their conclusions on any particular issue,
but it seems to me they have served the public interest in a number of
very important areas exceedingly well, and perhaps they will have some
ideas.

Mr. ROBINSON. I think that is a helpful suggestion, and we wel-
come it.

Chairman KENNEDY. I want to thank you. I want the record to
indicate that I had a chance to meet with the Deputy Secretary in
Saudi Arabia. That was my first chance, very briefly, out there. I know
the high regard in which you are held in those countries I traveled in.
I know that yours is a complex and tough assignment.

I want to thank you for your comments here this morning. Your re-
sponses have been forthcoming and helpful to us in trying to under-
stand this complex problem. We may not agree on every issue but your
testimony has been candid and straightforward. That, in itself, is an
accomplishment. We appreciate very much your willingness to share
your views with us ths morning, and we look forward to working with
you in the future.

Mr. ROBINSON. Thank you very much, Mr. Chairman.
Chairman KENNFDY. The hearing record will be left open for any

member wishing to pose additional written questions of the witnesses.
They will be placed in the hearing record at this point.

[Thie following questions and answers were subsequently supplied
for the record:]

RESPONSE OF HON. EDWARD 0. VETTER, ACTING SECRETARY OF COMMERCE, TO
ADDITIONAL WRITTEN QUESTIONS POSED BY CHAIRMAN KENNEDY

Qucstion 1(a). We understand that a surplus of up to 600,000 barrels of oil
per day may develop on the West Coast as a result of bringing both Naval Petro-
leuni Reserve Nos. I and 2 and the Alaskan North Slope fields on to production.

80-939 0 - 77 - 17
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The Japanese Minister of International Trade and Industry recently asked you
to permit early exports of Alaskan crude to Japan. Of course, this would be
highly controversial. The implication to OPEC exporting countries is that:

(1) The United States is shutting in domestic petroleum while continuing
to import oil from OPEC; or in the alternative

(2) The United States is exporting oil while continuing to import OPEC
oil.

In either case an embarrassing situation is developing wherein the U.S. is not
utilizing all its energy potential for domestic purposes. The result of such situ-
ation(s) can have enormous implications when OPEC members convene at some
future date to consider price increases.

As a consequence:
What are the foreign policy implications of this Alaskan situation?
Answer 1(a). It is the Administration's policy to foster crude oil production

from the Alaskan North Slope and the Naval Petroleum Reserves as an essential
part of the drive to reduce our vulnerability to the actions of foreign producers.
One of the immediate consequences of opening up these new domestic supply
sources may be a temporary surplus of crude oil on the West Coast because of
the post-1973 economic slowdown, the Arab oil embargo, subsequent higher
prices, conservation, and delays in adapting the transportation system. We
recognize this possibility and are studying its likelihood as well as its potential
dimensions and duration, and the ways in which it could be handled with the
least possible disruption of both oil production and established distribution and
marketing patterns.

During a 1976 visit to Tokyo, the possible international availability of Alaskan
crude was discussed with Minister Komnoto. At that time I stated that I could
not immediately comment on the matter, although some kind of oil replacement
arrangement might .be considered. However, even if such an arrangement could
not be worked out because of legal restrictions (imposed by export control pro-
grams currently in force under EPCA and other legislation), no change in our
traditionally close and cooperative relations with Japan would be anticipated.
This is particularly true since no Japanese oil supply problems are envisioned
during the period when a surplus may exist on the West Coast.

Question 1(b). What is the U.S. Government doing to facilitate the oil com-
panies' request to pipeline this Alaskan crude to the 3Mid-West?

(1). We understand that it will take at least one year from now for the
Sohio Oil Company to secure approval from the FPC for pipeline rights to
move Alaskan oil from the West Coast to the Mid-West. What is the Energy
Resources Council doing to expedite and coordinate this FPC approval?

Answer 1(b). We should like to note that FPC, an independent regulatory
agency, does not regulate the transport of oil via pipeline. What is before FPC
is an application by El Paso to abandon about 670 miles of natural gas pipeline
froam the California/Arizona border to Midland, Texas. This application must be
granted before Sohio can proceed to secure the necessary permits from the
Interstate Commerce Commission to lease and convert the El Paso gas pipeline to
transport the crude oil. At that time, construction of storage tanks, port facilities
and the new segments linking the existing pipeline with a marine terminal on the
West Coast can begin provided that the State of California, the Corps of Engi-
neers and the Department of Interior have issued all necessary permits. The
Environmental Impact Statement associated with the proposed Federal actions
is scheduled for completion in March/April 1977, and decisions could be made
30 to 60 days thereafter. FEA has intervened in the abandonment proceedings to
request expeditious handling of the matter. Hearings began in early July and
have reached the point at which adversary testimony will be heard beginning
October 20. A draft of the proceedings is expected to be published for comment
about November 15. Subsequent reviews and hearings will probably be concluded
by the end of February 1977. The ERC is following the situation closely.

Question 1(c) (1). What are the FEA and ERC doing about this total Alaskan
oil situation? In your answer discuss:

(1) We understand that "oil swaps" are now being considered as a means
of avoiding the direct export sale of Alaskan oil. Explain in detail how ERC
intends to monitor these "swaps" so as to comply with the spirit of the law
not to export Alaskan oil for sale.

Answer 1(c) (1). At the time the Trans-Alaskan Pipeline Authorization Act
was being debated, it was believed that all of the North Slope oil would be con-
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sumed on the West Coast. Declining production in California and a continued
growth in petroleum consumption at its historical rate of 4 percent per year
would have resulted in the full utilization of Alaskan oil in Petroleum Admin-
istration for Defense District (PADD) V, which comprises Alaska, Hawaii,
Washington, Oregon, California, Nevada, and Arizona.

Due to a combination of events which have occurred since 1973, this assump-
tion no longer appears to be valid. The economic slowdown, the Arab oil em-
bargo, subsequent higher petroleum prices, and positive conservation measures
resulted in a decline in oil consumption of over 6 percent in 1974 and 1975. In
addition, the Congress recently authorized full production from Naval Petroleum
Reserve No. 1 (NPR-1) at Elk Hills, which will make available 200,000 B/D
of crude oil to PADD V within 6 months and an additional 100,000 B/D when
fully developed.

As a result of these changing events, ERC directed PEA to lead an inter-
agency effort to assess how these changes would affect the transportation and
distribution of Alaskan oil. This effort is in compliance with Public Law 98-153.
which authorized TAPS construction. Public Law 93-153 states that "The Presi-
dent shall use any authority he may have to insure an equitable allocation of
available North Slope and other crude oil resources and petroleum products
among all regions and all of the several States."

The ERC effort involves participation by the Environmental Protection
Agency (EPA), the Department of Transportation (DOT), the Department of
the Interior (DOI), and the Department of Commerce (DOC). In addition,
regular meetings have been held with representatives from the PADD V States
to review preliminary materials and to exchange information.

The major objectives of the study are:
To analyze the current and future supply and demand situation in PADD

V, and
To evaluate transportation alternatives for the disposition of North

Slope oil. The evaluation of alternatives will consider economic and environ-
mental factors, timing, regional considerations, international consequences,
and problems associated with implementation.

The ERC study effort has resulted in an initial rough draft which is under
review by the affected states. The draft does not contain recommendations with
respect to particular courses of action in its present form. Instead it reviews
the technical, economic and instittuional considerations pertaining to the avail-
able alternatives for distribution of Alaskan crude oil, including those associated
with various types of possible exchange arrangements. After state and agency
comment have been rceived, PEA will prepare an options paper for considera-
tion by the ERC. If, at that stage, temporary international exchanges are among
the options to be considered, the ERC will have to determine whether an adequate
basis exists for beginning work on a Presidential finding with regard to the
feasibility and desirability of such temporary exchanges. You may rest assured
that any arrangements to be approved by the ERC will take full account of the
intent of the statutes presently in force with respect to the disposition of Alaskan
crude oil.

Question 1 (o) (2). Give us a review of the current progress being made on the
government's study for the approval of Alaskan gas production for transport
and marketing.

Answer 1(c) (2). There are three competing proposals for transport of natural
gas under study by FPC. They are:

The El Paso project which involves a gas pipeline paralleling the oil pipe-
line now under construction. Under this proposal, the natural gas would be
liquefied on the south coast of Alaska and transported to the contiguous
48 states by LNG carrier.

The Arctic gas project which would move both Alaska North Slope natural
gas and gas from Canada's MacKenzie Delta across Canada to Midwest
and Eastern markets through the same pipeline.

The Alcan proposal for a natural gas pipeline which would follow the oil
pipeline now under construction to the point at which it intersects the Alcan
highway and proceed through Canada along the Alcan highway to lower 48
markets. This proposal, in contrast to the Arctic gas project, does not con-
template transport of Canadian gas.

A bill cited as the "Alaskan Natural Gas Transportation Act of 1976" (S.
3521) has recently been enacted. Among its provisions, the bill contains a deci-
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sionmaking schedule which would require selection of one of these three routes
by the end of 1977.

Question 1(c) (3). What is the need to explore and develop Naval Petroleum
Reserve No. 4 on the Alaskan North Slope at this time? Would it not be more eco-
nomically prudent to wait until private oil companies drill more exploratory
wells in closer proximity to NPR-4?

Answer 1(c) (3). The size of Naval Petroleum Reserve No. 4 (NPR-4) is many
times that of the Prudhoe Bay area and little information on NPR-4's oil and
gas potential can therefore be obtained by more extensive Prudhoe Bay drilling.
While development of NPR-4 is many years off and must be considered in the
context of adaptation of our distribution system to changes in the location of
domestic production, we need to know the full extent of our petroleum reserves
for purposes of planning and public policy. The recently enacted Naval Petroleum
Reserves Production Act (NPRPA) mandates Government exploration of NRP-4,
but authorizes no development or production of petroleum discoveries. NPRPA
(Section 105) further mandates a Federal agency study, to be conducted in
consultation with representatives of the State of Alaska, to determine the best
overall procedures to be used in the development, production, transportation and
distribution of petroleum resources which may be found in NPR-4. The study
will also address the economic and environmental consequences of the alternative
procedures which will receive consideration. Semiannual reports on the imple-
mentation of NPRPA's Section 105 are required to be submitted to the Commit-
tees on Interior and Insular Affairs of the Senate and the House of Representa-
tives until the transfer of jurisdiction over NPR-4 to the Department of the
Interior in June 1977. Annual reports are required thereafter until the study's
completion by the end of 1979.

Question 2. As there are in excess of 1.0 billion barrels of oil (B/G) reserve in
Naval Petroleum Reserve Nos. 1 and 3 and these reservoirs are expected to be
producing between 200,000 and 300,000 barrels of oil per day (BOPD) in early
1978 (which also happens to be when the salt domes would be ready for "strategic
storage"), would it not be prudent and practical to use these Naval Petroleum
Reserves as "strategic storage?"

Answer 2. Naval Petroleum Reserve No. 3 in Wyoming is estimated to be
capable of yielding only 12,000 barrels a day (B/D) after five years' development
and must therefore be regarded as quantitatively insignificant in the context of
the needs of the strategic storage program.

Naval Petroleum Reserve No. 1 (Elk Hills, California) contains a heavy
proportion of low gravity oil with high sulphur content. Judging by the distribu-
tion of bloc offerings during the Navy Department's auction of one-year Elk Hills
delivery contracts earlier this year, about one-third of the anticipated Septem-
ber 1976 production of about 105,000 B/D will be 20-25 degree API crude oil, a
highly viscous crude which yields a comparatively low proportion of light petro-
leum products and which is poorly suited as input to Gulf and Eastern refineries
except in cases in which it can be blended with large amounts of high gravity oil.
Newer import-based refineries in tihs country have typically been set up to process
crudes in the 30-40 degree API range, with 34 degree API Arabian Light being
the bench mark crude. This segment of the Elk Hills production is therefore
not suitable for strategic storage because its use in an emergency would depend
on the availability of substantial amounts of light crude for blending. A substan-
tial portion of these light crudes normally come from the Persian Gulf and can
therefore be expected to be in immediate short supply in an embargo situation.
It would therefore be counterproductive to channel low gravity Elk Hills crude
into storage, as costly and time-consuming downstream conversions and addi-
tions would he likely to be necessary before it could be processed in the Gulf
Coast refineries.

As for the remainder of Elk Hills production, quantities which would make a
significant contribution to the strategic storage program would not be available
before early 1980. Elk Hills now has a capacity of 160,000 B/D. The development
work required to bring on an overall production increase of 140,000 B/D, for a
total of 300,000 B/D, will take about 3 years counting from the beginning of
1977. Prior to 1980. transportation capacity would also be a problem. While pipe-
line capacity capable of carrying 350,000 B/D from the Elk Hills fields is required
by legislation to be in place by late 1979, pipeline capacity at this time is less

than 50,000 B/D.
Based on these considerations, It has been considered prudent to emphasize

acquisition of high gravity crudes of domestic origin other than Elk Hills and im-
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ported crudes from Nigeria and the Persian Gulf for the strategic storage pro-

gram. The present emphasis does not of course preclude consideration of the use

of some of the lighter Elk Hills crudes on an exchange basis at a later stage

in the storage program.
Question 3. Are there any conflicts between U.S. domestic oil taxation policy

and foreign policy objectives of increasing oil supplies from non-OPEC sources?

In your analysis, note any change in foreign oil investment since the removal

of the foreign tax credit and percentage depletion in:

(a) Non-OPEC foreign sources;
(b) U.S. domestic;
(c) OPEC countries.

Answer 3. Oil tax policies have changed twice in the past two years. These

changes are reflected in the Tax Reduction Act of 1975 and the Tax Reform Act

of 1976.
The Tax Reduction Act of 1975 resulted in a major reduction in depletion

benefits. In general, its passage reduced incentives to invest in domestic oil and

gas exploration and development. Since percentage depletion had no effect on

foreign investments, due to the operation of the foreign tax credits, the over-

all net effect of this change was to make domestic investment in oil and gas

comparatively less attractive. The obvious reduction in cash flow which resulted

from the loss of depletion (without corresponding increases in prices) will lead

to less domestic investment in oil and gas than would have been the case in the

absence of the statute and it will thus ultimately result in increased demand for

oil imports. This, in turn, will tend to enhance the attractiveness of investments

abroad, both in OPEC countries and elsewhere.
Provisions with respect to intangible drilling costs have, on the other hand, had

the opposite effect. Prior to 1975, the tax treatment of intangible drilling costs for

both foreign and domestic operations was virtually identical. The provisions of

the 1975 legislation, by eliminating deduction of intangible drilling costs with

respect to foreign operations, in effect, reduced the relative advantage of foreign

oil investments by American companies. This lessening of the attractiveness of

foreign oil investment also applied equally to both OPEC and other countries.

In addition, prior to the 1975i legislation, excess foreign tax credits could be

used by U.S. companies to shelter U.S. investments in shipping, i.e., tanker

operations. This may have been considered as ani incentive to foreign oil invest-

inent at that time. The 1975 and 1976 Acts eliminated the possibility of generating

excess foreign tax credits in oil production.
The 1976 law had several provisions which went beyond the 1975 changes. If

all other factors are held constant, these provisions may further tend to reduce

the attractiveness of oil and gas investments in foreign areas. Mainly, the 1976

changes relate to the treatment of intangible drilling costs.

Comparing the measures of the Tax Reduction Act of 1975 and the Tax Re-

form Act of 1976, we conclude that on balance the disincentives to domestic ex-

ploration and development have been more significant than those in the Acts

applying to foreign investment in oil and gas. This is a purely qualitative judg-

nient. however, as there has been insufficient time for data series to be defined

and established with respect to the new tax provisions' impact on investment.

In the context of estimating the impact of recent tax changes on investment in

oil and gas in the U.S. and abroad, we should like to emphasize that it is ex-

tremely difficult to separate tax-related changes from those resulting from

changes ill noli-tax policies. Among the latter, we would consider that domestic

price controls and uncertainties with respect to potential nationalization and

contract changes by host governments abroad have been quantitatively the most

significant. Again, we do not have a precise fix on the quantitative importance

of the relatively more stable domestic economic environment. although we sus-

pect that such considerations loom large in U.S. internal oil company investment
decisions.

With regard to the distribution of oil and gas investment between OPEC and

non-OPEC nations, we note that U.S. tax laws apply equally to investment in all
foreign nations.

Question 4. Wlllt is the U.S. Government doing to increase United States ex-

ports to OPEC countries?
Answer 4. U.S. Government efforts to increase U.S. exports to the member coUmi-

tries Of OPEC are concentrated in the U.S. Department Of Commerce (USD00),
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Bureau of International Commerce (BIC), although other agencies are involved
indirectly. The responsibility for eight of the thirteen members (Saudi Arabia,
Iran, Iraq, Kuwait, United Arab Emirates, Qatar, Algeria and Libya resides
with BIC's Commerce Action Group for the Near East (CAGNE) while BIC's
Office of International Marketing (OIM) is responsible for the remaining five
members (Indonesia, Nigeria, Venezuela, Ecuador, and Gabon).

In addition to intensified application of standard USDOC export promotion
programs such as Trade Center Shows, Trade Fairs, Trade Missions, Technical
Sales Seminars, Catalog Shows, In-Store Promotions, and the Foreign Buyers
Program used to expand the U.S. commercial presence abroad, USDOC has ap-
plied its export expansion expertise in the following manner:

CAGNE

Was organized in order to focus USDOC resources on expanding trade
with the Near East and North African markets;

Participates in seminars throughout the United States to familiarize the
U.S. business community with the opportunities for increased sales and the
methods to exploit them;

Has initiated a Country Market Sectoral Survey for Iran, second largest
oil producer in OPEC, that will be the first comprehensive market research
study ever undertaken in Iran. After distribution to the U.S. business com-
munity, it will be an invaluable asset to export expansion;

Maintains a Business Facilitation Staff in order to assure an increasingly
active role for U.S. architectural, engineering, and construction firms in
booming construction projects in the Near East;

Supplies economic and commercial information unavailable elsewhere, yet
necessary to the U.S. business community for market penetration; and

Staffs an active USDOC role, in conjunction with the Departments of
Treasury and State, in Joint Economic Commissions that have been estab-
lished with Iran and Saudi Arabia. The commercial focus of these commis-
sions is oriented toward increasing U.S. exports of goods and services.

OIm

Has produced and distributed a Country Market Sectoral Survey for
Nigeria providing necessary research material to the U.S. business com-
munity where little or none existed before;

Has initiated a "Sell in Venezuela" campaign which will include distri-
bution of the recently published Country Market Sectoral Survey for Ven-
ezuela and a series of "Marketing in Venezuela" seminars;

Has stationed a four-man commercial task force in Venezuela to assist
the U.S. business community in its efforts to increase export sales in
Venezuela ;

Participates in a continuing series of bilateral dialogues with Indonesia
in order to strengthen the U.S.-Indonesia economic and commercial relation-
ship; and

Has stationed a USDOC representative in Indonesia to supervise a local
firm gathering material for a Country Market Sectoral Survey for that
country.

Question 5. Please explain the Energy Resources Council policy towards the
importation of Liquefied Natural Gas (LNG). In your analysis please discuss:

(a) Pricing.
(b) Availability of supply from:

(1) Non-OPEC sources.
(2) OPEC sources.

(c) U.S. ability to handle these imports.
(d) Advance payments by U.S. companies to develop these foreign sources

and Federal tax treatment of these advance payments.
(e) The FPC procedure and policy for granting LNG import permits.
(f) The amount of LNG available for imports. How much LNG will be

needed by 1985?
(g) The advantages or disadvantages of increasing LNG imports relative

to oil.
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Answer 5(a)-5(g). On February 22, 1976, the President directed the Energy

Resources Council to develop a new national policy regarding imported lique-

fied natural gas (LNG). An ERC Task Force was established to address the
major policy issues relating to the importation of LNG: the role of LNG imports

in supplementing U.S. domestic gas supply in the decade ahead; the national

security and economic implications of proposed and pending LNG import proj-

ects, particularly the implications of dominance by one or a limited number

of countries as LNG suppliers to the U.S.; potential regional dependencies in

the U.S. on imported LNG; the pricing of LNG imports; the role of MarAd and

EximBank financial assistance in LNG tanker construction and infrastructure
development in exporting countries; and whether imported LNG should be lim-

ited to a specific target amount within a specific time frame.
In its policy review, the results of which were made public in August 1976,

ERC concluded that LNG imports were needed as a supplemental source of

natural gas, but also that the United States would be well advised to limit its

long-run dependence on all energy imports, including liquefied natural gas.
After consideration of a range of alternatives, ERC decided to recommend

to FPC that LNG imports from a single country be limited to 0.8-1.0 Tcf/yr, for

national security reasons. ERC further concluded that about 2 Tcf/yr. was au

acceptable national level of import dependency based on the specific country
limits set above.

The policy announced by ERC in August was designed to encourage diversifi-

cation of sources and to facilitate attainment of the national target level. The

target of 2 Tcf/yr. was not announced as a quota, but represented an acceptable

level of national dependency (about 10 percent of expected natural gas demand),

which could change depending upon domestic policy developments.
With respect to the specific issues raised in the question cited above, the fol-

lowing is submitted:
(a) Pricing.-In its policy review, the ERC concluded that rolled-in pric-

ing for existing high priority customers and incremental pricing for lower
priority or new users are desirable where administratively feasible. This

policy statement is intended as a recommendation for FPC and state and

local authorities. ERC will continue to review the pricing issue in the con-
text of all natural gas supplemental fuels.

New natural gas supplies have traditionally been priced on a "rolled-in"
or averaged basis to the consumer. An alternative approach would be to
price the supplies to the consumer on a marginal or "incremental" basis,
in order to present the consumer with the full economic cost of each new
supply source.

Preliminary analysis shows that the method of pricing could affect the

size of the LNG import market, and would affect the sectoral composition
of demand. It is clear that LNG imports needed for existing high priority
residential and commercial customers cannot realistically be priced on an
incremental basis at the retail level. Such a pricing treatment might not be

administratively feasible, and social inequities would inevitably appear to
result from an attempt to draw distinctions, such as forcing some existing
residential customers to pay for LNG at a multiple of the price of domestic
gas which would have to be paid by other residential customers.

ERC believes that expensive, relatively insecure LNG imports probably
should not be made available at rolled-in prices to lower priority domestic
users, or in support of new growth. Rolling-in prices mask to the users the

full economic and security costs of the resource, and provide disincentives
to domestic supply development.

There remain several complex issues dealing with intermediate categories
of users, provisions for curtailment, and coordination with state and local
authorities. Incrementally priced gas would probably have to be kept free
from curtailment in order to have a viable market; yet, such a policy would
force gas to lower priority users and could result in inequities. Moreover,
unless incremental pricing was mandated all the way to the burner tip, which
means consistent policies at the state and local levels, its effectiveness as
a means to control import quantities could be largely offset.

(b) Availability of supply from:
(1) Non-OPEC sources-At present only a few countries have agreed

-to export LNG to the United States or are in some stage of negotiation
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for possible LNG ventures. Although a number of non-OPEC countries
have been approached, only one, the USSR has given serious considera-
tion to an LNG venture with the United States. The maximum amount
of LNG being discussed with the USSR for shipment to the United
States is about 1.1 Tcf/yr.

(2) OPEC sources-All other sources presently in various stages of
approval or negotiation are members of OPEC. These sources and the
maximum quantities currently under consideration are:

Tef /Vr.
Algeria ------------------------------------------------- 1.0
Nigeria ------------------------------------------------- 0.6
Iran ---------------------------------------------------- 0.8
Indonesia ----------------------------------------------- 0.2

Total -_______ 2.6

(0.4 Tcf/yr. already approved by FPC.)

(c) U.S. ability to handle these imports-United States approval of any
LNG projects are contingent on the construction and operation of appropriate
facilities both in the United States and the importing countries, and on the
demonstration that a market will exist for the LNG. Although some con-
cerns have been raised regarding the siting of facilities and the safety
aspects of LNG transportation and handling (issues which ERC is investi-
gating further), there does not appear to be any technical or economic
reason why the United States should not be able to either physically or
economically handle the LNG imports providing current regulations or
new regulations are complied with.

(d) Advance payments by U.S. companies to develop these foreign sources
and Federal tawes treatment of these advance payments.

We have no knowledge of U.S. companies making such payments to for-
eign sources.

(e) The FPC procedure and policy for granting LNG import permits.
FPC has direct regulatory authority over all natural gas imports, includ-

ing LNG, whether or not the gas crosses state lines after it is imported.
This jurisdiction encompasses all facets of the operation other than safety,
including terminal facilities, associated pipelines, and all wholesale sales
of the gas. FPC certifies the quantity and price of the gas to be imported
and sold.

FPC, of course, plays the key role in the authorization of LNG projects.
It has the legal responsibility to approve, or not approve, a project. This
decision is based on submission of pertinent documentation to FPC and
public hearings in which all evidence, including environmental impact data,
is made available to the public.

We anticipate that FPC wvill follow the ERC policy guidelines in ap-
proving the LNG projects that come before it.

(f) The amount of LNG available for imports; How much LNG will bc
needed by 1985?

The amount of LNG available for imports now and in the future is con-
tingent oln two basic factors: the amount of natural gas worldwide avail-
able for LNG export and the availability of facilities to liquefy the gas. At
present there are only enough liquefaction facilities in operation or under
construction to liquefy. Tcf/yr. of natural gas. If many of the lion-U.S.
as well as U.S. LNG projects now being negotiated are actually built and
put into operation, liquefaction capacity could be from 2-4 Tcf/yr. in 1985.

The ultimate limit, however, is the availability of natural gas and the cost
of liquefying and transporting this gas to the consuming country. Although
many countries have sizable reserves of natural gas. the very high invest-
ment costs and these countries' desire to retain the gas for domestic use
has discouraged consideration of LNG exports.

(g) The advantages or disadvantages of increasing LNG imports relatii'
to oil.

ADVANTAGES

Natural gas is environmentally a superior fuel in relation to oil.
Almost 60 percent of all households are capable of utilizing natural gas

and in general are not readily able to utilize oil.
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There is a need for natural gas in this country and decreasing domestic
supplies of natural gas have resulted in shortages and curtailments. Sinef
projections indicate that this situation will persist for a number of years.
LNG as a supplementary supply will be needed.

There are very few spot markets for LNG; therefore, if there is an
economic or political embargo, the exporting country will be deprived of
revenue. Since oil has a spot market, the exporting country can seek out
these markets and continue receiving revenue.

The exporting country in general has a large capital investment in its
liquefaction facility. It is less likely to close down these facilities since
the capital investment would be idle.

DISADVANTAGES

A legitimate concern relating to the importation of LNG is the possibility
of supply interruption for political reasons (e.g., as in the Arab oil em-
bargo). It is not likely, however, that LNG imports will be more than
7-10 percent of total U.S. gas consumption in the time frame under con-
sideration (1985) and it is expected that sources of supply will be in-
creasingly diversified as new projects receive FPC approval.

An LNG embargo is easier to target than an oil embargo. Since the
LNG trade infrastructure is tailored to specific projects, the LNG importer
has no alternative sources of supply and must therefore absorb the foregone
energy supply resulting from an embargo.

Large capital investments are required for a vaporization plant and for
LNG tankers.

The real cost of producing LNG is higher than the cost of natural gas
or of petroleum. This disadvantage does not include the possibility of in-
creased prices for gas and petroleum.

LNG requires special handling.

RESPONSE OF HoN. FRANK G. ZARB TO ADDITIONAL WRITTEN QUESTIONS POSED BY
SENATOR PERCY

Question 1. What is OPEC's attitude toward the development of renewable
energy sources?

Answer. On the basis of public statements by high-level representatives of
OPEC member countries and on the basis of OPEC member actions in the world's
investment makets, it is clear that OPEC recognizes that the fossil fuel reserves
of its member countries are not inexhaustible and thus cannot be counted on to
support industrialization, infrastructure development and overall economic di-
versification indefinitely. The realization that industrialization leads to higher
per capita energy use is pervasive, as is the notion that ultimately the present
exporters of fossil fuels wili find themselves in the same boat with the importers
with respect to the need to draw on other sources of energy for the mainte-
nance of their economic structure.

The sense of urgency with which individual member countries approach this
issue varies widely, of course, depending on the fossil fuel reserve position in
each individual case. Nonetheless, most OPEC member countries have shown
great interest in recent progress in advanced alternative energy technology-
including nuclear technology as well as other methods for extracting energy
from renewable sources such as the sun and continuous chemical processes.
We are now investigating in various forums whether this situation can lead
to some form of producer-consumer cooperation in the R&D field.

Question 2. Prospects for the development of solar energy in many lesser
developed countries are often excellent because of the abundant sunshine. If
solar energy were exploited it would decrease pressure toward nuclear pro-
liferation. Thus, it would appear desirable for the U.S. to encourage and assist
solar energy development to poor countries. Are we doing enough to help less
developed countries exploit solar energy?

Answer. Solar energy systems for heating and cooling are approaching com-
mnercialization although initial outlays and the need for supplemental backup
systems result in high capital costs for such solar energy systems. Moreover.
heating and cooling represent only a small part of the developing countries'
uses of energy. Far more important are their uses of electrical energy for an-
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riculture, transportation and industry. Unfortunately, generation of electricity
from solar energy is still many years from commercialization. Thus, solar energy
is not a realistic alternative to nuclear and other conventional sources of electric
power through the rest of this century.

We are considering ways of expanding assistance to the developing countries
in the energy field, including solar energy. The International Energy Institute
proposed by Secretary Kissinger at the Seventh Special Session of the General
Assembly of the United Nations could be a vehicle for this purpose. U.S. as-
sistance in solar energy must, of course, be responsive to the developing coun-
tries' own desires and specific needs for any such assistance and must be attuned
to our ability to lend effective support.

Question 3. Given the potential importance of U.S. technology in helping to
solve the world's energy problem, what steps should the U.S. be taking to ensure
its technical expertise is used in an appropriate way?

Answer. In addition to transfers of technology, which take place through nor-
mal commercial exchange, including flow of Information under licensing agree-
ments, we have instituted bilateral and multilateral mechanisms for coordina-
tion or promotion of energy technology efforts for mutual benefit.

For example, in the field of nuclear energy technology, our agreements for
cooperation contain guarantees between cooperating nations and international
organizations, that safeguards required by the agreement will be maintained
and that no material or equipment provided by the United States under these
agreements will be used for nuclear explosives of any kind, and further, that no
such material or equipment would be transferred beyond the jurisdiction of the
cooperating state except as allowed for in the agreements. In each case, the safe-
guards are implemented under the auspices of the International Atomic Energy
Agency headquarters in Vienna. The U.S. holds such agreements with 29 countries
at present.

Non-nuclear weapon states which are members of the IAEA and signatories
to the treaty on the non-proliferation of nuclear weapons have committed them-
selves not to manufacture or otherwise acquire nuclear weapons. Treaty adher-
ents which are nuclear weapons parties agree not to transfer nuclear weapons
to any other country. Further, the treaty has a positive obligation for the pro-
motion of nuclear technology for peaceful purposes. In March, Secretary Kis-
singer, in testifying before the Senate Government Operations Committee, out-
lined the U.S. policy for consulting with other nuclear exporting countries in an
effort to devise a common set of standards concerning safeguards and other
controls associated with peaceful nuclear exports. As a result of these consul-
tations, the United States has decided to adopt, as a matter of national policy,
certain principles which will govern any further nuclear exports. We have been
informed that a number of other countries intend to do the same. These prin-
ciples include:

Provisions for the application of IAEA safeguards on exports of material,
equipment, and technology;

Prohibitions against using assistance for any nuclear explosions, including
those for "peaceful purposes ;"

Requirements for physical security measures on nuclear equipment and
materials;

Application of restraint In the transfer of sensitive technologies, such as enrich-
ment and reprocessing;

Encouragement of multinational regional facilities for reprocessing and en-
richment; and

Special conditions governing the use of retransfer of sensitive material, equip-
ment, and technology.

Within the International Energy Agency, we have agreed upon a long-term
multilateral energy technology program. In addition, information exchanges
with the NATO countries are conducted through the NATO Committee on the
Challenges of Modern Society. In the next few months, we plan to explore in the
Energy Commission of the Conference on International Economic Cooperation
the possibilities for greater international cooperation in energy technology
among oil producers, industrialized countries and the non-oil developing
countries.nad

Question 4. Should the U.S. adopt a policy of encouraging the exploration and
production of oil from non-OPEC LDC's?

Answer. We strongly favor continuation and expansion of the world-wide
search for oil and gas deposits. This is obviously to our benefit, as the develop-
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ment of new reserves in non-OPEC countries will tend to put pressure on the
existing cartel-imposed world price structure and contribute to the long term
supply of additional energy resources. In the context of non-OPEC LDC's, new
discoveries or extensions of existing fields would have the additional benefit of
reducing pressures on the world financial structure. Non-OPEC LDC's without
raw materials or semi-finished products for export have faced particularly
severe balance of payments problems which have intensified pressures for
international debt forgiveness, for rescheduling of international obligations, and
for a heavier proportion of international grant financing In the future.

The United States has proposed the establishment of an International Energy
Institute and an International Resource Bank; both of these proposals, which
are now under international discussion, would encourage energy resource develop-
ment in the non-OPEC LDC's. The IRB would stimulate capital flows into oil and
gas development within LDC's by providing a form of insurance against po-
litical risks which are discouraging such investment.

Question 5. Oil-importing developing countries need as much help in obtain-
ing an adequate food supply, yet there is no effort in sight in the energy field
that Is on a scale with international aid in the food field. Why is this?

Answer. Although both food and energy problems bear heavily on the develop-
ing countries as a group, the nature and causes of the food and energy supply
problems and the potential means and sources for short-term mitigation and long-
term solutions are different. In particular the position of the United States in
global production and supply of food uniquely qualifies us to provide effective
leadership to international food assistance efforts. As the largest consumer and
importer of oil, the United States is in a different position with respect to meet-
ing the problem which high oil prices Imposed by the OPEC have created for
oil-importing developing countries. The participants in the Conference on Inter-
national Economic Cooperation will explore appropriate possible assistance in the
energy field to these LDCs.

Question 6. How can we start developing a better cooperative international
approach so that not only will needless and costly duplication of research be
avoided, but also the potential of developing countries to make use of their un-
exploited oil, solar energy and other sources will cease to be neglected?

Answer. Key elements of our international energy policy are directed toward
greater cooperation by the importing countries in meeting the challenge of the
energy problem and assisting energy-deficient developing countries to find and
develop their domestic energy resources. We have made an impressive start with
the establishment of the International Energy Agency as a vehicle for close
cooperation in energy among 19 industrialized countries. The IEA has recently
adopted a comprehensive program of long-term energy cooperation through
joint efforts in conservation, accelerated production of alternative energy sources
and research and development programs. We next intend to translate these com-
mitinents into concrete measures and specific programs for rapid implementation.

We are also seeking constructive and mutually beneficial cooperation from the
oil producers in assisting the non-oil developing countries. In the Energy Com-
mission of the Conference on International Economic Cooperation (CIEC), we
will explore new initiatives and institutions.

For example, our proposed International Energy Institute would primarily
he designed to address the energy problems of the non-oil LDCs.

In addition we believe that our proposed International Resources Bank would
greatly improve the prospects of these countries in attracting the necessary for-
eign capital to exploit energy and other natural resources.

Question 7. OPEC has survived the current vast overcapacity and demand
drop. Will OPEC survive its next major test in 1978-79 when both the North
Slope oil from Alaska and the North Sea oil will be fully in production?

Answer. Assuming a continuation of global economic recovery and growth, in-
cremental North Slope and North Sea production will be absorbed by the re-
spective markets without causing global overcapacity and price pressures in
excess of those which obtained in the market for OPEC oil in 1974-75. Thus it is
reasonable to assume that since OPEC held together during that period with little
difficulty, it will also weather 1978-79.

Que-tion 8. Recently the Organization for Economic Cooperation and Develop-
ment (OECD) unveiled a code of conduct for multinational corporations and a
code of governmental responsibility to firms. Are the OECD proposals likely to
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help provide a climate in which multinational corporations can conduct their
affairs in an ethical manner?

Answer. Recent revelations in the press suggested the need for international
action in this area. The OECD acted positively to face the issue. The members
have held a number of meetings to work out the guidelines which, given their
broad international participation, have in themselves contributed significantly to
establishing a proper climate.

The guidelines themselves specifically provide that multinational enterprises:
Not render and they should not be solicited or expected to render any bribe or

other improper benefit, direct or indirect, to any public servant or holder of
public office;

Unless legally permissible, not make contributions to candidates for public
office or to political organizations; and

Abstain from any improper involvement in local political activities.
These guidelines should work to the advantage of all concerned not only by

the support they will provide for ethical courses of action but also by their
clarification of what is expected of both host countries and multinational cor-
porations. For the first time, these parties will know where they stand and will
be able to measure proposed activities against clear written standards.

Question 9. The Overseas Development Council, and more recently Mr. Jimmy
'Carter, have suggested that a World Energy Conference should be convened
modeled after the World Food Conference held in Rome in late 1974. Any com-
ments on this idea? If it's a good idea, what steps should we be taking now to
implement it?

Answer. Following the initial shocks of the embargo and massive price in-
creases of 1973-74 it became apparent to the Governments of leading oil con-
suming and producing countries that an international conference was needed to
avert confrontation and to attempt to define producer/consumer relationships. Our
proposal to convene such a conference to discuss the single subject of energy
was strongly and flatly opposed by the producers at the inconclusive preparatory
meeting in Paris in April 1975. We were able to launch the Conference on Inter-
national Economic Cooperation (CIEC) in December 1975 only after we had
agreed to expand the agenda of such a meeting to include raw materials, devel-
opllent and related financial issues. The CIEC dialogue is now moving from the
analytical to a more action-oriented phase. It should be possible to evaluate the
progress of the dialogue and the appropriateness and feasibility of subsequent
international meetings on energy when this phase of the dialogue is concluded at
the end of this year.Que8tion 10. The socialist countries in the world have traditionally been reluc-
tLnt to take part in internatiomial organizations. How important is their cooper-
ation in tackling the world energy problems, and what can be done to increase
their participation?Answer. The socialist countries as a group are neither major exporters nor
importers of the oil which moves in free world trade. Thus, inclusion of socialist
countries in the Conference on International Economic Cooperation was not
imperative and would not necessarily contribute to the prospects for a construc-
tive and pragmatic dialogue. Nonetheless, Socialist countries do participate in
UN-related activities, including the Economic Commission for Europe. As the
overall relationship with individual socialist countries permits, we have explored
bilaterally the possibilities for mutually beneficial cooperation in energy supply
and development. We have a coal research agreement with Poland and an agree-
ment with the USSR to facilitate cooperation in projects of energy research and
development.

RESPONSE OF RON. FRANK G. ZARB TO CERTAIN SUBCOMMITTEE MEMBERS' Ex-
PRESSED INTEREST IN THE ANALYSIS AND POLICY OPTIONS CONTAINED IN THEKKREEGE REPORT

FEDERAL ENERGY ADMINISTRATION,
Washington, D.C., October 4, 1976.

Hon. EDWARD M. KENNEDY,
U.S. Senate,
Washington, D.C.

DEAR SENATOR KENNEDY: I understand that after I left the June 8 Energy
Subcommittee hearings (on Multinational Oil Companies and OPEC; Implica-
tions for U... Policy) certain members of the Subconm ittee expressed interest
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in the analysis and policy options contained in the "Krueger Report." I am writ-
ing to provide you with my comments on the Krueger Report and on related
issues. I am sending an identical letter to Senator Javits.

The Report was prepared by the Los Angeles law firm of Nossaman, Waters,
Krueger, Marsh & Riordan under contract to the Federal Energy Administration.
The study effort extended through much of 1974 and the Report, formally titled
'An Evaluation of the Options of the U.S. Government in its Relationship to
U.S. Firms in International Petroleum Affairs," was published in January, 1975.
The issue under consideration was whether and how the U.S. Government pres-
ence in international oil activities might protect- or otherwise affect the U.S.
national and public interest. The Report contained no recommendations, but eval-
uated and discussed nine broad options for their impact upon the national
interest.

A. NATIONAL OPTIONS

1. Removal or modification of federally created incentives and disincentives to
international petroleum production.

2. Regulation of oil companies as public utilities.
3. Establishment of a national system to limit petroleum imports.
4. Regulation of all significant foreign supply arrangements.
5. Creation of a petroleum corporation, fully or partially owned by the Fed-

eral Government, to engage in international activities.

B. BILATERAL/MULTILATERAL OPTIONS

1. Coordination of international supply arrangements through an industry-
wide association of consumer country companies.

2. Bilateral arrangements between the United States and producer govern-
ments.

3. Establishment of an international organization to coordinate national
petroleum policy with other importing countries.

4. Establishment of multilateral negotiations between producing and consum-
ing countries.

The Krueger Report: (1) takes no position; and (2) cites the advantages
and disadvantages of each of the options listed. Some of the options have been
implemented by the Administration, while others have been overtaken by events.
In still other cases the Administration has made its own evaluation-sometimes
in connection with legislative proposals or pending legislation-and has made
its position clear. To further clarify our position on the Krueger options, the
following paragraphs discuss each option individually:

1. Removal or modification of Federally created incentives and disincentives.
The depletion allowance and foreign tax credit have already been changed by

legislation and by rulings. and of course the FEA is working to implement the
EoPCA legislation to return a greater degree of freedom to U.S. oil markets.

To date, Energy Action #1 decontrolled the price of residual oil, #2 restruc-
tured small refiner entitlements purchases, #3 decontrolled the price of diesel
fuel and home heating oil, #4 decontrolled other middle distillates, and #5, de-
controlled naphthas, gas oils and other products. Energy Actions #6 and 7, con-
cerning price and allocation controls on naphtha jet fuels, are now pending in the
Congress.

Other parts of the President's energy program as defined in his 1975 State of
the Union Message are aimed at removing disincentives, restructuring incentives
and altering regulatory practices and procedures. The Administration's position
on natural gas deregeulation is a case in point, as is Title VII of the Adminis-
tration's omnibus energy proposal, the Utilities Act. In general we favor the
removal of disincentives, and modifications where necessary of the numerous
Federally created incentives, because we feel that the national interest is gen-
erally served better in a free market. Toward that end, in May of this year
the President called for a general overhaul of the Federal regulatory system to
reduce its inherent inefficiencies and the costs it forces on the consumer. He sent
a legislative proposal, "The Agenda for Government Reform Act," that laid out
an overall approach to regulatory reform, and established three Presidential Task
Forces (for FEA; Occupational Safety & Health; and Export Administration
regulations) to simplify and streamline government regulations.

2. Regulation of the oil companics as public utilities.
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This goes against the thrust of the Administration's position on regulation.Our experience after more than 20 years of regulation of interstate natural gasprices clearly demonstrates the undesirable results that can flow from such reg-ulation. Demand for natural gas in the interstate market has been artificially
stimulated by the same low prices that have served to constrain exploration andproduction. As a result our reserves have been shrinking. The oil industry isconsiderably more complex, since there are many different crudes (speaking interms of their gravity and content), some imported and some domestic. The com-plexity of the industry means that regulating it in its various components iseven more difficult than regulating the gas industry. And we feel that the publicwould be no better served. We want to reduce rather than expand, regulation,regulatory bureaucracy, and the problems they introduce into the market and forthe nation.

3. Establishment of a national system to limit petroleum imports.Again, this would increase regulations and regulatory activity and thus gen-erally be inimical to the public interest. More specifically, if such a system pro-vided for continuation of current import levels, or for reduced levels, then itcould be the equivalent of a self-imposed embargo. Further, as the resultantshortages worsened, increased controls would become inevitable-price controls,allocation programs and perhaps rationing. And at the same time, in the ab-sence of increased incentives. domestic production would continue to decline.
Given these considerations, perhaps the only way that import goals could beacceptable would be if they gave full recognition to our national economic goals aswell. And, naturally, any such goals would have to provide the flexibility for thenation to purchase oil to fill its mandated Strategic Petroleum Reserve.The Krueger Report discusses a less direct type of import-limiting device thatcould also serve to encourage domestic energy production, a tariff or import fee.The Administration did implement such a system and kept it in place during sev-eral months in the first half of 1975. However, as you will recall, there wasconsiderable opposition, and the tariffs were withdrawn. The fees, which wereput in place earlier and are much less per barrel, remain as does the authority toimpose such fees, which has been tested in the courts.
4. Increased monitoring and/or regulation of all significant foreign supply

arrangements.
According to Krueger, such an option could be implemented through (1) reviewof foreign supply arrangements through greater disclosure, or (2) control of sucharrangements through a power to review and approve contracts or negotiating

terms. The Report treats the pros and cons of each of the alternatives, and pointsout that the term "foreign supply arrangements" is itself a broad one that mightinclude not only "upstream" arrangements (U.S. company agreements with majorproducing countries concerning quantities of oil to be purchased) but also domes-tic investments by foreign governments or corporations in U.S. marketing,refining, or other "downstream" operations. In each of these categories, the U.S.Government now has greater powers than was the case when the Krueger Reportwas undertaken.
Prior to publication of the Krueger Report, the FEA was already collectingtransfer pricing data and other relevant information for regulatory purposes.The establishment of the International Energy Agency has resulted in an oilmarket data system by which each member nation's ability to monitor the inter-national oil market is enhanced. This IEA data system is now in place, andprovides one of the bases for the emergency sharing program that would beimplemented by the Agency in case of another embargo or other major inter-national supply disruption.
In addition, the Department of State and FEA monitor negotiations betweenproducer governments and U.S. companies that are potentially significant interms of U.S. national and international interests. Obviously a seemingly "inter-national" issue can impact upon our domestic energy situation and vice versa.Thus we have asked for and been given, briefings and updates on the progress ofthe Saudi Arabia/ARAMCO negotiations and others that are of potential interest

to the nation.
At this time we have no reason to believe that the Administration has insuf-ficient knowledge of the course of these negotiations. Moreover we believe thatwe can get more by asking if necessary. As a practical matter, producers andcompanies are fully aware of our interest in these matters. So long as the com-panies continue to cooperate voluntarily in meeting our need for essential in-formation, we do not perceive a need for legislation which attempts to define
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for all cases a formal procedure which in practice could become narrowly legal-
istic and perhaps of no incremental value in clarifying major issues of concern
to U.S. policymakers.

In the case of foreign direct investment in U.S. oil companies (as opposed
to the Saudi/ARAMCO "participation" or nationalization of assets), Section 26
of the FEA Act, and the Foreign Investment Study Act of 1974 apply. Pursuant
to the former, FEA submitted a Report to Congress in December, 1974, and has
continued to update its information. Under the latter Act, the Commerce and
Treasury Departments conducted comprehensive studies over the past year and
one-half on foreign direct and portfolio investment in the United States. The
Commerce and Treasury studies were completed this spring and have been sub-
mitted to the Congress. The Commerce report concludes, and the FEA agrees,
that no tighter controls are needed at this time, and it re-affirms this country's
open-door, non-discriminatory policy toward such investments.

Further, since the Krueger Report was issued, a Committee on Foreign In-
vestment in the United States has been established. Membership includes repre-
sentatives of State, Treasury, Defense and Commerce Departments, the Economic
Policy Board, and the Council on International Economic Policy. On energy-
related matters, FEA participates in an advisory capacity. The Committee is
charged with the responsibility of monitoring the general and national interest
impact of proposed direct investments by foreign entities in U.S. corporations.
A current case in point is the proposed purchase by the Government of Iran of
an equity interest in Occidental Petroleum Company. The FEA is participating
in that assessment.

I do not believe that the U.S. Government needs to have greater power legis-
lated at this time. We already have great power over the companies, as I dis-
cussed in my written and oral testimony at the June 8 hearings, and the poten-
tial for further legislation or legislative proposals is an additional power we
have to make our views known and our influence felt.

5. Creation of a petroleum corporation, fully or partially owned by thle Federal
Government.

The disadvantages of such a national institution are discussed at length in
the Krueger Report, and the Administration has made its opposition clear on the
Federal Oil & Gas Corporation (FOGCO) idea. Briefly, the reasons for our op-
position include:

Consumer protection is provided by existing U.S. laws and regulations.
The FOGCO would have legislated advantages over the companies it would

compete with and thus would not provide a true measure of industry performance.
Similar companies in other countries are generally less efficient than private

companies.
Subsidies, tax breaks and the costs of relative inefficiencies ultimately would

be borne by the U.S. citizen.
There would be a substantial loss of tax revenue to the U.S. Government even

if the same degree of efficiency were attained.
FOGCO decisions would be subjected to a greater degree of political pressure.
Technical expertise to set up and operate the FOGCO would have to come

from existing, private companies.
Much of the rationale for the creation of a FOGCO is fallacious.
Even the more limited idea of a central purchasing authority presents prob-

lems. The numerous and complex legal and legislative questions would probably
be overwhelming for any such enterprise. But even if they were not, the flex-
ibility (including, but not limited to logistical) of the corporation would be the
key to its success or failure. To operate efficiently, the corporation probably
would have to attempt to duplicate all the functions of an oil company with-
out having a company's resources for trading, switching, br exchanging crude
oils to fit domestic refiners' production slates, and with the likely added burden
of political considerations entering into every seemingly commercial transaction.

The politics of various arrangements, and the lack of ability to take crude from
one source and exchange it for crude from another source, each and collectively
would serve to lock the central purchasing authority into sole source purchasing,
and, possibly, into a position where it was unable to resell the crude it purchased.
(I am assuming in this discussion, that the corporation's function would not be
simply to fill the Strategic Reserve for which the Energy Policy and Conserva-
tion Act has provided the FEA with purchasing authority.)

As a national institution, rather than a commercial enterprise (and one of
several competing enterprises at that) the public corporation would be subject
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to numerous political pressures from both home and abroad. Such national in-
stitutions, where they have functioned in a monopoly role as an integral part
of the Government (P1EMEX or PE1RTfAMINA, for example) have not proven
notably effective.

Further, with a U.S. Government entity as a buyer, the flag preference laws
would require the use of U.S. tankers (if available) for as much as one-third
and possibly one-half of the crude shipments which could raise the price of
purchased crude oil by as much as 20 percent. Further, since there are not
enough U1.S. tanKers to ship all U.S. oil imports at present, we are faced with
still another problem. Either we build more of the more expensive (to build
and to operate) U.S. tankers, which takes years to do, or we must continue to
rely on a cheaper mixture of U.S. and foreign tankers. In either case, in the
short run we would have less than complete logistic security, while in the long
run we have the more direct tradeoff between permanently higher costs and
some degree of risk.

On the other hand, as a re-seller, a public corporation would have to operate
with safeguards to prevent windfalls from accruing to private buyers. An auc-
tion would be an equitable method for disposal of government purchases, but it
would have no effect on adequacy of supply or the price of the oil the corpora-
tion obtained from OPEC, which I assume, would be the primary reason for es-
tablishing a central purchasing agency.

The Krueger Report evaluation of this option states: Whether viewed eco-
nomically, functionally, or from the standpoint of the overall public interest,
there appears to be no convincing basis under today's conditions upon which to
recommend the creation or acquisition of a company of which the U.S. Govern-
ment would be the whole or partial owner to participate in international petrol-
eum transactions.

6. Coordination of international supply arrangements through an industry-
wide association of consumer country companies.

As is pointed out in the Krueger Report, 'U.S. antitrust laws pose a major
problem for industry cooperation of this type." In addition to the antitrust
problem, there is also the more widespread problem of general public mistrust.
There seems little likelihood that the attitude of mistrust or the laws concern-
ing antitrust could be changed enough to facilitate such cooperation in the near
future (except for emergencies, as has been done in Sections 251 and 252 of
the EPCA). Increasing inter-company coordination outside of emergency con-
ditions does not seem to be an idea whose time has come. This alternative is
discussed further in the answer to the second supplemental questions addressed
later in this letter.

7. Bilateral arrangemients between the United States and producer govern-
mnents.

This option has been exercised, to some extent by the EPCA provision grant-
ing authority to the President to buy foreign oil. That authority is specifically
linked to discounts, however, for import and resale, the feasibility of which is
not clear at this time. There are numerous other questions about the technical
purchase authority that are still undergoing evaluation. But overall, the terms of
such arrangements in the past (and in various places outside of the United
States) seem to he less advantageous to the consumer country than those made
by the companies. As Krueger points out, voluntary "special relationships" that
enhance the atmosphere of cooperation (such as potential arrangements for
closer ties to two of our largest suppliers, Saudi Arabia or Iran) may be more
beneficial than specific deals for exchange of goods and services.

8. Establishment of an international organization to coordinate national
petroleum policy with other importing eonntri-s.

This is an option that has been implemented through creation of the Inter-
national Energy Program (IEP) of the International Energy Agency (IEA).
The process had begun during the period the Krueger study was under way, and
it was in November, 1974 that the IEA formally came into being. During the
June 8 hearings, Deputy Secretary of State Robinson discussed the progress the
IEA has made to date in implementing the IEP. Briefly, the Agency has the
overall mission of bringing about cooperation and coordination in energy policies
among the 19 member nations. Its accomplishments to date include:

Establishment of an integrated emergency program to be implemented in the
event of a future embargo or major supply interruption.

Establishment of the oil market data system (mentioned earlier in this letter).
Agreement on target levels of national emergency reserves.
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Adoption of a comprehensive program of long-term energy cooperation (includ-ing conservation, accelerated development and R. & D.).Thus, this alternative has been implemented and the U.S. adherence to itsIEA commitments has been mandated in the Energy Policy and Conservation
Act (EPCA) of 1975.

9. Establi8shment of nmultilateral negotiations between consuming and produo-ing countries.
In addition to the International Monetary Fund (IMF), the UN, the GeneralAgreeenmnt on Trade & Tariffs, and other institutions and arrangements men-tioned in the Krueger Report, this option has been considerably advanced throughthe creation of the Conference on International Economic Cooperation. TheCIEC, like the IEA, was discussed by Deputy Secretary Robinson who pointedout that the Energy Commission of the CIEC has been in the process of analyz-ing supply, demand and price issues and will also continue to seek areas forpossible consumer/producer cooperation, such as the International Energy In-stitute and the International Resources Bank, which have been proposed bySecretary Kissinger, as has the International Industrialization Institute.
The CIEC and the energy-related initiatives now being developed and dis-cussed, offer impressive evidence that consumer-producer cooperation has beena U.S. policy that is being actively pursued. The current agenda difficulties in theCIEC are not expected to result in a rupture of the dialogue.As I have discussed here, in several cases the Administration has clearlystated its opposition and has spelled out the reasons. In other cases, legislationhas been enacted or administrative actions taken that take us a long way towardacceptance and implementation of the policy alternative as it was contained inthe Report. In a number of these cases, however, much remains to be done herein the United States to clear away excessive regulation and to agree upon ouraims so that we can put into place a truly comprehensive national energy policy.In summary, of the nine alternatives presented in the Krueger Report, all havebeen and continue to be evaluated by the Administration.
Other questions raised in the hearings which, while not dealing directly withthe Krueger Report, were concerned with potential alternatives to advance U.S.interests in the international oil market. I believe that those questions can be

formulated as follows:
1. How does the United States insure that the national interest is reflected innegotiations between producing countries and the oil companies?2. How can we increase the bargaining power of the companies, assuming they

are bargaining in our national interest?For the answers to these questions, parts of my earlier discussion of theKrueger Report (Option #3 for Question #1, and Option #6 for Question #2)options are relevant, but for both questions there is still additional work to bedone and evaluations to he made. The following paragraphs address the questions
individually:

1. How does the United States insure that the national interest is reflected in
negotiations?

As I said earlier, both State and FEA ask for and are given briefings on ne-gotiations that seem potentially significant.There are those who have suggested that the the U.S. Government take stepsto become a direct participant in such negotiations. We would consider that tobe undesirable unless the Government was to be the actual purchaser (one of theoptions in the case of the Strategic Reserve Program, for example), or unlessthe objective is to reach a bilateral umbrella agreement under which subsequentprivate transactions could be negotiated (as in the talks several months ago withthe USSR on a possible oil agreement). Such cases aside, if the U.S. Governmentis neither buyer nor seller, it does not seem likely that direct particiaption innegotiations would enhance our position. In fact. USG intervention in negotia-tions could have undesirable effects by injecting the political element into whatotherwise would be a business transaction or by making oil the primary focus
of bilateral relations with more countries.In Mr. Krueger's testimony before the Subcommittee, he said he favors aFederal power to "review and approve or disapprove" foreign investment inU.S. energy companies. While I can see his point, I believe that our current flexi-bility is more valuable tthan the potentially rigid system that would inevitablyresult from such legislation. We now have, as I have mentioned, the Committeeon Foreign Investment in the United States, and we can be reasonably sure thata foreign government would probably not ignore a diplomatic "no" from theCommittee. Thus I believe w e are generally well protected. Rest assured, however,
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that the Administration will continue to monitor such negotiations, and will
take the necessary steps including legislative proposals, if and when the proper
time comes.

2. How can we increase the bargaining poieer of the companies, assuming they
are bargaining in the national interest?

In response to this question, probably the most interesting of the possible ways
is that mentioned in the Krueger Report, "coordination of international supply
arrangements through an industry-wide association of consumer-country com-
panies." As I mentioned in my brief discussion of this alternative earlier in this
letter, existing U.S. and foreign laws (and public opinion as well) pose a major
problem here. And there are a number of other potential benefits and risks at-
tached to the implementation of this option.

Such an Association would have as objectives the maximization of company
bargaining leverage vis-a-vis producer governments and, at the same time, the
expansion of consumer governments' understanding of the limits of such bar-
gaining power. The lack of a united front among the companies was one of the
factors that led to the new power balance between the companies and the pro-
ducer nations. An association of the type suggested by Kreuger would represent
an attempt to overcome that weakness, assuming, of course, the willingness on
the part of both companies and governments to target demand. This really as-
sumes a general atmosphere of political confrontation rather than commercial
leverage. No one has yet prpoosed that such a strategy be pursued to its fullest
potential.

According to Krueger: One advantage of the association would be that it could
serve as a device to channel and direct market forces and consumer leverage in
times of long supply through the relatively low profile and apolitical environment
of a large number of individual commercial transactions.

He points out that, for the association to act effectively, there would have to
be exemption from antitrust laws for coordination of the "upstream" activities,
but that enforcemn-t should be maintained "downstream." T'his division would
be difficult, but necessary if the association were to work effectively. There would
be other difficulties, as well, including the willingness of companies to partici-
pate; and the apparent inadvisability of requiring company participation but
absolute necessity of unanimous participation. All companies must participate,
but voluntarily, as must all consumer nations. Otherwise there is competition
among the buyers (weakness of the buyers' cartel before OPEC) or confronta-
tion; and probably both.

In all, this option seems inappropriate at a time when we are attempting to
attain a greater degree of cooperation between producer and consumer nations.

Once again, I feel that the subject of the June 8 hearings is important and
that the whole series of hearings has added to our store of knowledge. I hope that
the information in this letter will be of interest and use to you as you continue
your energy work.

Sincerely,
FRANK G. ZARB, Administrator.

RESPONSE OF HoN. CHARLES W. ROBINSON TO ADDITIONAL WRITTEN QUESTIONS
POSED BY CHAIRMAN KENNEDY AND COMMENTS ON THE KRUEGER REPORT POLICY
OPTIONS

Question 1. In .the expectation of a better price than now is dictated to the
oil companies, please review in detail the results of direct government (sepa-
rately the U.S. government and foreign governments) bilateral negotiation for
petroleum. In your answer discuss: (a) The U.S. negotiations with the Soviets
for their oil; (b) The proposed oil-for-arms barter talks with Iran; (c) Iran's
proposal to France, that France receive payments in oil rather than currency
for French exports to Iran; (d) Talks with Venezuela, Saudi Arabia, and Iran
for oil for the proposed U.S. Storage System. In your answer discuss: Will these
be direct government-to-government deals, or will a company be an intermediary?
Who is to pay for the oil for this "Strategic Petroleum Reserve"? What conclu-
sions can be made from these collective negotiations?

Answer. The results of past attempts by other industrialized countries to
negotiate preferential price terms with producer governments do not support the
proposition that commercial oil transactions between governments are likely to
be at better than prevailing terms. France and Japan explored the government-
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to-government alternative when faced with the events of 1973-74 and they have
chosen not to continue this as general policy.

U.S. Government agencies have made no direct purchases of oil abroad except
for their own uses. We believe that the companies continue to perform the
marketing function efficiently. We negotiated with the Soviets from January
to March of this year for an oil agreement. Under the terms of the letter of
intent signed in Moscow in October, 1975, the agreement would obligate the
Soviet Union to offer, and would give the United States the option to buy, a
stipulated quantity of crude petroleum and products over a number of years.
It would be an umbrella agreement and the detailed terms and conditions of
sale would be settled between the Soviet seller and the buyer, the U.S. Govern-
ment or, at our option, private firms serving the U.S. market. We made clear
to the Soviets that landed prices would have to be attractive to U.S. buyers and
would have to provide remunerative returns to U.S.-flag vessels eligible to par-
ticipate in the trade under the U.S.-Soviet Maritime Agreement. Talks were
recessed when we were unable to reach agreement on an appropriate formula for
shipping rates.

Government-to-government purchase for the Strategic Petroleum Reserve has
neither been ruled out nor decided upon. We are prepared to explain the nature
of the storage program to friendly foreign governments whether suppliers or not.
Certain technical and financial aspects of the Strategic Petroleum Reserve must
be worked out before any purchase, domestic or foreign, could be concluded. FEA
can provide greater detail on this program.

A sharp reduction in liftings of Iranian oil in late 1975 as a result of depressed
demand and relative overpricing caused concern within the Iranian Government
about its ability to continue planned economic and military modernization pro-
grams. Iran considered a number of ways to increase oil sales..We are unable
to comment upon the reported Iranian proposal to France about their bilateral
trade.

Iran has approached certain US defense contractors with the request that they
assist in finding US purchasers for incremental amounts of Iranian oil on a
long-term basis. Funds so generated would be used to pay for a part or all con-
templated equipment purchases. It must be emphasized that these would not be
government-to-government oil transactions. However, we do not object to the con-
cept of the proposed triangular arrangements, inasmuch as it would not impinge
on regular U.S. Government policies or procedures controlling arms sales and
Iran is a relatively secure source of oil supply.

Question 2. Is it possible for U.S. international oil companies to have mutual
self interest both with OPEC and U.S. interest? Do you see any conflict? . .
possible future conflict? Please comment on Senator Church and Ambassador
Akins' proposal that U.S. government representatives be placed on the board of
directors of international oil companies.

Answer. Since imported oil is essential to the U.S. and the world economy, it is
apparent to us that the companies which procure, transport, process and dis-
tribute it are performing a vitally important function. It is in our interest that
they continue to perform as efficient intermediaries. The established pattern of
100 percent company equity and exclusive offtake rights has been shattered by
producers in pursuit of their individual perceptions of their interest. Most now
deal with some companies in arms-length sales and with others under investment
or technical assistance offtake agreements. There is no OPEC-wide pattern. Every
producer sets the price of its crudes around the basic OPEC price. Most set pro-
duction ceilings and any can embargo destinations for its crudes. Companies
which offtake crude do retain the ability to refuse to take oil they consider un-
competitive or to take more oil than they can market. Company commercial inter-
est in procuring an adequate, diversified crude supply at competitive prices is
compatible with US national interest. The unprecedented suggestion of placing
a US Government mnemiber on the Board of Directors of US corporations raises
legal, practical and public policy questions that would need to be explored fully.
It would not get to the root of our vulnerability vis-a-vis the producers and may
reflect a misperception of the ability of the companies, or the government, to
overcome this vulnerability through negotiating tactics.

Question S. How do you reconcile bilateral and global diplomacy as regards to
energy matters? Which do you regard as more important in restraining the price
of oil?

Answer. The growing dependence of the U.S. and its allies on imported oil made
it possible for the small group of producers to 'take exclusive control of interna-
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tional oil prices and production and to exercise this power arbitrarily in 1973-74.
Our international energy policy and diplomatic efforts are designed to provide
emergency protection against this arbitrary power, 'to promote restraint in the
producers' use of their power and to eliminate our vulnerability by reducing over
time the dependence of the U.S. and its allies on imported oil. The International
Energy Agency has established workable instruments to minimize the effects
of a future supply interruption. It has become a valuable vehicle for coordinating
consumer relations with the producers. It is now preparing concrete, long-term
cooperation proposals for achieving reduced dependence on imported oil. We
have also entered a dialogue with the producers to analyze our respective con-
cerns and to seek areas of cooperation out of a recognition of our mutual inter-
dependence. It is our hope that this dialogue will be continued in accordance
with the schedule planned for the Conference on International Economic Coopera-
tion. In addition, we have intensified our bilateral relations with key producers in
such areas as trade, finance, economic and military modernization.

We do not rank the elements of our policy hierarchically. It is an integrated
policy. At the same time, a successful national energy policy is absolutely crucial
to our ability to give effective leadership to international consumer cooperation
and to maintain credibility in our dealings with the producers.

Question 4. Describe any headway that has been made since 1974 in constrain-
ing OPEC in the momentum of price increases.

Answer. The quadrupling of prices in 1973-74 was followed in late 1974 and 1975
by further 'increases of lesser percentages but still substantial in cost. In May
1976, for the first time since 1973, the OPEC members continued a price freeze
which was due to expire. The momentum of price increases has clearly slowed
in 1975-76 for a number of reasons, 'including market conditions of supply and
demand. However, demand for OPEC oil is again rising with economic recovery
and we remain highly vulnerable to substantial price increases.

Qiiestion 5. In your opinion, do the U.S. oil companies consider the access to
crude oil supplies more important than price or vice-versa? In the conclusion
that you give with your analysis, do you believe that this is in the best interest
of U.S.?

a. Do you believe that European and Japanese companies have the same
objectives as U.S. oil companies?

Aswer. U.S. companies seek assured supplies through diversification of sources
and, as commercial entities, must seek competitive terms. Considerations of tech-
nology, scale, flow and pinaning make it impractical to expect, or to suggest, that
the industry make or should make its worldwide lifting decisions on a daily spot
basis. Decisions to increase or decrease liftings from a particular producer are
highly sensitive to the small differences around the basic OPEC price. The effect
of these decisions on liftings by the various companies can cause dramatic swings
in the sales of individual producers. In 1975 this was evidenced in increased sales
by Iraq, down and up patterns for Libya and Abu Dhabi, decreased sales by
Iran and erratic sales by Ecuador. In some of these instances, companies placed
their future access to crude in jeopardy over the issue of competitive price.

Non-U.S. oil companies must consider the same commercial factors as U.S.
companies. The smaller among them may feel constrained by having few alterna-
tive sources, however, and in general other governments are more prone than we
to inject the factor of bilateral relations into company decisions. Our observa-
tion is that non-U.S. companies are not more price-sensitive than U.S. firms, and
perhaps a bit less in some instances.

COMMENTS ON KRUEGER REPORT POLICY OPTIONS

1. Removal of federally-created incentives and disencentives to international
petroleum production.

Changes have already been made in the depletion allowances, foreign tax
credit and production-sharing payments. Deregulation of domestic natural gas
and oil prices has been advocated by the Administration. The Department of
State has a limited role in U.S. tax policy and tax legislation although we can
comment on the foreign policy impact of specific measures which may be pro-
posed for adoption. We do favor U.S. private investment in foreign oil production.
We have proposed an International Resources Bank to stimulate capital flows
to oil investments in the non-oil LDC's.

2. Regulation of oil companies as public utilities.
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The Report sets out a weak case for this option and we do not favor the
suggestion.

3. Petroleum import limitation system.
An effective quota restriction on imports would cause embargo-like disloca-

tions, requiring allocation rationing under a regime of price controls or rationing
by price in a decontrolled market. The dislocation and regulation are both
undesirable. The Administration did impose a supplementary import fee to dis-
courage imports and does not now propose to reinstate it. Reduction of our
dependence on imported oil remains a crucial energy policy objective, however.
Agreed national goals of reduced dependence, backed by policy commitments to
achieve them, would be highly desirable.

4. Regulation of significant international supply arrangements.
We fully agree with the importance to the U.S. Government of information

regarding arrangements between oil companies and producer governments. We
regret that the report simply assumes that the information currently available
to the Government is insufficient. We welcome the General Accounting Office's
inquiry into the relationship between companies and producer because we believe
it will illuminate the extent of the Government's information and it will place
company contractual arrangements in perspective.

Within the Department of State and in our Embassies in the producing coun-
tries we give priority attention to developing information on developments in
oil. This attention extends far beyond consultations with companies concerning
the main elements of arrangements between them and the producer govern-
ments. Our attention extends to the processes whereby the producer government,
and the producers as a group, make the critical decisions on price and supply.
The Krueger Report is somewhat out of date in suggesting that the basic price
and available volume of the world oil supply are any longer determined by
company/producer government negotiations. In addition to the information
which we obtain, PEA and the International Energy Agency now collect exten-
sive company data on actual costs of oil moving in world trade. Other agencies,
including Treasury, Commerce, Interior and CIA, obtain certain data or informa-
tion helpful to understanding company producer relationships. We believe
studies now underway can place this issue in better perspective then was
possible in the Krueger Report. In discussing the government review and ap-
proval of contracts option, the Report points out such high costs and hazards in
an approval that we question its utility as a public policy option.

5. Creation of a Federal Petroleum Corporation.
We do not favor this option, the disadvantages of which are discussed at

length in the Krueger Report.
6. Coordination of international suppply through an association of consumer

country companies.
Anti-trust laws probably prohibit this, as the Report observes. Moreover, it is

unlikely that consuming country companies, or governments, could negotiate ad-
vantageous, dependable arrangements on price and supply with the producers at
our present levels of import dependence.

7. Bilateral arrangements between the US and producer governments.
We have intensified our bilateral relations with key producers as a part of

our overall policy. The Report suggests that such relationships can be very useful
in producer/consumer cooperation although they do not involve bilateral oil
agreements.

S. Establishment of international consumer country organization.
This option has been implemented through the creation of the International

Energy Agency. The IEA has made an impressive beginning. It has established
emergency mechanisms to mitigate the impact of another supply interruption. It
has conducted useful analyses and evaluations of member country energy prob-
lems and programs. It is an important vehicle for coordinating consumer coop-
eration to reduce dependence on imported energy.

9. Multilateral negotiations between producers and consumers.
This option has been exercised through the Conference on International Eco-

iolflic Cooperation (CIEC) and its Commissions on Energy, Rawv Materials, De-
velopment and Finance. The Krueger Report perceptively observes that there
was a need to begin a process for clipping off manageable pieces of intractable
issues which would arise between resources producers and consumers. The
range of issues under discussion in the CIEC is even wider than was foreseen in
the Report.
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RESPONSE OF HON. CHAnLs W. ROBINSON TO ADDITIONAL WRITTEN QUESTIONS
POSED BY SENATOR PERCY

Question 1. What is OPEC's attitude toward the development of renewable
energy sources?

Answer. On the basis of public statements of high-level representatives of
OPEC member countries and on the basis of OPEC member actions in the world's
investment markets, it is clear that OPEC recognizes that the fossil fuel reserves
of its member countries are not inexhaustible and thus cannot be counted on to
support industrialization, infrastructure development and overall economic diver-
sification indefinitely. The realization that industrialization leads to higher per
capita energy use is pervasive, as is the notion that ultimately the present ex-
porters of fossil fuels will find themselves in the same boat with the importers
with respect to the need to draw on other sources of energy for the maintenance
of their economic structure.

The sense of urgency with which individual member countries approach this
issue varies widely, of course, depending on the fossil fuel reserve position in
each individual case. Nonetheless, most OPEC member countries have shown
great interest in recent progress in advanced alternative energy technology-in-
eluding nuclear technology as well as other methods for extracting energy from
renewable sources such as the sun and continuous chemical processes. We are
now investigating in various forums whether this situation can lead to some form
of producer/consumer cooperation in the R&D field.

Question 2. Prospects for the development of solar energy in many lesser de-
veloped countries are often excellent because of the abundant sunshine. If solar
energy were exploited, it would decrease pressure toward nuclear proliferation.
Thus, it would appear desirable for the U.S. to encourage and assist solar energy
development to poor countries. Are we doing enough to help less developed coun-
tries exploit solar energy?

Answer. Solar energy systems for heating and cooling are approaching com-
mercialization although initial outlays and the need for supplemental backup
systems result in high capital costs for such solar energy systems. Moreover,
heating and cooling represent only a small part of the developing countries' uses
of energy. Far more important are their uses of electrical energy for agriculture,
transportation and industry. Unfortunately, generation of electricity from solar
energy is still many years from commercialization. Thus, solar energy is not
likely to be a significant alternative to nuclear and other conventional sources of
electric power through the rest of this century.

We are considering ways of expanding assistance to the developing countries
in the energy field, including solar energy. The International Energy Institute

proposed by Secretary Kissinger at the Seventh Special Session of the General
Assembly of the United Nations could be a vehicle for this purpose. U.S. assist-
ance in solar energy must, of course, be responsive to the developing countries'
own desires and specific needs for any such assistance and must be attuned to
our ability to lend effective support.

Question 3. Given the potential importance of U.S. technology in helping to
solve the world's energy problem, what steps should the U.S. be taking to ensure
its technical expertise is used in an appropriate way?

Answer. In addition to transfers of technology, which take place through nor-
mal commercial exchange, including flow of information under licensing agree-
ments, we have instituted bilateral and multilateral mechanisms for coordina-
tion or promotion of energy technology efforts for mutual benefit.

For example, in the field of nuclear energy technology, our agreements for co-

operation contain guarantees between cooperating nations and international
organizations, that safeguards required by the agreement will be maintained
and that no material or equipment provided by the U.S. under these agreements
will be used for nuclear explosives of any kind, and further, that no such mate-
rial or equipment would be transferred beyond the jurisdiction of the cooperat-
ing state except as allowed for in the agreements. In each case, the safeguards
are implemented under the auspices of the International Atomic Energy Agency
headquarters in Vienna. The U.S. holds such agreements with 29 countries at
present.

Non-nuclear weapon states which are members of the IAEA and signatories
to the treaty on the non-proliferation of nuclear weapons have committed them-
selves not to manufacture or otherwise acquire nuclear weapons. Treaty adher-
ents which are nuclear weapons parties agree not to transfer nuclear weapons to
any other country. Further, the treaty has a positive obligation for the promo-
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tion of nuclear technology for peaceful purposes. In March, Secretary Kissinger,
in testifying before the Senate Government Operations Committee, outlined the
U.S. policy for consulting with other nuclear exporting countries in an effort to
devise a common set of standards concerning safeguards and other controls asso-
ciated with peaceful nuclear exports. As a result of these consultations, the
United States has decided to adopt, as a matter of national policy, certain prin-
ciples which will govern any further nuclear exports. We have been informed
that a number of other countries intend to do the same. These principles include:

Provisions for the application of IAEA safeguards on exports of material,
equipment, and technology;

Prohibitions against using assistance for any nuclear explosions, including
those for "peaceful purposes";

Requirements for physical security measures on nuclear equipment and
materials;

Application of restraint in the transfer of sensitive technologies, such as
enrichment and reprocessing;

Encouragement of multinational regional facilities for reprocessing and en-
richment; and

Special conditions governing the use or retransfer of sensitive material, equip-
ment, and technology.

Within the International Energy Agency, we have agreed upon a long-term
multilateral energy technology program. In addition, information exchanges with
the NATO countries are conducted through the NATO Committee on the Chal-
lenges of Modern Society. In the next few months, we plan to explore in the
Energy Commission of the Conference on International Economic Cooperation
the possibilities for greater international cooperation in energy technology among
oil producers, industrialized countries and the non-oil developing countries.

Question 4. Should the U.S. adopt a policy of encouraging the exploration and
production of oil from non-OPEC LDC's?

Answer. We strongly favor continuation and expansion of the world-wide
search for oil and gas deposits. This is obviously to our benefit, as the develop-
ment of new reserves in non-OPEC countries will tend to put pressure on the ex-
isting cartel-imposed world price structure and contribute to the long term supply
of additional energy resources. In the context of non-OPEC LDC's, new discover-
ies or extensions of existing fields would have the additional benefit of reducing
pressures on the world financial structure. Non-OPEC LDC's without raw mate-
rials or semi-finished products for export have faced particularly severe balance
of payments problems which have intensified pressures for international debt
forgiveness, for rescheduling of international obligations, and for a heavier
proportion of international grant financing in the future.

The United States has proposed the establishment of an International Energy
Institute and an International Resource Bank; both of these proposals, which
are now under international discussion, would encourage energy resource devel-
opment in the no10-OPEC LDC's. The IRB would stimulate caQpital flows into oil
and gas development within LDC's by providing a form of insurance against
political risks which are discouraging such investment.

Qucstion 5. Oil-importing developing countries need as much help in obtaining
an adequate food supply, yet there is no effort in sight in the energy field that is
oin a scale with international aid in the food field. Why is this?

Answer. Although both food and energy problems bear heavily on the develop-
ing countries as a group, the nature and causes of the food and energy supply
problems and the potential means and sources for short-term mitigation and
long-term solutions are different. In particular the position of the United States
in global production and supply of food uniquely qualifies us to provide effective
leadership to international food assistance efforts. As the largest consumer and
importer of oil, the United States is in a different position with respect to meet
ing the problem which high oil prices imposed by OPEC have created for oil.
importing developing countries. The participants in the Conference on Interna-
tional Economic Cooperation will explore appropriate possible assistance in the
energy field to these LDCs.

Que8tion 6. How can we start developing a better cooperative international ap-
proach so that not only will needless and costly duplication of research be
avoided, but also the potential of developing countries to make use of their unex-
ploited oil, solar energy and other sources will cease to be neglected?

Answer. Key elements of our international energy policy are directed toward
greater cooperation by the importing countries in meeting the challenge of the
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energy problem and assisting energy-deficient developing countries to find and
develop their domestic energy resources. We have made an impressive start with
the establishment of the International Energy Agency as a vehicle for close
cooperation in energy among 19 industrialized countries. The IEA has recently
adopted a comprehensive program of long-term energy cooperation through
joint efforts in conservation, accelerated production of alternative energy sources
and research and development programs. We next intend to translate these com-
mitments into concrete measures and specific programs for rapid implementation.

We are also seeking constructive and mutually beneficial cooperation from
the oil producers in assisting the non-oil developing countries. In the Energy
Commission of the Conference on International Economic Cooperation (CIEC),
we will explore new initiatives and institutions.

For example, our proposed International Energy Institute would primarily be
designed to address the energy problems of the non-oil LDC's.

In addition we believe that our proposed International Resources Bank would
greatly improve the prospects of these countries in attracting the necessary
foreign capital to exploit energy and other natural resources.

Question 7. OPEC has survived the current vast over-capacity and demand
drop. Will OPEC survive its next major test in 1978-79 when both the North
Slope oil from Alaska and the North Sea oil will be fully in production?

Answer. Assuming a continuation of global economic recovery and growth, in-
cremental North Slope and North Sea production will be absorbed by the respec-
tive markets without causing global overcapacity and price pressures in excess of
those which obtained in the market for OPEC oil in 1974-75. Thus it is reason-
able to assume that since OPEC held together during that period with little
difficulty, it will also weather 1978-79.

Question 8. Recently the Organization for Economic Cooperation and Develop-
ment (OECD) unveiled a code of conduct for multinational corporations and a
code of governmental responsibilities to firms. Are the OECD proposals likely
to help provide a climate in which multinational corporations can conduct their
affairs in an ethical manner?

Answer. Recent revelations in the press suggested the need for international
action in this area. The OECD acted positively to face the issue. The members
have held a number of meetings to work out the guidelines which, given their
broad international participation, have in themselves contributed significantly
to establishing a proper climate.

The guidelines themselves specifically provide that multinational enterprises:
Not render and they should not be solicited or expected to render any bribe

or other improper benefit, direct or indirect, to any public servant or holder of
public office;

Unless legally permissible, not make contributions to candidates for public
office or to political organizations; and

Abstain from any improper involvement in local political activities.
These guidelines should work to the advantage of all concerned not only by

the support they will provide for ethical courses of action but also by their
clarification of what is expected of both host countries and multinational cor-
porations. For the first time, these parties will know where they stand and
will be able to measure proposed activities against clear written standards.

Question 9. The Overseas Development Council, and more recently Mr. Jimmy
Carter, have suggested that a World Energy Conference should be convened,
modeled after the World Food Conference held in Rome in late 1974. Any com-
ments on this idea? If it's a good idea, what steps should we be taking now
to implement it?

Answer. Following the initial shocks of the embargo and massive price in-
creases of 1973-74 it became apparent to the Governments of leading oil con-
suming and producing countries that an international conference was needed to
avert confrontation and to attempt to define producer/consumer relationships.
Our proposal to convene such a conference to discuss the single subject of
energy was strongly and flatly opposed by the producers at the inconclusive
preparatory meeting in Paris in April 1975. We were able to launch the Conference
on International Economic Cooperation (CIEC) in December 1975 only after
we had agreed to expand the agenda of such a meeting to include raw materials.
development and related financial issues. The CIEC dialogue is now moving from
the analytical to a more action-oriented phase. It should be possible to evaluate
the progress of the dialogue and the appropriateness and feasibility of subsequent
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international meetings on energy when this phase of the dialogue I concluded
at the end of this year.

Que8tion 10. The socialist countries in the world have traditionally been reluc-
tant to take part in international organizations. How important is their co-
operation in tackling the world energy problems, and what can be done to increase
their participation?

Answer. The socialist countries as a group are neither major exporters nor
importers of the oil which moves in overall world trade. Thus, inclusion of
socialist countries in the Conference on International Economic Cooperation
was not imperative and would not necessarily contribute to the prospects for a
constructive and pragmatic dialogue. Nonetheless, socialist countries do par-
ticipate in UN-related activities, including the Economic Commisson for Europe.

As the overall relationship with individual socialist countries permits, we
have explored bilaterally the possibilities for mutually beneficial cooperation
in energy supply and development. We have a coal research agreement with
Poland and and agreement with the USSR to facilitate cooperation in projects
of energy research and development.

Chairman KENNEDY. The subcommittee is adjourned.
[Whereupon, at 12:20 p.m., the subcommittee acijollrned, subject

to the call of the Chair.]
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APPENDIX

LETTER TO CHAIRMAN KENNEDY, DATED JUNE 17, 1976, FROM C. C. GARVIN, JR.,
CHAIRMAN OF THE BOARD, THE EXXON CORP., REGARDING THE IMPLICATIONS FOR
U.S. POLICY OF THE EVOLVING RELATIONSHIP BETWEEN THE MAJOR U.S. OIL
COMPANIES AND OPEC

JUNE 17, 1976.
Hon. EDWARD M. KENNEDY,
Chairman, Subcommittee on Energy, Joint Economic Committee, U.S. Senate,

Washington, D.C.
DEAR MR. CHAIRMAN: I have followed with interest the hearings of the Energy

Subcommittee of the Joint Economic Committee which have explored the implica-
tions for U.S. policy of the evolving relationship between the major U.S. oil
companies and OPEC.

You raised a number of very thoughtful questions at the opening of the hear-
ings. I wish I knew all the answers. I don't. But from having been closely associ-
ated with the issues in question, I have developed some judgments which may
be of interest to you. Chief among these is my conviction, which you clearly
share, that acceptable policy requires a realistic understanding of the role of the
U.S. oil companies in their dealings with OPEC countries.

By way of historical perspective, it is important to recall that until the Fall
of 1973, the international oil industry, with strong representation by U.S. com-
panies, carried out, with the knowledge and concurrence of their home govern-
ments, negotiations with producing governments on all concessionary matters,
including the critical aspects of host "government take". During this period, the
consuming world enjoyed abundant supplies of energy at competitive prices.

Unfortunately, the continuous growth in energy demand, and the failure of new
oil discoveries in non-OPEC areas to keep pace, increased our dependence on
OPEC countries. This occurred despite the fact that the overwhelming share of
exploration expenditures had for some time been in non-OPEC areas. In 1973, a
turning point was reached. Non-OPEC production was fully utilized and no signif-
icant emergency supplies were available to offset an interruption in OPEC oil.
Hence, the OPEC countries felt strong enough to impose a cost structure on the
industry and to set the market price of oil by fiat. This unilateral price setting
was reinforced by a production cutback called by the Arab members of OPEC in
response to the October 1973 Arab-Israeli War. The world's demand for energy
at the price dictated by OPEC exceeded the availability under the production
cutbacks, thereby creating an environment for even further price increase. The
progression of price increases since October 1973 is well known. Over this period,
the oil industry has not been a party to any negotiations that have dealt with the
basic price of OPEC oil. The companies have stressed the economic consequences
of excessively high prices and have urged moderation, but the OPEC countries
have made it abundantly clear that export prices are their sole prerogative and
not subject to negotiation with the oil companies. In reflecting on the efficacy of
oil company negotiations, and on the respective roles of the companies and govern-
ments, this is a point which must be kept in mind. It is relevant to most of the
questions you raised.

In your opening remarks, for instance, you expressed concern about the com-
panies' intent in their dealings with OPEC and asked, "Is it to get the best price
for the American consumer or is mere access to crude the companies' top priority,
regardless of the price imposed by the cartel?" I do not believe that this is an ap-
propriate way of posing the issue, since the basic OPEC price is outside 'the limits
of what the oil industry is able to negotiate. What the companies can do is shop
for the lowest available prices within the general range of OPEC crudes. In doing
this they are pursuing their competitive self-interest as well as behaving in their
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customers' interests. It is, of course, true that the companies are concerned about
access to crude oil. They have major downstream investments in transportation,
refining and marketing facilities. Billions of dollars have been spent on these in-
stallations and thousands of jobs are directly at stake. Not only the companies
but the nations they supply must be concerned about continuity of supply.

Another question raised in your opening statement was whether multinational
oil companies have played a key role in allowing OPEC to maintain international
oil prices by setting production quotas. This charge is made frequently, but never,
to my knowledge, with any supporting data. Once again, the implication is that
OPEC is not strong enough to impose oil prices unilaterally, and, therefore, that
the companies must have played a part. The simple truth, however, is that OPEC
is strong enough to do this because the consuming countries cannot dispense with
OPEC oil. There is no practical alternative.

OPEC has been able to raise prices in the last two years, even though spare
producing capacity has been as much as 10 million barrels per day at times. They
have been able to do so because of their political solidarity and because as a
group they have great economic strength. Last year they had a balance of pay-
ments surplus of more than $40 billion. Indeed, some important OPEC countries
appear to have been more or less indifferent to the amount of oil revenues coming
to them from their production, because they were unable to spend all they had
already accumulated. It is true that some less-favored countries reduced prices
slightly to increase their production and revenues. But this was a matter of
achieving more realistic parity with the base OPEC price under the competitive
circumstances which existed at the time. It was tolerated by other OPEC mem-
bers because they recognize the great advantages to them of sustaining the base
price. In the last analysis, OPEC strength depends mainly on the actions of one
country, Saudi Arabia. Last September, because Saudi Arabia agreed the general
OPEC price level was raised 10 per cent. Last month in Bali, OPEC did not raise
its general price level because the Saudis were opposed to any general increase.
Neither of these actions had anything to do with alleged company prorationing
of OPEC production.

Available data simply do not support the prorationing hypothesis. Although
the companies cannot change .the base OPEC price, they have responded actively
to relative price differences of various grades of OPEC crude with the result that
lifting patterns have changed frequently and in substantial amounts. From the
second quarter of 1974, when OPEC production reached its post-embargo high,
through the first quarter of 1976, production for the group was down 12 per cent.
But production was up 14 per cent in Iraq, 20 per cent in Libya and 3 per cent in
the United Arab Emirates. Even Saudi Arabia saw a less-than-average production
decline of 10 per cent. Various other countries saw their production
fall more than the group average. Examples are Iran (down 15 per cent) and
Algera (down 14 per cent). This is certainly not the result one would expect from
a production quota scheme. On the other hand, it is consistent with the workings
of a market in which individual companies react to the relative prices of different
OPEC grades of crude oil and buy those most attractively priced.

Senator, in the closing remarks of your opening statement, you stressed the
need to put aside hostility in our dealings with OPEC and recommended cooper-
ation in its place. I agree with this, as I do with your insistence that we should
nevertheless strike the best bargain possible. You rightly ask what should be the
role of the U.S. Government in all this and suggest a number of possibilities,
ranging from a requirement that long-term contracts receive government ap-
proval to a proposal that overseas production be split off from other oil company
functions. It seems to me that the realities of today's world make it inevitable
that the U.S. Government will play an increasing role in energy matters. But it
is also my judgment that circumstances limit what government can usefully do.

As you know, the major oil companies have for many years acted as a buffer
between governments in international oil matters. By concentrating on commer-
cial matters, they have deflected political pressures. This is not to say that po-
litical developments have had no impact on the international oil industry. Clearly,
they have. Still, I believe that the buffer exists and that it is relevant to the sug-
gestion that long-term contracts be approved by the U.S. Government.

When the companies negotiate, they do so primarily as commercial entities.
They bargain within the limits of what it is possible for them to achieve. In
recent sessions, this has included the terms under which company assets are
being nationalized, the volumes of oil which the companies wish to lift to meet
their own needs, the various safeguards associated with these liftings and the
fees to be received by the companies for management services to the producing



281

governments. What should be understood is that in this process, the companies
are, bargaining for amounts which are small relative to the dollars per barrel
which consumers would like shaved off OPEC prices. For this commercial give
and take, the companies are reasonably well equipped, and it is hard to see how a
formal requirement for U.S. Government approval would help. By injecting
politics more obviously into the process, the result could well be a hardening of
bargaining postures.

It may be said that if this is what the companies are negotiating about, then
they are misdirecting their efforts, that in fact they should be trying to get major
price reductions. But how, in. the absence of alternative sources? What could the
companies do other than refuse to lift at the cartel-imposed price and who would
be most harmed by that-the consuming nations whose economies must have oil
to function or the OPEC countries whose oil revenues as a group already exceed
current needs? The fact is that for the present, the companies, the consumers and
their governments have limited bargaining power. .But even if we assume that
the consuming governments do have a number of cards to play, surely there are
better places to play them than in the commercial negotiations in which the com-
panies are involved.

This is not to say that our government should be kept in the dark about com-
pany negotiations. The government must be informed. It is equally important that
companies know what their government is thinking and that they reflect this in
their deliberations. It may even be-that the informing process needs to be more
formally established. Ultimately, of course, the question is not one of communi-
cation but of what happens because of the communication. I believe that guidance
from the government is frequently useful and sometimes essential. I recognize,
too, that if reasons are sufficiently compelling, the government will find ways to
intervene. But I also believe that government and business have fundamentally
different roles to play and that we will suffer from overly mixing them up.

It is sometimes said that greater government involvement is needed because
the interests of the oil companies and the interests of our country are not the
same. Specifically, it is asserted that the companies have no incentive to resist
OPEC price increases because they simply pass these increases on to their cus-
tomers and at the same time gain by having the value of their reserves in non-
OPEC areas rise to the new ceiling. But as has been said above, the general
level of OPEC prices is no longer a matter for negotiation-at least not with
the oil companies.

That the price of non-OPEC energy has been pulled up by the OPEC price in-
creases is beyond dispute. How much this has benefitted the oil companies and
how detrimental it is to the interests of the consuming countries is less clear.
Total revenues have increased, but so have investment needs and costs. The
result is a return on investment which is far from exceptional. If the U.S. Gov-
ernment had the power to prevent the general rise in energy prices by forcing
OPEC prices down, one would have thought that it would already have been exer-
cised. That it has not suggests either that the power is limited or that its appli-
cation is unacceptable for broader policy reasons.

Questions would remain even if such power could be brought to bear on OPEC.
How far would our government wish prices reduced? Far enough to restore the
low prices and generous consumption of pre-crisis days? Or not so much as to
damage our quest for greater energy independence from OPEC? And how much
would that be? As you suggest, Senator, the dilemmas we face do not yield to
easy answers.

Where I come out is that, imperfect as they are, the institutional arrangements
we now have for attacking these issues are probably about as good as we're going
to get. Where the greater problem lies is in our inability to sort out our priorities.
We need alternatives, and until we get them it will be an uneven struggle with
OPEC. Trite as it by now sounds, therefore, we must conserve on the use of
energy while we do everything sensible to develop new sources. This must be the
heart of our policy.

It is for this reason that I believe the proponents of divestiture, whether
vertical or horizontal, are leading us in the wrong direction. These proposals
have been argued extensively elsewhere, and it is clear that men of good will
can have different views. But many of us are convinced that divestiture would
seriously slow down our progress toward energy development, and even its pro-
ponents must acknowledge this as a major risk.

Perhaps at some future time, Senator, we will have a chanee to explore these
matters in greater depth. I would welcome the opportunity.

Sincerely,
C. C. GARVIN, Jr.,

Chairman of the Board, the Exxon Corp.
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World Crude Oil Production
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2,175 1,520 1.520 1,730 1,730 1,740 1,860 1,990 2,010 2,030
1,070 900 930 950 900 980 1,000 1,000 1,000 1,000

150 200 220 210 210 220 220 220 220 220
165 145 250 320 320 320 320 320 320 320
100 170 140 20 20 20 30 70 150
125 120 140 140 140 140 140 140 140

2,220 2,250 2,220 2,410 2,460 2,470 2,490 2,480 2,440
370 390 410 470 460 3a0 420 430 . 420

1,340 1,375 1,310 1,420 1,460 1,520 1,530 1,510 1,480 1,500
320 290 300 300 320 320 320 320 320 ...
190 195 200 220 220 220 220 220 220

9,895 10,720 11,650 11,870 12,000 12,200 12,070 12,070 12,140
8,420' 9,020 9,630 9,850 9,980 10,180 10,050 10,050 10,120
1,090 1,310 1,620 1,620 1,620 1,620 1,020 1,620 1,620

275 - 280 290 290 290 290 290 290 29 0.
110 110 110 110 110 110 110 110 110

' Euluding an esti.ated 1.6 million b/d of natural gas liquids in July.
' Excluding an estimated 310,000 b/d of natural gas liquids in Jaly.
5
Eucladiug an estimated 100,000 b/d of natural gas liquids io July.
' Including abot une-half of Neutral Zone production, which amounted to about 460.000 b/d in July.

'Eucluding an estimated 270,000 b/d of natural gas liquids in July.
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World Natural Gas Liquids (NGL) Production
Thousand b/d

1973 1974 1975 1976'

World Total
Free World Total

Western Hemisphere
United States
Venezuela
Canada
Mexico
Other

Eastern Hemishere
Western Europe

Norway
United Kingdom
Other

Middle East
Saudi Arabia
Iran
Kuwait
Qatar

Africa
Libya
Algeria

Asia-Pacific
Australia
Indonesia

Communist Countries Total
USSR
China

2,735
2,525
2,230
1,740

90
320

50
30

295
20
....

20
185

90
35
60

60
35
25
30
30
....

210
210

N. A.

2,815
2,585
2,185
1,690

95
310
60
30

400
20
....

20
260
150
35
70
5

90
40
50
30
30
....

230
230

N.A.

2,815 2,965
2,575 2,695
2,170 2,100
1,635 1,560

115 100
310 310

80 100
30 30

405 595
30 90

5 40
5 20

20 30
255 310
140 190
35 50
70 60
10 10
90 140
40 40
50 100
30 55
30 35
.... 20

240 270
240 270

N.A. N.A.

' Estimated.
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OAPEC' and OPEC' Countries Crude Oil Production

1976

Preliminary

1973 1974 1975 Jan Feb Mar Apr May Jun Jul

Total OAPEC (thousand b/d) 18,095 17,755 16,190 16,430 17,230 17,590 17,150 17,510 18,010 18,290
% chge frotm Sep 1973' , -_11 -19 -18 -14 -12 -14 -13 -10 -9

% chaogefromMay 1974' -14 -13 -9 -7 -9 -7 -5 -3

Total OPEC (thousand b/d) 30,960 30,680 27,200 26,670 27,950 29,360 29,850 29,300 30,200 29,930

change fro Sep 1973' -7 -17 -19 -15 -11 -12 -11 -8 -9

% cbangefroo May 1974' ,,, -15 -17 -13 -8 -10 -9 -6 -7

'The oensbe of the Orgaojoation of Arab Petrleum Euportiog Cootries are Ab. Dhabi, Algeria, Bahrain, Egypt, Iraq, K-wait,

Libya., Qatar., Saudi Aabia., and Syria.
'The .emberhip of the Organization of Petroleum Exportiog Countries conists of OAPEC member (excluding Bahrain, Egypt,

aod Syria), plus Dnbai, Euador., Cubon, Indonesia, Iran, Nigeria., Sharjah, and Veneouela.
't o Sep 1973, the pre-crisis re)e of output, OAPEC oounties produced 20,038 b/d and OPEC 2untries 32,956 b/d.

'to May 1974, the post-crisis peak fo, output. OAPEC countres produced 18,920 b/d and OPEC countrict 32,050 b/d.

OAPEC and OPEC Countries- Crude Oil Production Capaoity
Thousand b/d

t.Jnderutilioti.on of Productive
Capacity

Estimated Productice
Capacity Jun Jul

S.udi rabiN' 11,500 2,980 2.520
Kuait 3l500 1,640 1,640

Libya 2,500 490 470
Iraq 3,000 1,000 1,200

Abo Dhabi 2,000 430 430

Algeria 1.000
Qatar 700 210 210

Egypt 550 50 30

Syria. 200 20 20

Bahrain 60 ,. ..

Total OAPEC 24,010 6,900 6,520

Iran 6,500 400 920
Venezuela 2,700 330 330

Nigeria 2,500 400 450
Indonesia 1,700 220 200

Duhai 330
Gubes 250 30 30

Ecuador 200 90 90

Shariah 50 tO tO
Total OPEC' 38,430 9,230 8,500

Inclding about oue-half of Neutral Zone capacity production.
'OAPEC membe- (excluding Babrain, Egypt, and Syria), plus the other contlies showc,
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Est p'ted Proved and Probable Petroleum Reserves

Natural Gas
Crude Oil Trillion

Billion Cubic
Area and Country Barrels Meters

World Total 678 77.01
Free World Total 613 53.0

Western Hemisphere 91 12.0
United States

2
40 6.8

Mexico 20 0.9
Venezuela 14 1.2
Canada

2
9 2.0

Ecuador 2 0.2
Argentina 2 0.3
Other 4 0.6

Eastern Hemisphere 587 65.0
Middle East 406 27.0

Saudi Arabia 170 3.0
Kuwait 71 1.0
Iran

3
64 20.3

Iraq 35 1.0
United Arab Emirates 31 1.0
Neutral Zone 16 0.2
Qatar 6 0.2
Oman 6 0.1
Syria 2 0.1
Other 5 0.1

Africa 65 6.0
Libya 26 0.8
Nigeria 20 1.4
Algeria 7 3.6
Egypt 5 0.1
Congo Republic 2 Negl.
Gabon 2 Negl.
Angola-Cabinda 1 Neg].
Tunisia 1 Negl.
Other 1 0.1

Western Europe 29 5.0
United Kingdom 19 1.3
Norway 7 0.7
Netherlands .... 2.0
Other 3 1.0

Asia-Pacific 22 3.0
Indonesia 15 0.5
Brunei 2 0.3
Malaysia 2 0.5
Australia 2 1.0
India 1 0.1
Pakistan .... 0.6

Communist World 65 24.0
USSR 40 23.0
China 20 0.7
Other 5 0.3

I Equivalent to 483.8 billion barrels of oil.
Including Arctic gas deposits and natural gas liquids.
Including recent discoveries.
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Estimated Imparts of Crude Oil and Refined Pradacts;Traced ta the Original Crade Snarce
1975

*Theasand b/d and Percent of Imparts

Arab Coantries

United States
Percent

Japan
Percent

Canada
Percent

Western Enrope'
Percent

United Kingdam'

Percent
West Germany'

Percent
Italy'

Percent
France'

Percent
Netherlands'

Percent
Belgiam-Lnneebrhrg'

Percent
Spain' '

Percent
Other'

Percent

Total Arab United

and Sandi Arab

Nan-Arab Total Arabia Kawait Libya Iraq Emirates Algeria Other

6,030 1.770 850 30 330 10 170 290 90

100 29.4 14.1 05 5.5 0.2 2.8 4.8 1.5

5,010 2,540 1,460 480 60 90 410 10 30

100 50.7 29.1 9.6 1.2 1.8 8.2 0.2 0.6

890 300 190 30 10 30 40

100 33.7 21.3 3.4 1.1 3.4 4.5

12,080 7,520 3,340 790 740 920 760 500 470

100 62.3 27.6 6.5 6.1 7.6 6.3 4.1 3.9

1,830 900 450 220 60 50 60 30 100

100 54.1 24.6 12.0 3.3 2.7 4.4 1.6 5.5

1,970 1,170 380 60 300 30 160 210 30
100 59.4 19.3 3.0 15.2 1.5 8.1 10.7 1.5

1,990 1,420 520 90 190 350 70 60 140

100 71.4 26.1 4.5 9.5 17.6 3.5 3.0 7.0

2,190 1,550 670 130 40 240 250 120 100

100 70.8 30.6 5.9 1.8 11.0 11.4 5.5 - 4.6

1,200 580 260 130 10 40 110 10 20

100 48.3 21.7 10.8 0.8 3.3 9.2 0.8 1.7

590 300 240 60 .... ....

100 50.8 40.7 10.2 .... .... .... .... ....

820 580 410 10 50 100 .... 10

100 70.7 50.0 1.2 6.1 12.2 1.2

1,490 930 410 ,90 90 110 90 60 80

100 62.4 27.5 6.0 6.0 7.4 6.0 4.0 5.4

Non-Arb Countries

United States
Percent

Japan
Percent

Canada

Western Enrope '
Percent

United Kingdom'
Percent

West Germany '
Percent

Italy '
Percent

France '
Percent

Netherlands'X
Percent

brfginm- Luoemhorg '
Percent

Spain'
Percent

Other'
Percent

P-t

Vane-

Total Iran no1fr Indonesia Canada Nigeria Ernador Other

4,260 500 1,040 450 80 820 70 580

70.6 8.3 17.2 7.5 13.3 13.6 1.2 9.6

2,470 1,100 10 560 60 .... 660

49.3 23.6 0.2 11.2 1.2 .... 13.2

590 200 280 20 .... 90

66.3 . 22.5 31.5 2.2 .... 10.1

4,560 1,950 250 740 .: 1,620

37.7 16.1 2.1 6.1 .... 13.4

840 360 70 120 .... 290

45.9 19.7 3.8 6.6 .... 15.8

800 290 50 ... 200 .... 260

40.6 14.7 2.5 10.2 , .... 13.2

570 270 40 10 .... 250

28.6 13.6 2.0 0.5 .... 12.6

640 270 40 180 .... 150

29.2 12.3 1.8 8.2 .... 6.8

620 350 10 140 .... 120

51.7 29.2 0.8 .... .... 11.7 .., 10.0

290 1 810 .... .... .... .... .... 130

49.2 18.6 .. ... .. .. ... 30.5

240 70 20 .... .... .... ,2, 150

29.3 6.5 2.4 .... ... .... .... 18.3

560 230 20 .... .... 90 .... 220

37.6 15.4 1.3 .... .... 6.0 .... 14.8

.I ' Enclding intro European nil product trade.

'Enlnlding nil transshipped to other Earopean ceontries.

1ncluding data for the Canary Islands.
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Selected Develped C .untries: Crud Oil Imparts, by Sourc

Thousand b/d

Sep 1973 1974 1975 1976 Pereet of Total

Crisi 1st 2d 3d 4th 1st Id 3d 4th Sep Mar
Leve) Qtr Qtr Qtr Qte Q1e Qtr Qte Qie ja. Feb Mar 1973 1976

United States
Algeria 124 4 232 249 232 255 293 276 233 332 350 323 3.6 6.8
Egypt 1 7 1 2 6 6 1 2 351 54 1 ... 0.4
Iraq 17. . . . 2 5 ... .. ..... . . 0.5
Kuwait 44 ... 2 1 2 5 6 9 1 I... ..... . 1.5
Libya 153 7 4 82 166 357 273 433 526 572 4.4 7.9
Qarar 4 1 . 4 25 4 1 28 2 50 153 153 11 12 1.2 0 3k
Soordi Arabl 599 45 418 551 729 752 405 672 975 1,110 1,077 1,145 17.5 24.2 .
United Arab

Emirates' 88 3 86 145 40 89 91 194 92 118 118 159 4.5 3.4
TutaIOAPEC 1,065 59 763 992 1,652 1,221 968 1.541 1,599 2,638 1,916 2,036 30.7 42.8

Gab.o IS 35 58 40 32 23 13 19 46 27 .. 0.6
E-odor 33 55 65 IS 29 47 57 02 62 50 12 42 0.9 0.9
Indoneoia 249 247 293 284 309 291 572 453 596 479 465 552 7.2 11.7
Iran 205 594 574 492 390 207 277 232 519 386 241 296 5.9 6.0
Nigeria 409 450 708 829 787 828 620 764 766 773 821 897 II.8 19.9
V--doel 405 255 255 587 578 516 481 438 563 133 III 152 11.7 3.2

Tota OPEC' 2,367 1,466 2,666 3,025 2,878 3,030 2,787 3,509 3,506 3,945 3,579 3,967 68.2 83.7
Caoa.da 998 837 837 757 754 611 498 644 647 425 545 582 29.8 9.1
Other 196 65 199 164 135 196 505 329 331 295 251 379 5.0 7.9

Total 3,471 2,369 3,792 3,838 3,876 3,937 3,588 4,487 4,496 4,594 4,209 4,738 198.8 160.0

Thoovad b/d

Sep 1973 1974 1975 1876 Peeeu of Total
Mre

Crhisi 1st Id 3d 4th 1st 24 3d 4th Sep Feb
Leve) Qtr Qtr Qtr Qtr Qtr Qte Qte Qle Ja. Feb 1973 1876

Cana.da
Algeria 5 38 5 1 25 5 .. 0.7
Iraq 23 6 52. 17 40 32 33 61 28 2.4 2.8
Ko-sit 51 16 54 17 52 SI 19 15
Libya 56 1I S IS 4 15 28 68 40 6.0 5.6
Qata. . .. .. .. .... . . 7 ... .. .. .. .
Saudi Arabia 82 48 71 83 160 235 194 167 66 128 118 8.7 16.2
United Arab Emirates' 49 3 8 36 48 61 49 51 45 SI 17 5.2 2.4

Total OAPEC 210 98 144 177 261 372 314 264 ISO 313 108 22.3 27.6
Ecuador IS 14 4 7 ... .. ... . . . 4 . 1.4
Caho..u.. .. .. ...... .... ... II ... .. ... ..
Iran 149 177 312 156 153 169 253 224 160 254 186 15.9 25.8
Nigeria 39 35 1 8 NegI. 6 16 5 20 28 99 40 4.1 5.6
Ven-oel 465 416 308 392 297 292 272 220 276 385 187 51.6 26.0

Ttotl OPEC' 896 738 786 732 707 848 844 728 659 1,021 611 95.3 85.1
Other 44 100 43 57 02 9I 65 83 10 120 107 4.7 14.9

Total 940 838 929 768 769 939 909 781 6468 1,141 718 199.9 190.6
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Selectd De..eloped Countries Crud Oil Imports, by Sourc
(C.ntio-d)

Thousan h/d

Sep 1973 1974 1975 1976 Prcet of Total
(Pre-
Crisi 1st 2d 3d 4115 1t 2d 3d 4th 1sht 2d Sep Jul
Leve) Qte Qtr Qtr Qtr Qtr Qte Qtr Qte Qte Qte Jul 1973 1976

Jopon
Algeria
Egypt
Iraq
Kuwoit 488
Libya 31

Saudi Arabia 1,149
tjciter Arab

Emirates' 514
Other'

Totol OAPEC 2,181
lud.-ria 638
Ira. 1,544
Nigeri 101
Veceurl 7

Totol1OPEC
2

4,491
Other 397

Tutol 4,878

5 5 4 5 4 12 6 6
4 ... 4 .... ...... Negl.

64 34 1 4 so 92 72 99 116 103 119 113
487 533 439 439 409 433 403 419 368 329 375
34 91 99 53 42 49 77 68 13 51 49

6 19 13 ... .. ... ..
1.306 1,334 1,327 1.230 1,247 1,327 1,36 1.479 1,464 1,378 1,643

330 374 492 316 392 310 372 358 546 463 597
3 .. ... ..

2,455 2,614 2,374 2,319 2,176 2,264 2,325 2,646 2,522 2,561 2.976
732 664 632 607 611 469 464 460 332 575 584

1,166 1,160 1,207 1,333 1,393 2,129 1,021 1,060 802 966 712
48 92 93 126 50 113 64 56 53 6
12 1 1 6 6 4 4 6 6 7 6 7

4,430 4,557 4,331 4,399 4,234 3,938 3.693 4,256 3,936 4,134 4,279
347 366 347 410 366 408 491 331 446 420 539

4,769 4,929 4,678 4,6803 4,622 4,346 4,364 4,809 4,364 4,554 4,619

..I 2.3
10.0 7.6

0.6 1.0

23.5 I 38.3

10.5 12.4

44.7 61.9
13.1 12.1
31.9 14.6
2.1 ..
0.1 0.1

91.6 69.6
8.1 11.2

199.9 166.9

Thossad hid

Sep 1973 1974 . 1975 1976 Peecet f Total
(Pe-
Crisi IOt 2d 3d 4th 1st 2d 3d 4th Itt Sep J.o
Leve) Qte Qtr Qte Qtr Qte Qte Qtr Qtr Qtr Ape May Jon 1973 1976

United Kingdom
Abo Dhahi
Algeria

Egypt
Iraq
Kuwait
Libya
Qatar
Saudi Arabia
Other'

Total COAPEC
Dabai
Iran
Nigeria
Vec... la

Total OPEC'
Other

Total

28
46

67
293

89
73

1,133
49

317
199
66

1,754
193

1,917

93 107 136 36 59 58 43 33 45 21 ... 39 1.3 2.1
22 6 6 6 13 23 29 49 28 330 .. 13 2.4 0.7

6 14 20 24 14 13 II
78 36 46 95 56 36 45 60 58 32 74 72 3.5 4.0

427 386 293 291 291 194 164 166 195 176 245 213 13.3 11.7
199 209 193 130 87 59 39 32 36 21 24 37 5.1 3.1
108 199 74 117 33 166 79 60 133 73 239 53 3.6 2.9
674 829 603 564 316 524 403 360 416 425 271 357 17.6 19.7

.. ... ... ... 7 ... 76 66 93 36 3 7 ... 0.4
1,797 1,996 1,315 1,291 1,166 1,9028 922 971 19906 916 655 819 59.2 44.7

31 25 23 24 33 45 16 25 30 86 26 99 2.3 5.4
260 266 348 446 384 329 466 308 357 443 368 441 16.3 24.3
230 141 117 133 127 166 107 147 101 144 71 92 9.6 3.1

95 73 52 66 44 77 70, 64 40 49 38 24 3.4 1.3
2,312 2, 117 1,955 1,672 1,99671,555t1 1,425 1, 334 1,439 1,583 1, 355 1,458 91.5 66.4

180 324 231 274 213 276 223 274 343 36 340 349 8.5 18.2
2,506 2,455 2,169 2,246 1, 909 1,857 1,738 1,688 1,6879 1, 938 1, 699 1,9814 169.9 160.9

80-939 0 - 77 - 19
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Selected Developed Countries: Cesde Oil Imports, by Source
(Continued)

Thourond b/d

Sep 1973 1974 1975 1976 Percent of Total
(Pe.-
Ceisis It 2d 3d 4th lst 2d 3d 4th Sep May
Level) Qtc Qtr Qtr Qtr Qte Qtc Qtr Qtr lot Qtr Apr May 1973 1976

West Germany
Aba Dhabi 150
Algeria 239
Iraq 43
Kuwait 102
Libya 418
Qatar 18
Saudi Aabia 710
Other

3
26

Total OAPEC 1,706
Dobai 12
Cabon 32
Iran 248
Nigeria 168
Venezuela 42

Total OPEC' 2,182
Other 89

Total 2,297

156 130 107 92 116
226 194 172 221 198
101 105 40 47 44
56 79 123 67 49

367 333 392 197 233
27 10 18 27 21

398 538 576 545 352
13 27 27 10 10

1,344 1,406 1,447 1,206 1,043
34 50 51 55 64
12 23 6 36 20

266 243 258 294 182
224 208 186 345 173

28 37 59 30 32
1,895 1,940 1,980 1,956 1,504

66 98 87 101 69
1,974 2,065 2,094 2,067 1,583

69 104 120 123 112 105 6.5 5.7
219 176 234 196 267 201 10.4 11.0
33 23 13 41 10 21 1.9 1.1
69 53 48 20 41 4.4 ..

277 327 345 383 393 405 18.2 22.1
29 21 30 20 40 34 0.8 1.9

416 327 359 334 296 304 30.9 16.6
20 33 21 7 51 24 1.1 1.3

1,132 1,064 1,170 1,124 1,210 1,094 74.3 59.8
51 49 54 .... 0.5
14 25 24 14 28 21 1.4 1.1

270 311 370 302 267 378 10.8 20.7
215 174 246 194 182 174 7.3 9.3

47 53 40 21 38 25 1.8 1.4
1,709 1,643 1,883 1,648 1,674 1,668 95.0 91.1

90 99 115 81 98 138 3.9 7.5
1,819 1,775 2,019 1,736 1,823 1,930 100.0 100.0

Thousand b/d

Sep 1973 1974 1975 1976 Percent f Total
(Pee-
Crisis st 2d 3d 4th 1st 2d 3d 4th 1st Sep Jun
Level) Qr Qtr Qtr Qtr Qtr Qtr Qtr Qtr Qtr Apr May Jun 1973 1976

France
Ab. Dhabi
Algeria
Egypt
Iraq
Kuwait
Libya
Qatar
Saudi Arabia
Other

3

Total OAPEC
Dabai
Gabon
lran
Nigeria
Veo.cuela

Total OPEC'
Other

Total

249 267 330 236 219 105 202 244 266 276 252 118 169
227 222 220 151 134 78 96 167 138 103 103 84 93

I .... .... .... .... .... .... 12 3 ... 27 13 13
375 335 326 314 346 267 236 233 233 237 293 282 334
316 227 258 250 220 156 203 124 91 53 67 171 56
131 80 116 47 52 51 39 55 30 67 64 55 67
69 78 98 62 42 69 22 46 52 67 85 7 60

623 833 866 793 875 713 626 647 717 835 926 945 750
12 .. 5 11 29 15 41 59 85 76 49 63 56

2,003 2,072 2,219 1,884 1,917 1,454 1,465 1,597 1,619 1,714 1,886 1,638 1,598
27 26 41 26 51 30 32 41 68 58 40 .... 13
33 64 49 42 19 32 15 24 37 25 36 18 61

216 103 67 225 300 328 195 240 318 300 261 293 142
253 308 204 168 152 205 197 162 164 165 176 123 169

36 23 32 31 26 19 18 10 12 17 7 14 17
2,555 2,596 2,607 2,365 2,436 2,053 1,871 1,993 2,217 2,203 2,330 2,012 1,931

196 108 59 87 115 62 82 90 71 128 94 100 39
2,764' 2,704 2,671 2,463 2,580 2,130 1.994 2,154 2,288 2,407 2,500 2,198 2,039

9.0
8.2

Negl.
13.6
11.4

4.7
2.5

22.5
0.4

72.5
1.0
1.2
7.8
9.2
1.3

92.4
7.1

100.0

8.3
4.6
0.6

164
2.7
3.3
2.9

36.8
2.7

78.4
0.6
3.0
7.0
8.3
0.8

94.7
1.9

100.0



295

Selected Developed Countries Crude Oil Imports, by Souree

(Continued)

Thousand b/d

Sep 1973 1974 1975 1976 Percent of Total

(Pe-
Crsis I't 2d 3d 4th lot 2d 3d Sep Ja.

Level) Qtr Qtr Qtr Qtr Qtr Qtr Qtr Oct Nov Dec Jan 1973 1976

It.ly
iraq 493 276 342 233 223 329 284 403 346 315 643 214 13.5 12.6

iKuwait 250 7.9

Liby. 676 633 567 447 311 165 178 282 441 342 393 266 21.3 15.7

Saudi Arabi 992 571 654 1,065 920 628 483 438 633 668 565 455 31.1 26.9

Total OAPEC 2,411 1,480 1,563 1,745 1,453 1,122 945 1,123 1,622 1,345 1,601 935 75.8 55.2

Iran 333 300 264 265 330 239 265 257 259 160 318 295 10.5 17.4

Total OPEC' 2,744 1,780 1,827 2,010 1,783 1,361 1,240 1,380 1,881 1,505 1,919 1,230 86.3 72.7

Other
5

437 423 545 536 488 397 380 556 449 441 301 463 13.7 27.3

Total 3,181 2,203 2,372 2,546 2,272 1,759 1,620 1,936 2,330 1,946 2,420 1,693 100.0 100.0

'Including oil imports from Aba Dhabi and paosibly from Dobai and Sharabh, which are not members of OAPEC.

'Ce sirting af OAPEC member (clduding Bahrain, Egypt, oud Syria) plus the other -oontriro shomo

'Inciediog, when applic-ble, Bahrain and Syri..
' Estimated.
'Inluding data that canot be distrbuted by area of orgin.
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Selected Developed Countries: Trends in Oil Tende
Thnnsnnd b/d

Annnnl
Jan Feb Mar Apr May Jn. Jni Ang Sep Oct Nev Dec Arepage

United States'
1873

Crude imprts 2,732 2,873 3,162 3,049 3,213 3,220 3,501 3,593 3,471 3,740 3,452 2,891 3,244Product imports 3,079 3,501 3,413 2,551 2,603 2,659 2,671 2,913 2,903 2,785 3,412 3,055 3.012Total imports 3,811 6,374 6,575 5,600 5,818 5,879 6,172 6,506 6,374 6,525 6,864 5,946 6,256Euports 210 260 224 275 237 215 240 217 242 221 202 227 231Net imports 5,601 6,114 6,351 5,325 5,581 5,664 5,932 6,289 6,132 6,304 6,662 5,719 6,025
1974

Crude imports 2,382 2,248 2,462 3,267 3,908 3,925 4,091 3,924 3,797 3,610 3,958 3,869 3,477
Productimports 2,973 2,973 2,753 2,703 2,580 2,493 2,397 2,434 2,225 2,320 2,704 2,853 2,611
Total imports 3,355 5,221 5,215 5,970 6,488 6,418 6,488 6,358 6,022 6,130 6,662 6,722 6,088Euports 207 203 196 243 247 238 253 247 171 221 186 231 220Net imports 5,148 5,018 5,019 5,727 6,241 6,180 6,235 6,111 5,851 5,909 6,476 6,491 5,868

1975
Crude imports 4,029 3,828 3,656 3,378 3,486 3,905 4,192 4,381 4,689 4,389 4,628 4,476 4,105Productimports 2,811 2,348 2,074 1.692 1,690 1,503 1,789 1,678 2,116 1,907 1,739 1,751 1,920Total imports 6,840 6,176 5,730 5,070 5,176 5,408 5,981 6,259 6,805 6,296 6,367 6,227 6,025
Espoets 228 249 213 190 202 224 186 217 205 187 166 262 209Net imporh 6,612 5,927 5,517 4,880 4,974 5,184 5.795 6,042 6,600 6,109 6,201 5,965 5,816

1976
Crude imports 4,594 4,208 4,738 5,045 4,771 .... . ... .... .... ....
Prodoct imports 2,016 2,225 1,885 1,554 1,236 .... ... .... .. .... .. ....
Total imports 6,610 6,435 6,625 6,599 6,027 .... .... .... .... ... ... ..
Esports 156 241 185 200' 200' .. .... .. .... ... .... . ....Net imports 6,454 6,192 6,438 6,399 5,827 .. . .... .... .... ....

Canada
1973

Crude imports 945 975 932 772 980 741 1,038 937 940 798 934 802 897Product imports 163 93 55 37 119 121 122 153 105 132 140 149 130Total imports 1,108 1,068 987 809 1,049 862 1,180 1,090 1,045 931 1.074 951 1,027
Eaports 1,357 1,500 1.364 1,472 1,495 1,446 1,162 1,298 1,300 1,363 1,357 1,273 1,364Net imports -249 -432 -377 -663 -448 -584 18 -208 -255 -432 -280 -322 -357

1974
Crude imports 822 988 717 718 971 763 816 817 672 787 798 721 820Product imports 96 44 142 35 114 125 89 104 58 75 87 74 83Total imports 818 t.,O2 859 751 1,085 888 905 921 730 862 885 795 903
Esports 1,180 1,402 1,056 1,266 1,270 1,220 956 978 1,026 988 1,110 981 1,086
Net imports -282 -370 -197 -515 -185 -S32 -51 -57 -296 -126 -225 -186 -183

1975
Crude imports 1,052 915 849 804 1,067 850 678 946 716 516 532 929 824
Prodct imports 48 68 27 46 56 56 48 50 40 57 26 27 41
Total imports 1,100 983 676 850 1,125 b80 726 996 756 573 388 956 865Euports 1,122 1,068 834 815 745 702 893 803 906 921 1,017 648 899Net imports -22 -85 42 35 378 204 -167 93 -180 -348 -429 108 -34

1876
Crude im ports 1,141 718 .... .... .... .... .... .... .... .... .... ....
Pro duc t im ports 25 31 ... .... .... ... .... .... .... .... .. .... ....
Total im ports 1,166 749 .... .... .... .... ...8 .... .... .... .... ...
Esports 1,025 784 626 .... .... ... ... .... .... .... ....8
Net imports 141 -35 .... .... .... ....Japan

1973
Crude imports 4,662 4,775 4,830 4,864 4,918 5,043 4,697 5,530 4,878 5,483 5,029 5,139 4,982Produt imports 640 803 650 542 664 640 523 507 443 592 53S 486 584
Total imports 5,302 5,578 5,480 5,406 5,582 5,683 5,220 6.057 5,321 6,075 5,562 5,625 5,576
Euports 11 35 23 28 19 13 39 31 21 25 13 25 24
Net imports 5,291 5,545 5,457 5,378 5,5M 5,670 5,161 6,026 5,300 6,050 5,549 5,600 5,552

1974
Crude imports 4,467 5,008 4,886 5,120 4,794 4,878 5.204 4,601 4,214 4,763 4,818 4,834 4,798Product imports 648 671 684 625 858 823 755 624 531 529 569 597 662Total imports 5,115 5,679 5,570 5,745 5,652 5,701 5,959 5,225 4.745 5.292 5,387 5,431 5,460Esports 14 25 16 20 24 17 25 93 135 46 79 179 56
Net imports 5,101 5.654 5,554 5,72d 5.828 5,684 5,934 5.1'32 4,610 5,246 5.308 5,252 5,404
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Selected Developed Countries: Trends in Oil Trade
(Coninued)

Thousand b/d

Annual
Jun Fob Mar Apr Moy Jun Jul Aug Sep Oct Nov Dec Average

Japan (Continued)
1976

Cccde irpocts 3,901 4,683 4,586 4,989 4,217 4,469 4,818 .... .... ... .... .... ...
Product imports 699 649 704 563 593 637 .... .... ....
Total importt 4,600 5,332 5,290 5,552 4,810 5,106 ...
Foports 3 5 9 4 4 5 ...
Net imports 4,597 5,327 5,281 5,548 4,806 5,101 .... .... .... .... .... .... ....

France
1973

Crude imports 2,897 2,699 2,955 2,728 2,540 2,676 2,288 2,791 2,764 2,797 5,053 2,549 2,728
Protluotiop-rts 137 174 148 142 176 128 138 169 139 171 126 117 147
Total imports 3,034 2,973 3,163 2,870 2.716 2,804 2,426 2,960 2,903 2,960 3,179 2,666 2,975
Exports' 338 343 315 309 400 373 329 390 390 344 336 362 332
Net imports 2.696 2,530 2,788 2,561 2,316 2,431 2,097 2,570 2,513 2,624 2,943 2,304 2,523

1974
Crude imports 2,686 2,942 2,508 2,990 2,476 2,555 2,580 2,529 2,274 2,725 2,322 2,686 2,604
Product imports 80 121 90 121 144 99 180 152 198 157 14 200 138
Total impoptt 2,766 3,063 2,588 3,111 2,620 2,653 2,760 2,681 2,462 2,882 2,456 2,886 2,742
Exports 33S8 329 327 309 320 309 305 291 249 256 285 286 3SO
Net impocts 2,429 2,734 2,261 2,802 2,300 2,344 2,455 2,390 2,213 2,626 2,171 2,600 2,439

1975
Crudeimports 2,234 2,056 2,095 2,047 1,952 1,989 2,130 2,201 2,156 2,199 2,203 2,462 2,120
Product imports 213 266 203 165 127 162 180 100 118 113 131 131 158
Total impors 2,447 2,22 2,298 2,212 2,079 2,151 2,310 2,301 2,254 2,312 2,334 2,593 2,278
Euports' 291 276 240 287 249 306 246 414 345 282 326 303 297
Net imports 2,156 2,046 2,058 1,925. 1,930 1,945 2,064 1,967 1,909 2,030 2,009 2,290 1,981

1976
Crude imports 2,175 2,447 2,900 2,500 2,188 2,389 ....
Product imports 134 144 158 158 128 233 ....
Total imports 2,309 2,591 2,758 2,658 2,316 2,272 .... .... .... .... .... .... ....
Exports 158 238 308 316 272 248 .... .... .... .... .... .... ....
Net imports 2,151 2,353 2,450 2,342 2,044 2,024 .... .... .... .... ....

Italy
1973

Crude imports 2,308 2,448 2,900 2,598 2.488 2,996 2,779 2,784 2,606 2,548 1,844 N.A. 2,567
Prduct imports 76 133 97 98 154 98 109 137 232 29 65 N.A. 102
Total imports 2,384 2,581 2,697 2,696 2,652 3,094 2,888 2,921 2,938 2,577 1,909 N.A. 2,669
Exports' 704 728 613 695 778 771 875 923 686 730 615 N.A. 678'
Net imports 1,680 1,853 2,084 2,001 1,874 2,323 2,013 2,096 2,152 1,847 1,294 N.A. 1,931'

1974
Crude imports 1,576 2,24 2.270 2,527 2,161 2,435 2,575 2,800 2,254 2,270 2,007 2,530 2,349
Product imports 71 60 92 82 148 108 217 192 241 118 310 388 179
Total imports 1,647 2,884 2,562 2,609 2,309 2,543 2,792 2,992 2,495 2,388 2,317 2.918 2,528
Exports' 330 777 545 746 576 529 678 565 540 414 435 553 555
Net imports 1,317 2,107 1,817 1,863 1,733 2,014 2,114 2,427 1,955 1,974 1,682 2,365 1,973

1975
Crude imports 1,726 1,559 1,970 1,495 1,779 1,581 2,157 1,745 1,906 2,330 1,946 2,420 1,689
Product imports 195 237 263 279 348 194 252 159 180 205 219 290 235
Totol imports 1,921 1,796 2,233 1,774 2,127 . 1,775 2,409 1,904 2,086 2,535 2,165 2,710 2,124
Exports' 235 350 289 326 300 350 380 490 417 501 439 415 374
Net Imports 1,696 1,446 1,944 1,448 1,827 1,425 2,029 1,414 1,669 2,034 1,726 2,295 1,750

1976
Crude imports 1,693 . ... .... .... .... .... .... .... .... ....
Product impocts 142 .... .... .... .... .... ... .... .... .... .... .... ....
Total imports 1,8535 .... .... .... .... .... 3 .... .... .... .... .... ....
Exports' 288 .... .... .... .... .... .... .... .... .... I... .... ...
Net imports 1,547 .... .... ....

Uoited Kingdom
1973

Crude imports 2,276 2,090 2.273 2,248 2,402 2,535 2,175 2,818 1,917 2,892 2,415 2,003 2,329
Poduct imports 615 533 457 359 488 439 323 417 361 416 326 208 409
Totol imports 2,891 2,623 2,730 2,67 2,890 2,974 2,498 3,235 2,278 3,308 2,741 2,211 2,738
Exports' 464 311 323 329 332 257 430 555 496 464 486 304 396
Net imports 2,427 2,312 2,407 2,278 2,558 2,717 2,068 2,690 1,782 2.844 2,253 1,907 2,342
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Selected Developed Countries: TeLids in Oil Trade
(Continued)

Thousand b/d

' ~~~~~~~~~~Annual
Jan Feb Moe Apr May Jon Jul AUg Sep Oct Nov Dee Average

United Kingdom
(Cotiuned)

1974 194 227

Crudr iiports 2,593 2,439 2,486 2,437 2,486 2,442 2,182 1,994 2,144 2,534 2,259 1,941 2,271

Prodoct imports 440 372 353 306 364 291 326 252 246 324 372 383 314

Total imports 3,033 2,811 2,839 2,743 2,950 2,733 2,508 2,246 2,390 2,938 2,631 2,326 2,585

Koports- 491 256 204 238 344 373 331 364 3'3 383 268 314 321

Net imports 2,542 2.555 2,635 2,503 2,506 2,360 2,177 1,982 2,037 2,473 2,363 2,012 2,264

1975
Crodeimports 2,216 2,030 1,491 1,849 1,902 1,926 1,748 1,776 1,687 2,032 1,429 1,399 1,775

Product imports 442 329 267 290 231 257 262 247 240 313 348 344 292

Total imports 2,639 2,339 1,758 2,139 2,033 2,163 2,010 2,023 1,927 2,333 1,777 1,943 2,067

Erports' 310 343 224 226 262 303 317 308 357 423 299 260 300

Net imports 2,348 2,016 1,534 1,913 1,771 1,80 1,693 1,715 1,570 1,912 1,479 1,663 1,767

1976
Cnde imports 1,bS8 1,996 1,763 1,939 1,698 1,914 .... .... .... .. .... .... ....

Product imports 302 314 421 301 319 267 .... .... .... .... ....

Total imports 2,190 2,300 2,194 2,239 2,016 2,091 .... .... .... .... .... .. ....

Euports" 333 264 384 332 349 327 .... .... .... .... .... .... ....

Net imports 1,657 2,036 t,b00 1,907 1,667 1,754 .... .... ... .. .... .... ....

West Ceosany
1973

Crude imports 2,177 2,217 2,226 2,201 2,173 2,306 2,091 2,140 2,297 2,359 2,274 2,067 2,210

Prduct imports 776 788 690 631 870 748 789 710 828 904 959 709 936

Total imports 2,953 3,005 2,916 3,032 3,043 3,034 2,889 2,950 3,125 3,263 3,133 2,776 3,046

Eaports 153 177 164 135 184 174 177 165 153 239 233 141 177

Net imports 2,900 2,023 2,752 2,997 2,839 2,990 2,712 2,663 2,970 3,024 2,898 2,635 2,869

1974
Cde imports 2,050 1,891 1,973 1,962 1,990 2,245 2,080 2,147 2,055 2,048 2,244 1,918 2,050

Produrt imports 613 774 676 646 795 740 882 891 806 756 669 689 746

Total imports 2,663 2,665 2,649 2,608 2,795 2,983 2,962 3,038 2,961 2,804 2,913 2,607 2,796

Erports I1O 179 238 147 236 141 170 214 193 165 184 196 199

Net imports 2,463 2,497 2,411 2,461 2,549 2,944 2,792 2,324 2,668 2,639 2,729 2,421 2,597

1975
Crude imports 1,684 1,614 1,453 1,799 1,754 1,911 1,676 1,639 1,910 2,051 2,075 1,935 1,900

Produc imports 583 766 606 824 575 920 794 767 973 789 667 718 709

Total imports 2,267 2,350 2,059 2,622 2,329 2,631 2,470 2,606 2,683 2,940 2,742 2,653 2,509

E&ports 156 120 113 132 100 121 137 120 133 123 161 126 129

Netimports 2,109 2,260 1,946 2,490 2,229 2,710 2,333 2,486 2,550 2,715 2,591 2,527 2,380

1976
Crode import 1,669 1,836 1,717 1,923 1,630 .... .... .... .... ....

Prduct imports 761 979 792 808 833 .... .... .... .... .... .... ... ....

Total imports 2,430 2,814 2,509 2,631 2,663 .... .... .... .... ... .... .... ....

Enports 113 115 143 115 131 .... .... .... .... .... .... .... ....

Net impor 2,317 2,699 2,361 2,516 2,532 .... .... .... .... ..... .... ....

'Bureru of the Micro dutb through Mar 1976, thereafter API.

'Estimated.
'Including bhnoer.
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Developed Countries: Exports to OPEC '
(Cootinued)

Million US t (f.o.b.)

Ecu.- Ido- Saudi V-ne-
Algeria doe GCboo nexia Ira- Iraq Kuwait Libya Nigeria Qatar Arabia CAE -urla Totol

Italy
(Cootinud)

1975 .......
Ist Qtr ...
2d Qtr
3d Qtr
4th Qtr ..

1976
Itt Qtr . .
Apr (ist.)

Cu..da
1974 .......
1975 .......

Ist Qtr
2d Qtr
SdQtr
4thQtr

1976
Ist Qtr
Apr .....
May ...

554.3
98.7

107.3
152.0
177.4

104.5
24.3

155.5
99.2
32.2
58.6
2.2
6.2

7.1
1.0
6.1

32.2
12.0
5.9
6.7
4.2

4.3
2.1

11.8
21.3
5.2
5.8
5.1
5.2

1.9
2.2
9.6

15.3
2.5
3.4
4.9
2.6

2.4
0.8

86.4 564.3 260.7 117.4 1,007.1
37.3 100.0 56.3 24.6 290.0
19.4 145.5 82.8 42.9 294.3
12.7 147.5 72.0 23.1 254.0
12.4 148.8 37.1 20.9 149.2

12.3 140.4 42.7 26.3 186.0
6.6 55.6 22.1 8.6 68.4

56.1 64.1 18.0 5.0 6.0
63.7 141.4 66.1 15.8 22.3
17.5 22.0 8.8 1.7 2.2
16.0 40.7 28.3 1.3 8.4
14.8 43.9 18.1 3.9 7.8
15.4 34.8 10.9 8.9 3.9

7.8 32.4 21.7 3.9 3.3
6.9 10.1 2.1 0.6 1.8
2.8 12.9 4.2 0.6 1.1

298.1
66.7
72.7
82.1
64.1

46.2
24.9

19.9
33.7
7.8
8.0
8.5
9.4

8.9
2.6
3.2

0.5
0.2
0.1
0.2

0.1

1.0

29.3 320.3
7.4 53.3
3.4 61.1
3.9 81.0
6.9 113.8

6.7 96.3
2.0 36.8

6.8 18.3
1.3 34.1
0.2 3.4
0.2 6.5
0.1 12.5
0.9 11.7

1.2 30.6
0.2 2.7

6.7

103.7
12.7
22.3
16.5

32.3

23.8
7.7

20.6
4.6
0.6
0.8
1.2
2.1

2.5

1.0
0.8

320.6 3,709.7
61.5 823.0
77.2 938.2
93.7 950.0
75.4 645.1

63.7 755.8
22.5 282.4

166.1 547.6
195.4 699.5
58.0 159.8
59.3 234.0
23.9 142.2
54.2 163.5

45.6 167.0
28.2 59.3
14.0 63.0

' Data are uxdjusted.

Deveoped Countrie-: Imports From OPEC'

Million US 9 (oil.)

Eeua- Indo. Sudi V-ne.
Algeria doe Gabn nesi Iran Iraq Kuwait Libya Nigeria Qatar Arabia UAE ou

1
. Total

United States
1974 ...... 1,169.6
1975 ...... 1,447.9

lIt Qtr .. 387.0
2d Qt, ..378.4
3d Qtr . 376.3
4th Qtr 306.2

1976
Ist Qtr 447.4
Ape ... . 189.3

Japan
1974 ...... 34.3
1975 . 38.4

Ist Qtr .. 5.2
2d Qtr .. 0.2
3d Qtr .. 16.8
4th Qte 14.2

1976
Itt Qtr .. 8.6
Apr .... .
May .... ....

West C-emany
1974 ..... 1,088.7
1975 ..... 1,025.4

IstQr ...236.7
2dQtr .. 275.9
3d Qtr .. 209.9
4th Qtr 302.9

527.3 176.0 1,897.8 2,459.8 1.0 15.4 1.5 3,541.1 85.2 1,926.5 427.9 5,037.3 17,256.4
515.0 197.0 2,436.2 1,574.0 22.4 126.2 1,120.1 3,518.9 81.3 2,720.3 764.2 3,947.5 18,371.0
115.7 33.0 497.5 436.1 2.1 29.3 106.4 1,014.9 23.2 964.7 134.5 1,138.9 4,785.3
115.5 78.1 549.9 393.3 3.1 35.0 189.6 763.3 16.7 464.5 162.5 1,015.6 4,165.5
136.2 58.3 735.2 269.2 8.1 23.2 490.5 641.8 22.7 421.6 252.0 881.7 4,518.8
147.6 27.6 653.6 475.4 9.1 36.7 331.6 898.9 18.7 969.5 215.2 811.3 4,901.4

109.4 51.3 714.4 377.9 1.2 25.8 485.0 1,016.7 22.3 1,153.0 272.7 893.3 5,570.4
29.7 12.3 245.1 130.9 0.2 2.9 169.1 450.0 .... 407.0 96.2 256.6 1,989.3

22.3 6.8 4,568.1 4,765.3 201.7 2,131.2 364.0 448.9 34.8 5,236.8 2,103.9 46.5 19,964.6
13.4 12.8 3,434.7 4,994.0 396.0 2,011.5 280.4 282.4 31.7 6,138.0 1,771.7 34.0 19,427.0
4.5 2.7 959.8 1,458.8 88.7 471.2 50.8 69.1 2.7 1,389.9 131.0 4.5 4,636.9
5.0 4.4 804.8 1,222.5 74.8 510.9 58.6 60.7 14.1 1,494.6 631.6 9.7 4,891.9
1.7 3.4 799.0 1,090.6 105.5 493.5 90.1 78.1 8.0 1,527.8 387.3 12.3 4,614.7
2.2 2.3 872.1 1,212.1 127.0 535.9 90.9 74.5 6.3 1,726.7 621.9 7.5. 5,293.5

6.0 5.9 963.4 975.2 119.4 535.4 16.0 74.1 9.4 1,958.1 635.9 9.7 5,217.2
5.1 1.9 324.7 455.7 52.6 175.3 19.8 0.6 1.5 685.0 181.0 .... 1,903.2
0.6 .... 351.4 291.9 53.6 174.5 22.6 9.4 1.5 635.0 171.7 3.6 1,715.8

66.0 99.0 188.7 1,240.3 305.3 355.0 1,928.7 1,001.9 12.4 2,078.9 105.7 237.7 8,406.3
62.0 107.0 152.8 1,467.3 127.8 226.9 1,391.2 962.4 116.1 1,618.2 739.7 231.2 8,228.0
18.4 25.0 32.5 271.3 49.1 56.6 277.4 213.9 25.0 430.3 212.4 41.6 1,890.2
21.7 21.0 44.4 358.2 36.4 72.7 320.3 250.4 25.3 452.9 144.0 67.8 2,091.0
10.7 29.0 41.1 3b8.3 26.3 53.1 365.6 197.8 29.4 370.3 169.3 65.1 1,935.9
11.2 32.0 34.8 449.5 16.0 44.5 427.9 300.3 36.4 364.7 214.0 56.7 2,290.9
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Developed Countries: Euports to OPEC '
Million US $ (f.o.b.)

Ecun- Indo-
Algeria doe CGabon nesi Iran

Saudi Vene,
Iraq Kosrait Libya Nigerio Qatar Arobio UAE -arlo Total

United Statet
1974 . 315.1
1975 631.8

tat Qtr .. 124.7
2d Qtr .. 181.1
3d Qtr .. . 118.0
4th Qtr .. 208.0

1976
Ist Qtr .. 75.8
2nd Qtr . 165.5

Japan
1974 ....... 154.5
1975 ...... 260.9

tat Qtr ... 64.2
2d Qtr ... 40.8
Sd Qtr 63.7
4th Qtr 92.3

1976
1st Qtr 44.4
Apr ...... 23.8
May ..... 15.8

Wrst Cer-aoy
1974 ....... 482.3
1975 . ..... 610.1

Ist Qtr 147.7
2d Qtr 140.0
Sd Qtr .. 171.7
4th Qtr . 150.7

1976
Ist Qtr 178.1
Apr ...... 50.9
May 53..... 5.

Franc-
1974 ....... 1,298.5
1975 ....... 1,904.3

Iot Qtr .. 529.4
2d Qtr 527.3
Sd Qtr 394.5
4th Qtr . 453.1

1976
Ist Qtr 392.6
Apr ..... 116.2

United Kingdom
1974 . ...... 1S8,9
1975 ....... 174.3

Ist Qtr 45.7
Sd Qtr 39.3
3d Qtr. 38.8
4th Qtr .. 50.5

1976
IstQtr 50.0
2ud Qtr . 46.9

Italy
1974 ....... 3.4

325.8
414.4
110.3
108.7
101.5

93.9

91.3
99.8

113.8
177.8

39.0
35.4
40.1
63.1

21.6
12.4
7.3

82.3
70.6
22.4
18.8
19.0
16.4

17.5
5.7
5.9

18.4
18.5
5.4
5.1
4.3
5.7

4.3
2.3

31.9
38.8
10.2
10.2
8.7
9.7

6.9
9.1

25.7

36.8 529.3 1,734.2
58.7 810.3 3,241.7

8.9 180.6 745.1
29.2 248.5 847.1
15. 196.5 865.0

5.3 184.7 844.5

9.1 271.0 748.4
9.1 286.7 617.1

7.6 1,452.3 1,014.3
14.2 1,849.8 1,855.5
3.2 439.5 596.5
6.0 472.2 441.5
2.9 468.3 560.8
2.2 470.0 456.8

1.8 361.6 400.0
1.2 122.7 126.1
0.4 122.9 145.5

14.9 324.3 1,140.9
24.0 392.7 2,104.9

6.2 96.6 382.0
6.2 99.6 557.1
5.5 94.5 597.2
6.1 102.0 568.7

5.3 97.6 484.5
2.0 32.6 179.7
2.0 34.5 177.3

203.1 103.9 257.4
336.4 126.5 631.6
71.4 27.5 125.5
93.7 45.1 179.8
81.8 21.5 144.5

89.5 26.4 163.8

84.5 63.2 176.2
29.5 17.7 59.6

4.0 109.5 028.9
6.4 134.8 1,104.1

1.6 45.0 237.2
2.0 53.8 3S3.5
1.2 30.3
1.6 25.7 23I.8

2.1 53.3 236.4
1.9 S8.7 250.4

9.9 57.9 282.2

294.8
309.7

89.2
69.7
72.0
78.8

78.6
95.4

473.4
818.9
200.5
227.1
183.9
207.4

127.9
56.7
83.6

373.5
1,046.9

274.3
305.9
255.1
211.6

216.7
61.0
70.9

214.3
409.0

84.7
129.3
89.0

106.0

134.8
27.7

143.0
303.0

64.7
90.6
75.6
72.1

95.0
60.6

95.9

205.5
366.1

74.5
95.0
87.2

109.4

111.9
110.4

279.3
307.1

74.1
91.0
84.9

117.1

126.3
53.1
52.0

160.0
203.3

53.9
49.6
53.2
46.6

56.0
20.0
23.3

63.9
97.6
22.2
21.2
31.5
22.7

34.7
13.7

139.6
218.7

47.0
51.2
44.4
76.1

51.9
59.5

65.5

139.4 289.8
231.4 536.3

74.2 116.0
59.5 120.2
56.0 148.9
41.7 151.2

53.1 127.4
52.5 161.6

234.2 285.0
222.3 586.1

70.9 111.9
53.8 153.0
51.4 160.9
46.1 154.3

68.0 112.6
17.4 S6.8
19.8 46.3

402.4 346.0
536.4 653.5
136.8 129.7
123.2 141.0
153.4 176.9
143.0 205.9

135.2 165.5
30.4 61.7
53.8 57.4

362.5 175.0
405.7 462.9
111.4 115.6
110.5 124.8
84.7 102.7
99.1 119.8

94.2 102.7
32.5 41.7

147.2 522.4
237.1 1,130.2

56.1 225.0
62.9 288.9
59.2 296.0
58.9 320.3

57.0 539.8
60.8 338.6

854.3 131.0

26.8 835.1
51.3 1,501.8
11.8 273.1

10.5 264.3
10.8 447.0
18.2 517.4

16.5 484.9
19.6 743.1

81.9 677.4
122.3 1,350.5

29.6 274.9
22.9 336.0

24.1 383.5
45.8 356. 1

56.5 531.0
10.7 156.5
11.2 171.5

77.9 285.9
47.0 564.7

9 9 112.3

9.1 130.1
10.9 158.8
17.2 163.4

15.0 182.9
7.4 98.0
5.3 95.9

20.7 120.1
15.0 198.7
2.8 40.5
5.1 48.2
3.1 50.5
4.1 59.5

7.3 65.3
1.6 30.6

68.5 582.3
122.0 441.7
21.0 60.7
29.3 11a.S
28.6 125.0
43.2 111.7

38.3 131.5
44.4 160.8

51.6 133.4

196.8 1,768.1 6,690.5
371.5 2,243.3 10,768.3

84.1 537.4 2,429.9
104.1 559.3 2,697.2

91.7 557.4 2,707.3
91.6 589.2 2,933.9

111.2 591.7 2,750.9
112.1 640.1 3,113.0

274.0 398.8 5,446.5
420.2 3e0.2 8,405.9

90.7 96.1 1,891.0

107.6 84.7 2,071.9
115.0 85.9 2.231.3

106.9 93.5 2,211.7

130.9 89.5 1,871.8
42.5 30.5 696.4
43.7 38.8 758.8

246.5 331.0 4,267.9
145.2 371.6 6,777.0
39.1 78.9 1,489.8
35.8 86.5 1,700.8
35.1 103.0 1,814.2
37.3 103.3 1,772.3

45.9 104.2 1,724.4
16.4 35.2 601.0
18.7 40.1 618.6

186.7 141.0 3,163.5
175.9 175.9 4,952.1
32.9 32.9 1,202.2
44.4 44.4 1,377.9
43.1 43.1 1,094.3
55.5 35.5 1,277.7

44.1 36.3 1,240.2
16.9 12.5 402.5

242.8 117.6 2,566.6
441.8 200.3 4,553.3

86.7 35.6 962.5
118.3 48.7 1,232.0

125.1 49.7 1,179.2
111.7 66.3 1,179.6

140.6 54.9 1,237.7
137.2 48.7 1,257.6

183.0 211.3 2,427.1
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Selected OECD Countries: Trends in Inland Oil C-nsnpti.n

Thousand b/d

1972 1973 1974 1975 1976

Annual
United States Average 16,367 17,308 10,653 16,291

Jan 16.735 19.667 17.286 17,983 18,544
Feb 17.861 18,941 17,366 17,084 17,340
Ma. 16,870 17,193 16,104 16,316 17,239
Ap, 15,529 15,923 15,929 16,041 16,153(est.)
May 14,801 16,603 15.726 15.118 15.708(est.)
J.n 15.615 16,471 16,117 15,611 15,627(est.)
Jul 14,21 16,336 16.349 15,762
Aug 15.936 17,413 16,550 15,767
* Sop 15;489 16,620 16.024 15,769
Ot 16,455 17,202 17,050 16,344
Nov 17,610 18,492 17,351 15,721
Dec 18,738 17,538 18,013 17,987
Annual

Canada Average 1,511 1,597 1,630 1,593(eM.)
Jan 1,536 1,667 1,823 1,691 1,748
Feb 1,793 1,747 1,863 1,872 1,730
Mae 1,612 1,584 1,659 1,558 1,788
Ape 1,367 1,431 1,560 1,592 1,512
May 1,374 1,486 1,577 1,474 1,532
Jun 1,334 1,474 1,455 1,550 1,550
Jul 1,294 1,490 1,534 1,537
Aog 1,394 1,557 1,463 1,444
Sep 1,402 1,427 1.415 1,474
Oct 1,577 1,680 1.680 1,550(et.)
Nov 1,685 1,801 1,714 1,577(est.)
Dec 1,782 1,828 1,831 1,855(e't.)
Annual

Japun' Average 3,648 4,144 4,019 3,712
Jan 3.632 4.121 4,273 3,850 4,143
Feb 4,207 4,532 4.709 4,242 4,382
Mar .,907 4,450 4,508 3,978 4,286
Apt 3,408 4,008 3,805 3,448 3,850
May 3,219 3,822 3,718 3,2986 3,489
Jon 3,238 3,950 3.710 3,325
- Jul 3,283 3,783 3,574 3.437
Aug 3,380 3,790 3,787 3,397
Sep 3.415 3,813 3,868 3,569
Oct 3,570 4,212 3,843 3,564
Nov 4,035 4,562 4,076 3,940
Dec 4,521 4,716 4,401 4,519
Annual

Wenten Europe Average 203 227 203 199
Austra Jun 189 220 235 183 208

Feb 221 225 220 190 208
Mar 212 224 160 172 209
Apr 183 204 169 184 156
May 174 210 172 156 169
Jun 181 200 169 186
Jul 179 221 214 210
Aug 187 222 218 223
Sep 213 227 222 232
Oct 227 253 243 226
Nov 246 276 215 201
Dec 230 234 203 229
Annual

Belgium/L..enboueg Average 465 505 440 416
Jan 535 543 512 550 497
Feb 591 589 528 558 546
M.a 546 570 392 410
Ape 470 565 383 465
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Developed Countries: Imports From OPEC'

(Continoed)
Millioo US $ (o.i.f.)

Ecuu.. Ide- Saudi Ve-n

Algeria dor Gabon nesia Iran Iraq Kuwait Libya Nigeria Qatar Arabia UAE nuela Total

Wrot GCrmaoy

(Conniourd)
1976

I't Qtr
Apr .....
May ....

Fruoce
1974 .......
1975....

Itt Qtr...
2d Qtr
3d Qt,
4th Qtr

1976
Ist Qtr
Apr .....

Ucited Kiogdom
1974 ..
1975.......

Ist Qtr
2d Qtr
Sd Qtr
4tb Qtr

1976
Ist Qtr
2d Qtr ...

Ituly
1974 .......
1975.......

Ist Qtr
2dQtr
SdQtr
4thQtr

1976
Ist Qtr
Apr (ts.).

Cu.uda
1974 .......
1975.......

tat Qtr
2dQtr
3d Qtr
4th Qtr

1976
Ist Qtr
Apr .....
May .....

264.0
117.8
91.6

956.7
747.3
150.1
172.5
192.1
232.6

179.7
65.4

91.1
190.1
50.7
40.5
44.4
74.5

55.1
50.4

269.1

358.9
55.4
76.8

154.1
72.6

81.5
S5.7

7.1
1.6

....

1.6

19.1

15.3

13.4
4.6
4.5

9.7
15.7
4.7
3.3
4.2
5.5

3.7
1.4

5.1
4.9
1.5
1.6
0.8
0.9

0.9
1.2

25.9
7.5

7.5
5.7
5.1

4.8

39.5
20.2
4.1
5.5
4.2
8.4

5.8
0.9
1.1

21.2
11.4
8.7

320.7
247.0

589.
62.2
48.0
78.5

64.2
28.7

74.4
8.1
0.5
2.5
0.6
4.5

1.2
9.8

45.3
44.1
21.2
19.2
0.2
5.2

2.0
0.1

4.9
25.3

....

1.6
1.9

21.8

11.4
6.4
I.6

48.2 426.0 27.5 51.5 475.6

9.9 125.0 5.9 23.3 162.0
11.0 160.1 9.8 10.6 172.8

61.4 715.8 1,241.0 937.4 386.3
55.1 1,26.2 1,128.5 652.9 200.5

17.5 430.5 524.6 195.5 57.5

12.6 208.0 297.6 215.2 55.7

15.1 256.4 255.2 123 . 57.1
12.1 S91.5 251.1 119.7 52.4

14.4 558.9 281.4 63.1 78.6

5.7 97.2 112.7 23.2 52.5

33.4 1,208.6 244.5 1,286.4 910.2
33.0 1,557.4 216.3 934.4 292.4

5.5 430.5 61.0 517.3 107.1

10.3 560.4 42.9 204.4 81.4
7.0 421.2 46.1 198.8 54.5

10.2 545.5 66.5 213.9 49.6

7.8 428.1 69 8 224.5 70.1
9.8 477.2 69.1 250.0 41.4

72.7 1,122.0 16169.9 480.4 2,374.9
45.7 1,019.3 1,419.9 349.6 1,075.0

12.9 264.4 S61.8 57.6 207.3

9.0 550.6 314.5 144.9 227.5
12.5 271.9 428.6 91.4 529.5
11.4 152.4 315.0 55.7 510.7

21.4 290.5 515.5 17.9 551.8
9.6 100.9 90.2 15.7 159.2

4.8 649.1 38.7 68.7 32.5
14.3 759.9 133.5 111.9 35.5

2.0 175.8 18.8 50.

4.9 237.6 59.9 50.0
4.5 218.8 51.9 17.6 15.8

2.9 127.6 42.9 14.0 19.7

2.2 210.8 30.4 6.5 51.0

1.1 70.1 7.6 6.5 18.6

2.9 79.9 10.7

251.6
78.2
75.7

872.0
959.4
215.0
211.9
220.5
212.2

207.2
58.5

636.2
700.9
199.5
147.6
142.7
211.1

160.1
167.6

359.9
65.1
41.0

7.6
12.1
4.4

10.7
6.1

56.6
79.1
18.S
18.9
21.1
20.8

85.1
27.7

5.8

26.5 568.6 153.6 44.5 2,189.4
16.5 115.9 46.5 29.4 744.5

14.5 122.4 42.4 24.8 747.7

37.3 3,024.1 152.5 133.4 8,849.3

260.0 3,041.8 868.4 86.1 9,448.0
84.0 756.8 180.9 52.1 2,506.9
64.5 755.8 246.2 27.4 2,306.7
55.6 695.4 157.0 12.0 2,059.2

76.1 655.8 504.5 14.6 2,584.2

98.4 982.2 452.6 S2.6 2,817.0

47.2 570.9 79.2 6.6 929.0

93.5 2,785.3 135.4 316.0 89020.1
315.0 1,948.9 385.9 374.1 6,961.7

64.8 562.6 106.6 75.2 1,960.4

108.4 560.4 126.5 121.3 1.808.0
71.1 419.9 80.2 92.5 1,579.4
71.5 406.0 72.8 87.5 1,615.9

149.6 490.9 97.7 69.7 1,825.5

145.7 387.2 102.7 65.0 1,7S6.1

142.2 3,042.0 104.6 104.6 9,312.9

143.2 2,148.3 148.2 150.2 6,993.1
36.2 679.7 37.6 35.5 1,816.0
38.9 528.2 39.7 52.7 1,796.9

42.1 464.2 45.8 49.8 1,905.9
26.0 476.2 27.1 14.2 1,474.5

33.5 471.5 62.9 27.9 1,689.2

7.6 247.6 20.4 14.6 686.6

3.4 329.9 112.6 1,353.3 2,698.3
13.6 750.9 125.8 1,102.6 3,174.1

6.7 232.8 62.2 310.5 881.5
5.5 218.8 52.2 288.4 879.5

2.1 162.5 19.1 252.7 752.2

1.5 16.8 12.5 271.0 681.1

118.2 36.0 267.1 841.6
53.2 6.1 159.2 517.5
3.7 5.9 118.8 245.8

Data are unadjusted.
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Selected OECD Countries Trends in Inland Oil Consumption
(Continued)

Thousand b/d

1972 1973 1974 1975 1976

Western Europe (Contiosed)
Belgium/Lunebnosrg (Con-

tin-ud)

Fronce

Italy'

Netherlands

Norway

May
Jun
Jul
Aug
Sep
Oct
Nov
Dec
Annual

Jan
Feb
Mar
Apr
May
Jon
Jul
Aug
Sep
Oct
Nov
Dee
Annual

Jan
Feb
Mar
Apr
May
Ju.
Jul
Aug
Sep
Oct

Nov
Dec
Annual

Jan
Feb
Mar
Apr
May
Jon
J.l
Aug
Sep
Oct
Nov
Dec
Annual

Jan
Feb
Mar
Apr
May
Jon
Jul
Aug
Sep

454 483 419
464 463 376
346 359 339
367 389 352
479 465 479
484 556 534
563 553 427
530 503 542

1,995 2,219 2,094
2,276 2.743 2,523
2,450 2,667 2,389
2,100 2,529 2,249
1,849 2,296 1,970
1,743 1,690 1.915
1,597 1,685 2,103
1,444 1,566 1,703
1,441 1,495 1,506
1,950 1,932 1,996
2,106 2,492 2,045
2,332 2,593 2,260
2,574 2,768 2,492

1,435 1,525 1,521
1,720 1,781 1,755
1,756 1,866 1,760
1,450 1,710 1,579
1,169 1,420 1,421
1,138 1,285 1,349
1.101 1,255 1,314
1,175 1,303 1,368
1,129 1,255 1,287
1.450 1,462 1,527
1,650 1,610 1,569
1,702 1,351 1,580
1,999 1,699 1,753

496 507 444
509 584 468
391 536 522
557 542 438
512 541 530
453 475 432
430 436 427
374 408 415
435 437 414
440 485 440
315 594 472
591 503 440
567 505 433

NA. NA. 143
155
154
124
126
119
141
113
125
151

363
366
288
331
372
442
439
508

1,921
2,190
2,243
1,952
2,202
1,640
1,642
1,491
1. 300

1,785
1 ,914
2,074
2,653

1,468
1,792
1,767
1,558
1.50
1,174
1, 289
1.254
1,105
1,465
1,679
1,449
1,600

412
399
430
379
474
390
403
354
364
412
440
419
494

150
142
171
137
149
145
130
120
140
161

2,449
2,484
2,370
2,107

1,622
1,618

1,748
1,713
1,621
I,409
1,238

480
542
543
443

161
180
182
142
147
153
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Selected OECD Countries Trends is Inland Oil Consumption
(Continued)

Thousand b/d

Western Europe (Continued)
Norway (Continued)

Spain

Sweden

United Kingdom

West Cermany

Oct
Nov
Dee
Annual

Average
Juu
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
De-
Annual

Average
Jan
Feb
Mar
Apr
May
Juu
Jal
Aog
Sep
Oct
Nov
Don
Annual

Average
Jan
Feb
Mar
Apr
May
Jon
JlW
Aug
Sep
Oct
Nov
Dec
Annual

Average
Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Odt
Non
Dee

1972 1973 1974

161
174
1SO

471 581 626
483 539 610
508 568 639
461 564 571
447 537 595
444 523 620
472 530 608
457 466 630
462 667 617
477 576 636
459 669 677
530 646 653
515 681 650

N.A 533 490
603 521
555 415
540 427
506 441
524 495

, 420 464
.... 387 423

455 463
492 516
656 553

. 645 568
618 581

1,954 1,974 1,857
2.121 2,515 2,045
2,401 2,313 2,127
2,249 2.271 2,133
2.027 2,038 1,899
1.631 1,939 1,704
1.745 1,697 1,545
1,519 1,637 1,531
1,527 1,615 1,513
1,703 1,727 1,663
1,959 2,150 2,049
2,194 2,558 2,108
2,132 1,906 1.983

2,521 2,993 2,408
2,545 2,868 2,556
2,803 2.50 1,969
2,525 2,707 2,173
2,347 2,890 2,539
2,335 2,546 2,403
2,632 2,674 2,414
2.188 2,196 2,548
2,444 2,738 2,476
2,487 2,618 2,473
2,522 2,969 2,613
2,667 2.883 2,432
2,783 2,481 2,261

1975

162
181
162

667
720
682
625
688
622
610
624
584
667
713
706
735

478
511
547
479
532
392
511
382
459
503
462
446
539

1,613
1,981
1,936
1,731
1,826
1,482
1,414
1,322
1,208
1,502
1,704
1.723
1,821

2,319
2,183
2,455
2,234
2,431
2,253
2,106
2,319
2,360
2,309
2,328
2,361
2,502

1976

758
785
770
742
685
721

564
529
539
450
397

1,707
1 896
1,907
1.744
1, 440

2,459
2, 490
2,742
2,332
2.314

Inclding bunkers, refi-ey Juel and loss-
5
Encludlng crude oil b-ned directly and LPC

aPrincpal pducts only.
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Selected OECD Countie,: Ol Stokn
Thousand Barrels, End of Month

1973 Sep
1974 Jan

Feb
Mac
Apr
May
Jon
J.l
Ang
Sep
Oct
Nor
Dec

1975 Jan
Feb
Mac
Apr
May
Jon
Jul
Aog
Sep
Oct
Non
Dec

1976 Jan
Feb
Mac
Apr
May
Jon
J.l

United
State, '

893,130'
667.706'
950,525'
848,633'
865,539'
907,949'
927,934'
943,833'
950,653
961,857
970,016
974,058
955,173
923,129
920,2a5
904,415
904,807
923,612
892,185
996,123
914,987
943,898
954,149
959,742
941,303
909,537
855,570
896,676
673,000
866,31
893,284
918,754

Japan Canada Austria Belgium Denmark France Ireland Italy

306,000 113,193 N.A. N.A. 30,996 194,122 5,555 N.A.
N.A. 125,299 9,833 34,378 27,9U4 175,470 5,555 153,402
N.A. 117,811 7.750 34,018 25,017 174,594 5,490 N.A.

260,000 116,060 7,234 32,011 23,623 174,689 5,227 131,707
N.A. 119,981 8,359 25,404 25,849 171,229 6,037 143,876
N:A. N.A. 9,527 21,250 25.426 N.A. 5,920 145,628

331,000 N.A. 9,811 23,944 25,010 195,976 3,015 152,731
N.A. 131,553 10,454 31,375 28,025 N.A. 6,190 163,922
N.A. 143,060 9,694 36,150 29,310 214,868 6,658 154,351

365,000 148,305 10,278 39,208 31,697 242,433 6,439 167.163
N.A. 144,702 9,278 37,011 34,507 238,630 6,504 177,310
N.A. 143,570 9,519 38,916 31,609 247,594 6,139 170,039

330,000 142,235 9,490 38,529 53.390 239,462 7,453 169,710
326,000 136,590 N.A. 40,406 353,609 230,271 7,702 N.A.
311,000 127,805 N.A. 39,318 33,726 221,161 7,694 139,744
286,000 13,805 N.A. 38,902 31,208 215,365 7,439 N.A.
296,000 131,547 N.A. 35,274 28,923 200,881 6,928 N.A.
313,000 140,469 N.A. 36,610 31,076 205,459 7.388 N.A.
309,000 140,617 10,257 36,704 34,566 203,831 7,665 169,776
324,000 140,199 10,154 39,457 35,351 209,276 7,380 167,696
342,000 147,653 9,293 41,858 58,894 228,906 7,928 169.937
340,000 147,959 8,913 41,420 40,844 223,942 7,599 N.A.
369,000 139,309 8,322 43,004 41,442 224,636 7,826 N.A.
350,000 143,171 8,694 45,742 39,902 215,839 7,300 164,162
322,000 138,462 7,329 40,194 40,325 195,998 7,081 N.A.
309,000 128,356 6,877 38,508 39,223 182,887 6,825 N.A.
287,000 124,814 7,015 36,296 35,463 171,309 6,753 N.A.
287,000 N.A. N.A. N.A. N.A. N.A. N.A. N.A.
279,466 N.A. 6,957 30,836 32,047 164,148 7,037 141,992

N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A.
N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A.
N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A.

Smitore' United West
%onray Portugal Spain Sweden lnd Turkey Kingdom Germany

8,045 7,125 N.A. 43,398 26,514 N.A. 152,621 172,010
7,928 5,220 35,004 30,427 25,871 6,964 133,444 160,622
8,446 5,745 40,449 37,668 25,995 N.A. 131,239 149,190
7,607 6,446 42,617 37,267 25,966 N.A. 131.743 156,001
9,176 7,840 47,414 39,128 26,382 9,979 134,816 165,549

10,373 6,782 49,326 39,311 26,010 9,432 145,277 153,592
11,373 7,278 47,662 39,493 26,010 11,811 156,249 156,519
10,476 7,307 50,217 43,034 26,966 9,446 167,637 170,827
10,549 7,380 53,042 46,173 27.667 11,826 168,944 170,404
11,592 6,650 52,399 46,545 29,324 10,023 174,988 177,456
10,541 7,264 53,538 47,915 29,309 12,527 175,237 197,968
9,753 7,169 54,524 47,414 29,689 10,016 170,440 182,595
9,410 6,847 51,772 44,421 29,244 10,476 165,053 179,938
8,651 6,344 N.A. 43,727 29.025 N.A. N.A. N.A.
8,493 5,920 N.A. 40,624 26,857 N.A. N.A. 163,987
9,673 6.110 50,611 39,785 26,928 N.A. N.A. 154,665
9,900 5,950 N.A. 35,551 26,995 N.A. N.A. N.A.
8,989 5,424 N.A. 35,697 27,039 N.A. N.A. 147,321
9,789 3,928 48,633 34,675 27,652 N.A. 147,949 161,520

11,753 5,665 48,603 36,756 27,879 N.A. 145,219 155,118
11,933 5,117 53,202 37,851 28,828 N.A. 154,541 158,468
10,987 6,446 51,677 40,114 29,623 N.A. 152,957 184,267
12,651 6,548 N.A. 41,720 30,434 N.A. 150,299 188,165
12,943 7,366 51,166 42,669 31,091 N.A. 146,891 189,683
11,614 8,541 50,201 43,180 29,762 N.A. 158,941 186,668
12,410 S5533 489728 42,742 29,200 N.A. N.A. 194,829
10,198 5,920 43,523 42,012 28,733 N.A. N.A. 186,179
9,570 7.234 N.A. 37,668 27,528 N.A. N.A. 175,483

10,811 5,453 N.A. 37,449 27,718 N.A. N.A. 175,054

1973 Sep
1974 Jan

Feb
Mar
Apr
May
Jon
Jol
Aog
Sep
on

Nor
Dec

1975 Jon
Feb
Moe
Apr
May
Jon
Jul
Aug
Sep
Oct
Nov
Dec

1976 Jan
Feb
Ma,
Apr

Lanem-
bhurg

469
475
423
394
350
350
343
460
416
402
380
423
431

N.A.
1,929
1,747
N.A.
N.A.

2,104
2,104
N.A.
N.A.

2,154
2,153
2,044
2,015
1,891
1,892
1,876

Nethe.
Iands I

N.A.
22,842
22,893
21,812
22,294
22,404
22,477
22,550
22,462
22,484
22,542
22,491
22,506
22,542
17,994
17,896
17,995
17,994
17,995

N.A.
N.A.
N.A.
N.A.
N.A.
N.A.
N.A.
N.A.
N.A.
N.A.

'Seurce: Ame-i-n Pedmleom Instistoe. Incloding majnr prodocts only.
' Estimated.
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OECD Oil Consumption
Million b/d

1st Qte 2d Qtr 3d Qtr 4th Qte

1972 36.2 30.9 30.8 37.1

1973 38.8 34.2 34.0 38.6

1974 36.3 33.1 33.2 36.8

1975s 35.5 31.7 31.5 35.1

'Excludiog Australia and New Zealand. Except for the United
States, euclding boker, refinery fue, and lotrs.

Estimated.

Western Europe: Oil Spot Market Pricer
1974-76

US $ per Barre

F.O.B. Botterdum F.O.B. Italy'

Heavy Fuel Oil Henry Fuel Oil

l% 3.5 G-asoline 1% 3.5!6 Ga-olin

Salofr Sulfur Gas Oil (Premium) Sulfur Sulfur GC Oil (Premium)

1974
Jan 17.92 12.95 18.45 18.33 17.08 15.48 17.38 17.79

Feb 13.24 12.12 13.72 19.07 13.24 12.22 12.52 18.38

Mar 10.90 10.25 13.22 21.87 11.30 10.94 11.98 21.61

Apr 10.05 9.37 11.17 21.10 9.91 9.22 10.12 2051

May 10.28 10.12 12.26 20.57 9.94 9.53 11.42 19.19

Jun 10.12 9.62 11.88 17.17 9.86 9.29 11.24 16.61

Jul 9.77 9.22 12.38 14.71 9.58 9.12 11.86 14.17

Aug 9.71 9.06 12.24 13.61 9.40 8.98 12.05 12.86

Sep 10.13 9.43 12.41 13.44 9.85 9.59 11.986 12.31

Ocr 10.68 9.68 12.32 12.89 9.986 9.54 11.82 11.84

Nov 11.12 10.35 11.96 13.15 10.46 10.28 11.47 11.78

Dec 11.46 10.31 12.71 13.73 10.45 10.05 11.76 12.62

1975
Jan 12.13 10.42 11.60 14.07 10.55 10.15 11.38 13.10

Feb 11.90 10.41 10.92 14.18 10.56 10.20 10.84 13.20

Mar 11.88 10.64 11.02 14.35 10.61 10.38 10.92 13.40

Apr 11.54 10.24 11.83 15.08 11.02 10.60 11.30 14.09

May 10.66 9.71 12.74 16.06 10.56 10.43 11.99 15.57

Jun 9.64 9.08 14.14 16.72 9.62 9.46 13.43 16.18

Jo) 9.27 8.65 13.18 15.27 . 8.84 8.51 12.84 15.24

Aug 9.35 8.69 14.62 14.95 8.71 8.08 13.80 14.67

Sep 9.38 8.52 15.41 14.85 8.88 8.30 14.98 14.02

Oct 9.14 7.986 15.70 15.27 8.98 8.06 15.37 14.55

Nov 9.58 8.37 14.75 15.88 8.99 8.26 14.38 15.30

Dec 9.87 8.65 14.06 16.39 8.99 8.81 13.94 15.88

1976
Jao 10.21 9.53 13.83 16.35 9.56 9.35 13.61 15.57

Feh 10.54 9.99 13.68 17.16 10.15 9.78 13.48 16.58

Mar 10.43 10.01 13.86 17.79 10.13 9.81 13.69 17.29

Apr 10.46 9.50 14.08 19.01 10.31 9.55 13.78 18.10

May 10.49 9.57 14.01 19.38 10.19 9.74 13.90 18.37

Jun 10.24 9.62 14.16 19.34 10.04 9.91 14.01 18.42

2 Jul 10.22 9.63 13.87 18.99 10.00 9.93 13.83 18.34

9 Jul 10.26 9.59 13.65 18.88 10.00 9.93 13.87 18.22

16 Jul 10.34 9.59 13.80 18.52 10.07 9.96 13.80 17.81

23Jal 10.56 9.59 13.97 18.22 10.07 9.96 13.83 17.57

30Jul 10.83 9.70 14.40 18.22 10.07 9.986 13.77 17.34

6 Ag 10.86 9.78 14.53 18.22 10.07 9.96 14.08 17.34

13Aug 10.93 9.83 14.43 18.17 10.15 9.986 14.15 17.28

20 Aug 11.49 9.986 14.45 18.05 10.52 10.00 14.27 1709

27 Ang 11.57 10.04 14.38 17.69 10.52 10.00 14.30 17.07

'Barge lot-minimum 3,500 barre.
Crgo lot-minimum 130,000 barre.
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Selected Developed Countries Retail Petroleum Product Prices

US Cents per CGllon

Regular Premium
Gasoline Cas.line Diesel Fuel

Price' Tas Price' Tan Price' . Ta.

Italy
2

1973 -Oct so 61 85 62 43 21
1974 -Jun 113 72 119 75 62 29
1975 -Jan 131 90 137 93 62 29

Juo 131 90 137 93 65 30
1976 -Jn 137 90 144 93 67 29

Mar 160 100 183 121 71 30

West Germuny
1973 -Oct 104 75 116 76 105 71
1974 -Jun 127 77 138 79 129 73
1975 -Jun 120 78 130 79 127 71

Jon 123 79 133 79 127 71
1976 -Jun 131 78 140 79 131 74

Mar 131 78 140 79 131 74

United Kingdom
1973 -Oct 57 36 59 36 59 36
1974 -Jun 85 44 8 44 87 44
1975 -Jan 112 44 116 44 89 44

Jun 112 44 116 44 87 44
1976 -Jan 119 60 122 61 98 43

Mar 119 60 122 61 96 43

Japan
1973 -Oct 63 37 96 37 49 19
1974 -Jun 128 44 141 44 70 19
1975 -Jan 128 44 141 44 76 19

Jun 138 44 151 44 80 19
1976 -Jan 141 44 154 44 86 19

United Stole
1973 -Oct 40 12 44 12 23 12
1974 Jun 55 12 59 12 36 12
1975- Jn 53 12 57 12 50 12

Jun 57 12 61 12 51 12
1976- Jn 58 12 63 12 53 12

France'
1973 -Oct 101 75 110 79 70 45
1974 -Jun 131 73 142 78 64 44
1975 Jan 137 78 149 96 94 49

Jun 137 78 149 86 91 49
1976- Jn 143 78 154 83 101 50

Mar 143 78 154 83 101 50

'Including taW.
'Goveroment prce ceilings in effect.
IRBitih Columbia.
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OPEC Countries- Crude Oil Prices
US t per Barrel

3d Qtr 1975 4th Qtr 1975 Jan-May 1976 Jun 1976 Jul 1976

Operating Direct Operating Direct Operating Direct Opmerating Direct Operating Direct

Cospany Sales Csopuny Sales Cospuny Sales Cospany Sales Conpany Sales

CostI Price
2

Cost Price Cost Price Cost Price Cost Price

OPEC -verageO 10.44 10.74 11.41 11.75 11.44 11.75 11.42 11.74 11.47 11.79

Saudi Arabia
ighti34- API 1.70% sulfur 10.24 10.46 11.27 11.51 11.27 11.51 1.27 1.51 11.27 11.51

Berri39-AP1 1.16% sulfur 10.98 11.11 11.62 11.87 11.62 11.97 11.62 11.87 11.62 11.S7

Heavy 27API 2.5% sulfur 10.05 10.27 10.90 11.14 10.90 11.14 10.92 11.04 10.82 11.04

Mediuml3-AP12.40% sulfur 10.16 10.38 11.09 11.33 11.09 11.S3 11.05 11.28 11.05 11.28

iron
light34-APl 1.35% sulfur 10.45 10.67 11.40 11.62 11.40 11.62 1.40 11.62 11.40 11.62

Heavy31-API 1.60% saIlfr' 10.23 10.45 11.28 11.50 11.21 11.43 11.11 11.33 11.11 11.35

Iraq 35-AP1 1.95% sulfr 10.29 10.50 11.21 11.43 11.44 11.44 11.44 1.44 11.47 11.47

Nigeria 34-AP1 0.16% sulfur 10.92 11.35 12.11 12.51 12.50 12.77 12.50 12.80 12.70 13.01

UAE39 API0.75%sulfur 10.54 10.87 11.62 11.92 11.62 11.92 11.62 11.92 11.62 11.92

Ku-ait3l-API2.50% sulfur 10.15 10.36 11.15 11.30 11.15 11.30 11.09 11.23 11.08 11.23

fibya40 API0.22%sulfur 11.00 11.20 12.09 12.32 12.06 12.32 12.08 12.32 12.34 12.62

Veezu la26-AP1 1.52% sulfur 10.42 N.A. 11.19 N.A. 10.96 11.16 11.02 11.22 11.12 11.2

Indoneia 35- API 0.09% sulfur 10.45 12.60 10.65 12.80 10.65 12.90 10.65 12.80 10.65 12.90

Algria42-API0.10%sulfur' 11.63 11.75 12.62 12.75 12.91 12.91 13.00 13.00 13.10 13.10

Qatar40AP1 1.17% sulfur 10.09 11.17 11.54 11.95 11.54 11.65 11.54 11.95 11.54 1.65

Gabon29 API 1.26% clafr 9.23 10.50 10.29 11.55 10.29 11.55 10.29 1.55 10.29 11.55

Ecuador2S-AP10.93%sulfur 10.41 11.70 10.91 11.46 10.91 11.46 10.91 11.46 10.91 11.46

Total acreag f.o.b. costs paid by preent or former cooces.lonalrs.

PF.o.b. pices set by the govroment for di&e sals and, i most oses, fol the prducing company buy-back oil.

sWdighted by the volume of production.

'Weghted averages for coot and price data for Jan-May period: 911.29 and 111.50 as of I J.. 1976 and 111.16 and S11.40 us of 14 Feb

1976.
Wrighted average for pice data fur Jan-May period: 12.75 fur lst Qtr aud 912.90 for 2nd Qtr.

Weighted average far cost and pdre data for Jan-May perlod: 910.92 and $11.12 for Ist Qtr and $11.02 and 911.22 fur 2nd Qtr.

7Weighted acerage foe cost and pice data for Jan-May peiod: $12.65 for Ist Qtr and 113.00 for 2nd Qtr.
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USSR: Crude Oil Production'
Million b/d

1970 6.98
1971 7.44
1972 7.88
1973 ' 8.42
1974 9.02
1975 9.63

1st Qtr 9.40
2d Qtr 9.56
3d Qtr 9.70
4th Qtr 9.86

1976
J.. 9.b5
Feb 9.98
Mar 10.18
Apr 10.05
May 10.05
Jun 10.12
Jul 10.19

'Eucludes output of natural gas liquids (about 115,000 b/d in
1970; 145,0S0 b/d in 1971; 190,000 b/d in 1972; 210,000 b/d in
1973; 230,000 b/d in 1974; aod 240,000 b/d in 1975.

USSR: Regional Producton of Crude Oil '
Million b/d

Total
Usals-Volga
West Siberia
Central Asia
Azesbaydohan SSR
Nurth Caucasus
Ukbaioian SSR
Eunsi ASSR
beyl.usuian SSR
Fat East
Othes

1970 1971 1972 1973 1974 1975'

6.98 7.44 7.88 8.42 9.02 9.6
4.10 4.20 4.25 4.36 4.35 4.4
0.62 0.89 1.25 1.75 2.30 2.9
0.60 0.67 0.70 0.75 0.90 0.8
0.40 0.39 0.33 0.35 0.34 0.5
0.70 0.70 0.69 0.55 0.55 0.3
0.27 0.29 0.29 0.27 0.25 0.2
0.11 0.12 0.12 0.14 0.15 0.2
0.09 0.10 0.11 0.14 0.15 0.2
0.05 0.05 0.05 0.05 0.05 0.1
0.05 0.05 0.00 0.06 0.09 Negl.

' Ecludes natural gas liquids (about 115,000 b/d in 1970; 145,000 b/d in 1971; 190,000 b/d in 1972;
210,000 b/d in 1973; 230,000 b/d in 1974; and 240,000 b/d in 1975).
' Pselisminary.

USSR: Imports ol Oil

Tbousad b/d

Total
Middle East

Egypt
Iraq
Other

1970 1971 1972 1973 1974 1975

90 130 180 290 118 10

40 40 20 4 3 5
.... .... o0 220 78 109
50 00 50 86 29 37

80-939 0 - 77 - 20
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USSR: Exports of Oil
Thousand b/d

1970 1971 1972 1973 1974 1975

Total 1,929 2,119 2,149 2,390 2,340 2,900
Other Communist ountries 1,010 1,110 1,200 1,350 1,440 1,530

Eastern Europe 805 895 975 1,100 I180 1,260

AMia 30 25 20 20 30 40
Cual 120 130 140 150 155 160
Yugoslavia 55 60 65 s0 75 90

Fr World countries 910 1,000 940 1,030 900 1,050
North America 5 10 30 20 15

C...da. 3 5
Uited States 5 . 10 30 17 10

Westeen Eueope 760 830 015 880 750 880
Finland 155 170 170 200 180 175
Feance 50 90 60 105 30 70

Italy 205 180 170 175 135 135
Netherlands s0 35 50 65 60 60
Sweden 95 90 90 65 60 70
Went Germany 125 120 125 115 125 150-

Other 100 145 150 155 160 220
Nearad Middle East 60 60 50 50 50 45

Egypt 30 52 s0 7 4 5
Greece 20 20 18 16 20 38
Other 10 8 2 7 6 2

Africa 25 50 35 35 23 20
Ghana 10 12 13 12 6 5
Moroccn 14 17 19 19 13 13

Other I 1 5 4 4 4
Asia 60 80 30 55 52 60

India 5 10 8 10 20 25
Japao 54 66 20 41 25 26
Other 1 4 2 4 7 9

Latin America .... .... .... .... 25 30
Braoil .... .... .. 25 50

USSR: Oil Consumption
Million b/d

1970 5.15
1971 5.46

1972 5.92
1973 6.35
1974 6.79
1975 7.20
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USSR: Natural Gas Production
Million cm/d

1970 542.3
1971 581.9
1972 604.9
1973 647.5
1974 713.8
1975 792.6

Itt Qtr 793.3
2d Qtr 765.9
3d Qtr 764.1
4th Qtr 847.8

1976
Jan 871.0
Feb 983.1
Mar 883.9
Apr 870.0
May 839.0
J.n 836.7
Jul 845.2

USSR: Regional Production of Natural Gas
Million cm/d

1970 1971 1972 1973 1974 1975'

Total 542.3 581.9 804.9 647.5 713.8 792.6
CentralAtia 131.7 148.1 162.8 196.0 226.0 257.4
Ukrainian SSR 166.8 177.0 184.1 186.6 187.2 188.0
North Caucasus 104.8 99.1 82.1 70.8 68.0 65.1
West Siberia 26.5 26.5 31.1 45.0 67.7 103.0
Kosi ASSR 17.0 27.5 36.4 38.2 46.7 48.1
Aarrbaydohan SSR 15.0 15.9 18.7 22.9 24.9 27.2
Urals-Volga and other producing

regions in the RSFSR 80.5 87.8 89.7 88.0 93.3 103.8

Preliminary.

USSR: Natural Gas Trade
Million em/d

1970 1971 1972 1973 1974 1975

Enports 9.0 12.5 13.9 18.7 38.5 57'
Eastern Europe 6.4 8.6 9.4 13.3 23.4 31

Bulgaria .... .... .... .... 0.8 N.A.
Czechoslovakia 3.7 4.5 5.3 6.5 8.9 NA.
EastGermany ... .... .... 2.1 7.9 N.A.
Poland 2.7 4.1 4.1 4.7 5.8 N.A.

Wester Eruope 2.6 3.9 4.5 5.4 15.1 26
Austria 2.6 3.9 4.5 4.4 5.8 N.A.
Finland .... .... .... .... 1.2 N.A.
Italy .... .... ... .... 2.2 N.A.
West Germany .... .... .... 1.0 5.9 N.A.

Imports 9.7 22.3 30.2 31.3 32.7 34
Afghanistan 7.1 6.9 7.8 7.5 7.8 8
Iran 2.6 15.4 22.4 23.8 24.9 26

' Preliminary.



312

USSR: Co-sumption of Natural Gas
Million cms/d

1970 543.0

1971 591.7

1972 621.2

1973 660.1

1974 708.0

1975 (st.) 769.6

Eastern Europe: Oil Production and Consumption
Thousand l/

1970 1971 1972 1973 1974 1975

Production 394 393 404 409 417 421

Bulgaria 7 6 5 4 3 3

Czechoslovakia 4 4 4 3 3 3

East Germany I I I I I 1

Hungary 39 39 40 40 40 40

Poland 6 8 7 8 11 9

Romania 268 276 293 286 290 292

Yugosla-io 57 59 64 67 69 74

Consumption 1,236 1,385 1,525 1,797 1,822 1,977

Bulgaria 179 209 219 244 262 294

Czechoslovakia 207 236 256 294 308 330'

East Germany 191 209 272 293 297 332'

Hungary 128 145 163 179 196 204

Poland 170 192 214 266 259 290

Romania 207 227 239 270 276 310'

Yugoslavia 154 168 163 251 234 237

: Estimated.
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Eastern Europe: Oil Trade'
Thousand b/d

1970 1971 1972 1973 1974

Crude Oil
Imports 879 1,013 1,171 1,401 1,445

USSR 679 800 921 1,044 1,118
OPEC 102 117 107 233 270

Iraq 40 53 28 53 96
Iran 62 64 71 94 63
Algeria . 6
Libya Negl. 2 4
Kuwait .... 4
OthesOPEC 8.... 2' 112'

Other Non-OPEC 98 96 143 124 57
Belgium .... .... .... .... 6
West Germany .... .... .... 6 4
Netherlands ... ... 2
Syria Negl. 7 3 Negl.
France . 7 1
Other 98 89 132 115 45

Petroleum products
Imports 165 152 196 175 176

Bulgacu 59 51 47 47 48
Cecholovakia 22 20 21 26 27
East Germany 2 4 3 Negl. 2
Hungacy 19 15 13 19 17
Puland 46 42 47 62 60
Yugmlaoia 17 17 19 22 22

Exporss 193 173 200 182 216
Corchosl-caki. 15 1 20 13 IS
East Germany 19 14 29 29 35
Hungary 17 7 11 10 7
Poland 26 21 34 27 24
Roumaia 107 107 102 99 130
Yugolavia 9 6 4 4 5

'Crude oil rxports ae negligible.
'Including data that cannot be distributed by country of origin.

Eastern E.urpe: Natural GCs Prnduction and Consumption
Million cm/d

1979 1971 1972 1973 1974 1975

Pruduction 101.86 111.93 122.62 134.99 140.20 144.22
Bulgaria 1.30 0.90 0.60 0.61 0.49 0.40
Czechosloakia 2.22 2.11 1.91 1.73 1.64 1.64
East Gemany 3.38 7.67 13.70 19.19 21.92 21.92'
Hougary 9.50 10.15 11.26 13.21 13.96 14.24
Poland 14.20 14.75 15.95 16.51 15.72 16.29
Rumania 68.59 73.20 75.93 90.10 92.51 85.49'
Yugmla-ia 2.68 3.15 3.40 3.64 3.96 4.25

Consumption 108.48 120.46 131.74 149.10 161.99 169.13
Bulgaria 1.30 0.90 0.60 0.61 1.33 1.76'
C-ebhlocakia 5.70 6.32 6.85 7.99 9.01 9.85
East Germany 3.62 7.97 13.70 21.34 29.70 30.95'
Hungury 10.05 10.72 11.91 13.76 14.51 14.79
Poland 16.95 18.83 20.06 21.19 21.52 22.57
Romauia 68.03 72.65 75.38 79.57 81.95 84.96'
Yugmola-i 2.63 3.07 3.34 3.64 3.96 4.25

'Estimated.



314

Eastern Europe: Natural Gus Trade
Million om/d

1970 1971 1972 1973 1974 1975

Imports 7.46 9.50 10.02 13.92 22.34 25.44

Bulgaria .... .... .... .... 0.84 1.50
Coechslocakia 3.72 4.55 5.36 6.53 7.37 8.21

East Gercaoy 0.44 0.30 NegI. 2.16 7.78 9.03

Husgary 0.55 0.57 0.55 0.55 0.55 0.55

Poland 2.75 4.08 4.11 4.68 5.80 6.29

Eupoets 0.84 0.97 0.93 0.80 08.5 0.53
Carchosl-akia 0.24 0.34 0.52 0.27 Negl.

Romania 0.55 0.55 0.55 0.53 0.56 0531

Yugoslavia 0.05 0.08 0.06 Negl.
0.84 0.97 0.93 0.80 0.56 0.53

' Estimated.

PRC Oil Produetion, Consumpti-o, and Trade
Thousand b/d

1970 1971 1972 1973 1974 1975

Crude Oil Production

570 730 860 1.090 1,310 1,620

Oil Consumption

500 630 740 920 15030 N.A.

Oil Trade

J apan ' Philippines' Thuilaud'

Crude Esports
1973 20
1974 80 4.66
1975 156 10 6.24

Thoilaud' North Kora North Vietoas

Eaports of Products
1970 ,,,, 10 20
1971 .. 10 20

1972 10 20

1973
1974
1975 1.S ....

'Data sepr-eot cootructs, not a11 of which was delivered.
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PROSPECTS FOR NoN-OPEC OIL IMPORTS

(By David M. Lindahlt and Clyde Mark*")

INTRODUOTION

One of the most important effects of the Arab Oil embargo of 1973 was the
increased awareness in the United States that dependence on foreign producers of
oil could have devastating effects on the U.S. economy. That awareness has
evolved into resolution to reduce U.S. vulnerability to similar oil cutoffs in the
future. Numerous policy options have been proposed and some have been enacted
into law. The Energy Policy and Conservation Act of 1975 (P.L. 94-163) requires
the establishment of a national strategic petroleum reserve to absorb the supply
shocks of another embargo or some other restriction. The amount stored could be
as large as one billion barrels and could provide the equivalent of -up to six months
of oil imports. A program of this type, however, has associated disadvantages in-
cluding high capital cost of acquisition and storage, reluctance by OPEC export-
ers to supply oil that might be used to thwart their future actions, and the re-
mote location of the stored oil in salt domes off the Gulf Coast.

An alternative to the stored reserves, or possibly a supplement to it, is the estab-
lishment of long-term supply arrangements with non-Arab non-OPEC oil produc-
ers. It has been proposed that such a system would save the U.S. great expense
because not as many storage facilities would have to be built, even though the
oil acquisition cost would probably be at world market levels. The reliability of
the supplier, however, would obviously have to be high in order to guarantee a
comparable level of security. The following, therefore, is an examination of the
prospects for oil exports in non-Arab, non-OPEC countries around the world and a
discussion of their inclination to sell their oil exports to the United States on a
regular basis.

CANADA

Canada has nearly 10 billion barrels of crude oil reserves. The Athabasca sands
contains an additional 250 billion barrels but only a small amount -(100,000 b/d)
is currently being produced because of technical and economic limitations. Re-
cent developments in Canada's most promising oil areas in the Arctic and off its
East Coast have been very disappointing. Because of these and other production
problems the Canadian Government has acted to reduce and finally to eliminate
exports of oil to the United States in the early 1980's.

In the past, Canada exported oil from its Alberta fields to the Western and
upper Midwestern states and used that revenue to subsidize imports to its Mari-
time Provinces in the East. Canada is constructing a pipeline to serve its eastern
consumers with its western production and in March 1973 announced export con-
trols that would prevent oil shipments to the United States after 1982. Oil that
in previous years would have been exported to the United States will now be
used in Canada. This will substantially reduce Canada's need to import foreign
oil, although falling production rates (-12% in 1975, -6% in 1976) may mean
that the Alberta fields are nearing exhaustion and that Canada will be a net im-
porter in 1976 rather than an exporter. Production in 1974 was 1.8 million b/d,
1.4 million b/d in 1975, and will probably be less than 1.4 million b/d in 1976.
This could lead to a deficit in Canada's 1976 oil trade of as much as $2 billion.
Imports in 1976, despite the eastward transfer of 250,000 b/d of western Canadian
oil, are expected to average 890,000b/d. While domestic production is declining,
demand is expected to rise 17% in 1976 to 1,074,000 b/d.

In October 1973, Canada imposed an export tax on U.S.-bound oil to balance
the higher costs of its imports, which amount to half of total consumption in
1975. In November 1974, Canada announced that exports would be reduced in
annual increments and ended by 1983. The "Canada first" policy was intended to
make Canada self-sufficient, and to end both exports and imports, but that policy
currently is being reassessed. It is expected that "self-reliance" may replace "1self-
sufficiency" as Canada's goal and that Canada may become somewhat more flex-
ible on the export-import question if it can balance its energy budget.

*Analyst, Environment and Natural Resources Policy Division, Congressional Re-
search Service, Library of Congress.

*"Analyst, Foreign Affairs and National Defense Division, Congressional Researcb
Service, Library of Congress.
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Unless additional reserves are found soon, Canada's prospects for self suffici-
ency in oil will soon deteriorate. Total production will probably decline at least
until 1985 when oil from the Mackenzie Delta Beaufort Sea region is available
to the Canadian market. By 1995 Canadian production could be as high as 3 mil-
lion b/d. Development of the Athabasca tar sands or discoveries of new reserves
in the Canadian Arctic or the Bay of St. Laurence could enable Canada to once
again become a major exporter by the late 1990's. Until then Canada is not likely
to be a reliable source of oil imports for the United States.

What about recent discoveries in east?

Waco0

Of all the non-Arab, non-OPEC oil producing states, Mexico offers the greatest
potential for oil exports to the United States. The recent discovery of the
Reforma field greatly increased proven reserves in Mexico and large additions
to those reserves (already larger than the U.S. reserves, excluding Alaska) are
considered likely. Potential oil-fields, both on land and offshore, are numerous
and Mexico's domestic demand is relatively small. At the time of the Reforma
discovery, Mexico was already self-sufficient. The new production, therefore,
allowing for domestic demand growth, may well be largely exportable. Pemex,
the Mexican national oil company, has said that to maintain a reserves/produc-
tion ratio of 20:1, 11.5 billion barrels of new reserves will have to be found in
the next few years. The Intcrnational Petroleum Encyclopedia 1976 reported
that "this goal could conceivably be met. Pemex believes, largely depending on
three factors: continued success of the present exhaustive exploration program
throughout the country, fast development of new fields, and-long range-elimi-
nation or drastic reduction of oil exports in an attempt to stretch available
reserves."

Mexico increased its oil production 66% between 1971 and 1975 and that
upward trend seems likely to permit increased oil exports. Mexico currently
exports about 130,000 b/d to the United States, Uruguay, Brazil, and Israel.
Pemex, however, has indicated its intention to eventually eliminate crude oil
exports in favor of refined product sales in the international market. If Mexican
oilfields other than Reforma prove to be short-lived and if domestic demand
continues to rise, Mexico could cease to be an exporter as early as 1982. To
prevent that occurrence, Pemex plans to add 20 rigs each year to the 138 currently
working in order to drill 200 exploratory wells per year, an extraordinarily high
number. Future export volume will also depend upon Mexico's need for foreign
exchange, which is currently high, and the size of its oil reserves, which are not
yet fully known. It is possible, however, that exports could be as high as 500,000
b/d by 1981 if Mexican oil developments are as successful as Pemex expects.

Mexico's oil export policy is important not only for its own oil industry but
for the influence it may have on other oil producing states. Future membership
in OPEC is a case in point. Beginning in 1974, Mexican officials suggested that
the country would join OPEC, at least as an observer. In May 1975, President
Echeverria stated that Mexico would become a full member of OPEC. But since
then, the policy has apparently changed with Mexico now saying it would not
join OPEC, although it would continue to follow OPEC prices. Whether or not
the Mexican decision to remain outside of OPEC will have an effect on other
potential members such as Peru or Trinidad and Tobago, for example, is difficult
to determine. It is worth noting, however, that Mexico, in the past, has been a
policy leader in international oil and that it will probably remain one. More
importantly to the United States, it is likely to be the most promising new source
(if foreign oil for the remainder of the century.

TRINIDAD AND TOBAGO

Trinidad has large enough reserves (2.5 billion barrels) to be an oil exporter
for many years. Even though Trinidad and Tobago's 1975 production of 210,526
b/d exceeded its needs of 62,000 b/d, it also imported oil for refining and eventual
export. It imports heavy and sour crudes from foreign sources, primarily Saudi
Arabia, Iran, and Indonesia, for its two major refineries (one owned by the
Government, the other by Texaco) and exports the product, mainly to the
United States. It also exports its own domestic production, mostly as crude oil
which is valued because of its low sulfur content. Most production increases have
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occurred offshore. Most of these fields are considered "major discoveries", but
development has been delayed by technical problems.

The country is trying to increase its production of oil, and consequently its
exports. Because oil is Trinidad and Tobago's most important industry, because
oil provides the largest source of reserve to its treasury, and because it provides
the "seed money" for other development projects, it is doubtful if the country
will reverse its export policy. The heavy emphasis placed by the Government on
energy related developments such as steel, fertilizer, cement, and petrochemicals,
plus limits on production capacity may prevent exports from rising above the
present level of 150,000 b/d.

GUATEMALA

Nearby production north of the border in Mexico's Reforma District and
early exploration efforts indicate that Guatemala could in time become Central
America's second oil-producing nation after Mexico. The large Reforma fields are
on the same geologic trend and appear to indicate potentially large reserves,
although they have not yet been proven. Guatemala currently has no significant
domestic production but its government is anxious to exploit its natural resources.
The inaccessibility of the area, however, will hinder significant development for
at least several years. It is expected to grant 14 concessions of a million acres
each in the near future to replace the present service contracts which have caused
considerable confusion because of overlapping areas. Political stability and a
growing economy seem to favor investment in Guatemala's petroleum industry.

Until its reserves are developed, Guatemala will not be able to meet its do-
mestic demand of 20,000 b/d. The country has been spending $120 million per year
of imported oil, severely straining its economy. The government is anxious to
maximize its oil revenues, and if reserves are large enough Guatemala could
become a significant crude oil exporter by 1980. This would be particularly ad-
vantageous to the United States because Guatemala's Caribbean export terminal
is only 1,250 miles from the refining and petrochemical complexes around Hous-
ton. In addition, the country has historically been friendly to the United States.
Estimates of possible exports on the order of 100,000 b/d could be possible as
early as 1980 if reserves prove to be large and if development soon takes place.

PERU

Peru has relatively modest oil reserves of 2.5 billion barrels. In the early
1970's, Peru had great hopes of becoming a major oil exporter and expected its
Amazon Basin to produce as much as 500,000 b/d. Enough oil was found to build
a major pipeline 852 kilometers across the Andes to the Peruvian coast. When
completed in 1977 at the cost of $1 billion, it will be able to carry up to 500,000
b/d, if production reaches that level.

Discoveries so far have not matched expectations, however, and the current
estimate of oil production potential for the Peruvian Amazon Basin in 1980
is only 130,000 b/d. This has forced changes in export contracts with financial
backers of the pipeline, particularly Japan, to the dismay of the Peruvian Gov-
ernment. Because of the disappointments, many of the service contractors left
Peru, although additional exploratory work is still planned by those remaining.
Even though the exploration results in the Amazon were poor, the new oil will
restore Peru's energy self-sufficiency for the first time since 1933. Offshore pro-
duction has been modest (30,000 b/d), but improvement appears-possible based on
the general attractiveness of the Peruvian Continental Shelf. Peru will probably
be an exporter, but of amounts much less than those anticipated a few years ago.
Exports are not likely to exceed 100,000 b/d for at least the next five years.

COLOMBIA

Colombia's reserves are estimated at 900 million barrels. Colombia has several
favorable geological prospects for new oil finds, but exploration has been limited
because of the low government-controlled prices of domestically produced petro-
leum. Colombia hopes to increase wildcat drilling by a factor of eight and to
have 800 exploratory wells drilled within ten years. To encourage development:
operators are being offered 60-40% service contracts, which are more favorable
to the operators than those that existed before the change in oil policy. Several
important discoveries have been made recently and self-sufficiency may be
achieved within ten years, but the prospects of significant exports during the
same period appear limited.
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Colombia's domestic oil production has been declining in recent years, although

Colombia is still close to being self-sufficient (95% of 1974 demand was met

with domestic production). Three years ago, it was an oil exporter, but its

imports have increased since then. Some projections have placed crude oil

production as low as 75,000 b/d by 1985 (compared to 166,000 b/d in 1975) if
no new reserves are found. Demand is expected to climb to 265,000 b/d by 1985.
which would produce a deficit of 190,000 b/d.

All oil producers in Colombia are required by law to sell their output at un-

realistically low prices (the retail price of gasoline is 13¢/gal.), which provide

the producer little or no profit for reinvestment. Consumer prices in Colombia

are still the lowest in the world, despite recent price increases by the Govern-

ment. In August 1975, Colombian oil selling for $1.64/bbl was increased to

$3.50/bbl for old oil and $5.50-7.00 for new oil. Planned increases in wellhead
prices, moreover, are expected to bring Colombian prices into line with world

prices by 1978. By relaxing oil price controls, the Colombian Government hopes

to encourage foreign oil companies to increase exploration for new reserves and
to develop existing fields.

Brazil has several areas that appear to have the potential to produce oil.

Most of these have not yet been developed because of limited accessibility in

the Amazon Basin and offshore and because the Brazilian Petroleum Law of

1954 excluded private capital in Brazilian exploration and production operations.
The law, which assigned full ownership of the country's oil to Petrobas, the

state-owned oil company, was modified in October 1975 to authorize Petrobas

to seek service contracts with foreign companies. These will be the risk-bearing
type in which the contractors pay all costs and can recover them if commercial

production, as defined by Petrobas, is established. Brazil changed its policy in

the hope that enough new oil would be discovered and eventually produced to

make the country self-sufficient by the end of the decade.

BRAZIL

The Brazilian Government has placed a high priority on increasing domestic

production in order to reduce the need for oil imports, which will cost Brazil

an estimated $4 billion in 1976. Internal consumption in Brazil is expected to

exceed 850,000 b/d in 1976, while production may reach only 174,000 b/d. In

1975 consumption rose by 10% and imports by 13% and it will probably be sev-

eral years before that trend can be reversed. Because of its large population

(100 million) and limited production, it will probably be at least a decade

before Brazil can expect to become self-sufficient. Production by 1980 is not

likely to exceed 350,000 b/d, although a major effort might achieve an output

in the range of 500,000-700,000 b/d. By then, however, demand is expected to

have risen to 1.3 million b/d, leaving a deficit of at least 600,000 b/d in the most

optimistic case. It is unlikely, therefore, that Brazil will soon be an oil exporter.

ARGEN'INA

Argentina is not yet an oil exporter, and it does not expect to be energy self-

sufficient until 1980. The prospects in Argentina on-shore and off its coast are

considered promising and secondary recovery efforts on land are likely to sig-

nificantly increase production. Last year a new onshore oil province was discov-

ered which the Government claimed could, when fully developed, eliminate
Argentina's costly oil imports ($400 million in 1975).

The government-owned oil industry has begun both short-term and long-term

exploration programs for new reserves. A five-year program to find new reserves
in pospective onshore areas has been initiated. A longer range effort is being

directed at the offshore areas of greatest potential. The U.S. Geological Survey

has estimated that the continental shelf off southern Argentina and around the

Falkland Islands could contain 40-200 billion barrels of potentially recoverable

oil. The most immediate offshore prospect, however, appears to be near the island

of Tierra del Fuego at the southern tip of Argentina. The Argentine Government
would like to develop the shelf area around the Falkland Islands, which are

claimed by Argentina but are held by the British. To avoid a sovereignty dis-

pute with Argentina, Britain has refused to grant exploration concessions in the

area, even though they too would like to see it developed.
Argentina is currently 85% self-sufficient, but new discoveries, particularly

offshore, should offset declining production onshore during the next several years.
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Argentina has not indicated whether or not it would permit exports of oil if its
production exceeds its needs. For Argentina to become a major exporter would
require additions to its present proven reesrves, but the potential does exist,
even in the short-term, for modest exports. Argentina's immediate goal, however,
is to become self-sufficient in oil.

In the past, Argentina's state owned oil company, Yacimientos Petroliferos
Fiscales (YPF), dominated the country's oil industry. But the energy statement
issued by the Government in April 1976 modified that policy and, in effect, in-
vited foreign oil companies to join in prospecting for new oil reserves. If Argen-
tina's realistic policy is to seek self-sufficiency with the assistance of foreign oil
companies, there is also a bit of fantasy in the hope that early predictions of
vast oil reserves on Argentina's outer continental shelf will prove true, and that
Argentina will become "another Saudi-Arabia." If the offshore deposits material-
ize, Argentina could become a major exporter, but that possibility remains a
matter of conjecture. Continued political instability may also result in unex-
pected changes in Argentina's oil policy.

BOLIVIA

It is the policy of the Bolivian Government to continue encouraging exports,
although exports have declined in recent years because of rising domestic con-
sumption, falling reserves, and declining production. The Government is pursu-
ing an active exploration program, using service contracts to bring in foreign oil
companies, in the hope that new discoveries will allow export levels to quadruple
in the next ten years. Bolivia also has large reserves of natural gas which have
not yet been developed because of the lack of a domestic market and export facil-
ities. The relationship between the Government and the foreign operators re-
mains uncertain because of the still unresolved compensation problem stemming
from the Gulf Oil Company nationalization of 1969 and the 1975 oil-bribery
scandals.

In 1975, Bolivia produced an average of 42,000 d/d, half of which was exported.
The 1975 production was 11.6% less than the 1974 level. Although the Bolivian
Government has set a production goal of 200,000 b/d by 1980, realization of even
half that amount is considered optimistic. Nearly all of the additional oil, if it is
in fact produced, would probably be available for export. If the production goal is
reached, as much as 150,000 b/d of Bolivian crude could be available to the U.S.
market by 1980, but that possibility must be regarded as remote.

UNITED KINGDOM

North Sea oil is now being brought ashore in the United Kingdom and will cer-
tainly ease its oil import problems. The United Kingdom, as a densely populated
and industrial nation, has long been totally dependent on foreign oil to meet its
domestic needs. Whether or not U K reserves in the North Sea and Irish Sea will
be sufficient to permit it to become energy independent or even a net energy
exporter remains uncertain. Oil reserve figures have changed rapidly in recent
years, with some estimates of the U K 's recoverable oil as high as 30 billion bar-
rels in the North Sea and another 10 billion barrels in other areas of the U K's
continental shelf. World Oil has estimated that if maximum offshore reserve esti-
mates were realized, daily production could be twice as great as domestic demand.
Production is expected to reach 250,000 b/d in 1976 and may rise to 2.4 million
b/d by 1981, which would be slightly above projected domestic demand for that
year.

The Minister of Energy stated in November 1974 that Britain intended to bring
the North Sea fields on stream quickly but would set production ceilings in the
1980's about equal to Britain's projected domestic needs. Other policy decisions
also may hamper future exports. All North Sea crude must be landed in Britain
for transhipment to foreign ports, and extra freight and landing costs will make
British oil more expensive than Middle Eastern crude landed on the Continent.
Two-thirds of the North Sea production must be refined in Britain, but it is not
certain if British refiners can compete successfully with continental refiner. In
addition, opposition from the Scottish Nationalistic Party, could make it diffi-
cult for the Government to allow production at that rate unless even more size-
able deposits are found. If the United Kingdom does develop surplus production
for export, it would likely be sent to its partners in the Common Market rather
than the United States.
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North Sea operators were encouraged by the Ministry of Energy approval of

British Petroleum's request to export oil to West Germany in May 1976 because
the clearance suggested a liberal export policy. The operators, however, also saw

the approval action as a possible precedent for future Government denials of

exports. BP voluntarily submitted the export request for Government approval,
and the operators fear that the Government may assume a prerogative to control
exports.

NORWAY

Norway has at least 7 billion barrels of proven reserves but unofficials esti-
mates exceed 100 billion barrels. Before 1970, when the large Ekofisk field was dis-
covered, Norway had no oil reserves or production. Since then several large
discoveries have made Norway a significant producer and have given it sub-
stantial export potential. In response to a general fear that North Sea oil
development could bring unnecessary spending programs, invasions of foreigners,
socially unbalancing welfare programs, unnatural alliances, squandered wealth,
pollution of the fishing areas or other potential problems, the Government
adopted a "Norway first" policy of limiting offshore activity to protect the
domestci economy. For example, no exploration was allowed north of the 62nd
parallel to prevent harm to the fishing grounds. The "go slow" policy has been
under attack from some oil operators because they fear that Government-
imposed production ceilings, combined with increased costs attributed to plan-
ning delays, may curtail Norwegian North Sea development. The Government
policy may be subject to change, however, as illustrated by the recent decision
to reconsider the 62nd parallel ban.

Production in 1975 averaged 189,000 b/d and ranged as high as 200,000 b/d.
Published target production goals are currently set -at 90 million tons of oil
equivalent per year by 1980 (about 1,5000,000 bpd). But with pressure mounting
from internal and external economic communities to make huge reserves in the
north available; with pipelines soon to be radiating outward to several countries
from Norwegian fields; and with the U.S.S.R. eyeing the potentially rich Barents
Sea, Norway may not be able to maintain its conservative policies for long.
Exploration to date has thoroughly evaluated about one-fourth of the area south
of the 62nd parallel, perhaps only 5% of the total Norwegian shelf. The success
ratio has been very high for nearly all areas explored.

Officials have said that $10 billion will be needed to put known fields into
production and a similar amount would be required for new fields found up to
1980. The need for both capital and expertise is the primary reason private com-
panies are invited to participate in Norway's offshore development, but strict
state control is practiced in all activities.

It is impossible to anticipate precisely the amount of Norwegian oil that might
be available for export over the next five years. Restrictive Government policies

to conserve reserves over a long period may leave little for export. If reserves
continue to grow, however, some will almost certainly be exported. Most of this
oil will very likely be sent to other West European countries at prevailing world
market prices. Conceivably, some may be available to the United States, although
because of export priorities it is doubtful if that amount could reach 300.000 b/d
by 1982.

SOVIET UNION

Of all the non-Arab, non-OPEC oil producers, the USSR is the largest in terms
of both reserves and production. Its reserves are estimated to be over 80 billion
barrels, more than twice U.S. reserves, including Alaska. Production exceeds that
even of Saudi Arabia and has long since passed the declining level of production
in the United States. Production in 1976 is expected to reach 10.4 million b/d
*a 6% increase over the previous year. It is widely believed, however, that the
Soviet Union will not be able to maintain its production growth rate unless new
reserves are proven. The goal of 12.4-12.8 million b/d of crude plus condensate
by 1980 may be met if annual gains of 500.000 b/d can be realized. To maintain
those rates into the 1980's will require discovery of another major oil-producing
province comparable in size to Western Siberia. Production from many older
fields is declining and importers of Soviet oil have been warned not to expect
increases in oil deliveries that match those of recent years. The Soviet Union
has other fields which have not yet been explored but which have great potential.
Soviet oil production, therefore, is likely to grow during the next five years
although at a slower rate than during the last five years.
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The Soviets have in the past exported small amounts of oil in partial payment
for wheat imported from the United States. Whether or not Soviet oil produc-
tion will be large enough to fulfill its own domestic requirements plus those of
Eastern Europe and to simultaneously produce a large exportable surplus is
unknown. If such exports were available, it is by no means certain that the
USSR would sell them to the United States. Furthermore, reliance on Soviet oil
would probably produce greater strategic and political problems than would
increased imports of OPEC oil.

Future Soviet export policy may depend upon answers to two primary ques-
tions: (1) will the Soviets limit exports to Eastern European states in order to
expand exports to non-bloc countries? and (2) will the Soviet Union exchange
oil for the Western-Japanese technology and capital needed to develop the Siber-
ian fields?

If the Siberian fields are not developed, the Soviet Union either can limit its
exports to its available surplus production, or it can import oil from other sources
such as Iraq or Iran for re-export. With either choice, the Soviets must decide
(1) to continue to supply their Eastern European allies at increasing levels that
will cut possible exports to non-bloc buyers or (2) to limit exports to Eastern
Europe in order to sell the extra oil to the West. Oil sales to non-bloc countries
could earn foreign exchange and political leverage but could create dissatisfac-
tion among Soviet allies.

If the Siberian fields are developed, the Soviets could export oil to its allies
as well as other buyers, but developing the Arctic and offshore fields will involve
high costs and risks. Apparently, the Soviets currently lack the technology and
capital needed to attempt a development project of this magnitude. Foreign oil
companies-Japanese, American, French, and others-could provide the money,
equipment, and expertise, but they would probably expect a share of the oil and
a return on their investment. Exploration conducted by foreign scientists might
reveal more about Soviet resources than the Soviets would care to have known,
and the presence of foreign capitalists might not fit the image the Soviet wish to
project to the Third World.

PEOPLE'S REPUBLIC OF CHINA

Probably less is known of the oil reserves and production of the PRC than of
any other country of the world. Estimates of proven, recoverable reserves are be-
lieved to be about 20 billion barrels, although future discoveries are likely to at
least double that amount. The major exploration emphasis in the PRC is on the
East Coast and offshore where major finds have been made. Large oil deposits
are believed to exist in the Yellow Sea, but little development has taken place
there because the ownership of the seabed has not been resolved with Japan, the
Philippines, and Vietnam. It is unlikely that those offshore areas that are claimed
by more than one country will be developed in the near future.

Production is believed to have risen from 600,000 b/d in 1970 to 1.6 million b/d
in 1975. There are nearly 100 producing oil fields in the PRC, the largest of
which are in Manchuria. Other smaller fields are found in six sedimentary basins.
Most of the fields in the interior are small and their production tends to be used
locally.

The PRC does export some oil (about 200,000 b/d), most of which goes to cus-
tomers in Japan, Thailand, and the Philippines. Whether or not the PRC will be
able to produce enough oil to meet its own rapidly increasing domestic demand
and to export enough oil to provide badly needed foreign currency cannot yet be
determined. Some observes such as Park in Energy Policies of China estimate
that 1980 production could be four to eight times as great as 1973 production.
If that were the case, it is possible that the PRC could become a major exporter,
even though extensive exports to the United States would pose serious strategic
and political problems for both countries. Production on that scale, even if possi-
ble physically, would probably not be permitted by the Government in the interest
of conservation. Production probably would not be permitted to exceed the
amount needed domestically plus enough for export oil to provide capital to off-
set Chinese imports. Given these limitations, the PRC exports of oil to the
United States are highly unlikely during the next five years.

China is bartering its oil, as in the recently reported oil-for-rice agreement
with Thailand and the oil-for-steel and oil drilling equipment deals with Japan.
According to other reports, these barter arrangements are being reconsidered
because the high wax content of the Chinese oil is producing refining problems.
The Petroleum Economist has stated that the PRC has asked U.S., Australian,
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and West German oil companies to provide technical assistance for its oil pro-
duction operations, but this has not been confirmed.

BRUNEI

Most of the production and exploration activity is offshore with remaining
crude reserves estimated at 2 billion barrels and cumulative production at 1.23
billion barrels. Oil production in Brunei averaged 181,000 b/d in 1975 (down
6.4% from 1974), but it is expected to expand significantly in the next few years.
Brunei Shell Petroleum, a Royal Dutch/Shell subsidiary, is maintaining an
exploration and development drilling program to increase production to 500,000
b/d. Within five years Brunei may be capable of exporting up to 400,000 b/d.
Eventually, exports could exceed that figure, if new reserves are found. Most of
the exports have gone to Japan because of the proximity of that market and will
probably continue to do so.

Under an agreement signed in 1971, Britain has been responsible for conduct-
ing the foreign affairs of its former colony, the Sultanate of Brunei. The Govern-
ment of Brunei controls all internal matters, including the production and export
of oil. There is no evidence to suggest that British influence in Brunei precludes
membership in OPEC at some future date, but neither is there evidence to suggest
that Brunei wants to join OPEC.

Oil is Brunei's major export item and foreign-exchange earner, and it is un-
likely that Brunei would adopt any course of action that would jeopardize its
primary source of revenue. Brunei follows OPEC pricing policies, and recently
signed a participation agreement with Shell, Brunei's largest operator, which
parallels OPEC participation agreements. The agreements gave Brunei a 25%
interest in Brunei Shell's operations. The Government is encouraging expansion
of its oil industry and expansion of exports. Most of Brunei's oil exports have
gone to Japan, Hong Kong, Singapore, and Taiwan because of the proximity of
those markets. Tha; trend will probably continue.

MALAYSIA

Oil prospects have been found that may increase in Malaysian crude reserves
to 2.5 billion barrels. In particular, the recently-discovered Takua field off the
coast of Sarawak has potential, and twelve production wells are planned. Signif-
icant gas reserves have been found and plans to export LNG to Japan by 1980
have been discussed. Proposed developments off the east coast of peninsular
Malaysia and off the coast of Sabah and Sarawak could make the country the
second largest producer in Southeast Asia. Malaysia produced 98,000 b/d in 1975,
an increase of 21% over 1974, but that amount was short of demand. Malaysia
is, therefore, not yet a net exporter. The Government has published production
goals of 200,000 b/d by 1977 and 450,000 b/d by 1980. All of Malaysia's oil exports
go to Japan, the Philippines, Thailand, Taiwan, and Singapore. Little of Malay-
sia's future oil exports are expected to be sent to the United States during the
next five years because of the strong demand in nearby markets.

Companies have operated under concession agreements, knowing that the state
would eventually initiate Indonesia-type sharing contracts. The 1974 Petroleum
Development Act provided for this changeover, with the formation of Petroleum
Nasional Berhad (Petronas). The new company was given ownership of all
Malaysian petroleum and charged with implementing production sharing con-
tracts with existing operators and granting new licenses to some 40 applicants.
Outside assistance was solicited and IFP (Tnstitute Francais du Petrole) started
a survey of offshore blocks to establish size and allocation procedures.

Petronas has taken control front the country's own 13 states, primarily Sara-
wak and Sabah. But real problems developed with foreign companies when an
amendment was proposed to the new act to give Petronas added power to control
management of downstream operations including exploration, refining, market-
ing, and distribution. No contracts have been offered and consequently, several
companies halted further exploration activities. New terms may include service
contracts rather than production sharing and would be serious disincentives to
further exploration. Interim agreements signed in November 1975 by Shell and
Texaco authorized a 92.5/7.5 production revenue split in favor of the Govern-
ment. plus operating costs.
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ANGOLA-CABINDA

The estimated reserve of 1.3 billion barrels, which may be augmented by po-
tential new discoveries, could permit oil exports indefinitely at the current rate.
Most of Angola's' oil reserves are located in the enclave of Cabinda, which pro-
duces about 150,000 b/d both onshore and offshore. Another 25,000 b/d is produced
onshore in Angola, and there are prospects that could support increased produc-
tion there.

Because of U.S. support of the defeated faction in the recent civil war in An-
gola, however, future exports to the United States must be considered uncertain.
Gulf shut down its Cabinda operations in December 1975, reportedly at the sug-
gestion of the U.S. State Department, and suspended its monthly payment of $1.5
million (half of Angola's foreign exchange). Gulf resumed its operations in May,
of 1976, but there is some concern that the oil industry, particularly the large
Gulf operation, might be nationalized by the Popular Movement for the Libera-
tion of Angola (MPLA). Several companies have already relinquished their con-
cessions in Angola. According to reports, Gulf and the MPLA Government are
negotiating price, production levels, majority participation, and other matters.
Apparently the MPLA will encourage increased production and exports, at least
for the short term, because it needs the oil revenue, which constitutes half of
Angola's foreign exchange.

CONGO REPUBLIC

The oil reserves of the Congo Republic are estimated to be approximately six
billion barrels. Production has been minimal, but significant production is pos-
sible in the near future. Production schedules have not yet been finalized, but at
peak production, the flow could be more than 150,000 b/d, possibly as early as
1977. Development so far had been disappointing and production has been only
half of the expected level due to technical problems resulting from the complex
geologic structure of the fields. In 1975, production dropped to 38,000 b/d from
the 1974 level, 47,000 b/d.

If an exportable surplus is developed, its availability for shipment to the
United States would be uncertain because of the generally procommunist Govern-
ment of the Congo Republic. It is, however. encouraging increased exports, and
may be willing to engage in oil trade with the United States. Recently, the Gov-
ernment of the Congo Republic created a regulatory agency which will establish
and monitor production rates for foreign operators for the purpose of exporting
more oil. The Congo Republic generally follows OPEC leads in pricing and, ac-
cording to reports, has expressed interest in joining OPEC.

POTENTIAL SOURCES FOR OIL IMPORTS

Maximum
export

1975 oil 1975 oil potential
Estimated production demand Production by 1981

reserves (barrels (barrels demand (barrels
Country (1,000 bbl) per day)- per day) ratio per day)

Canada -9, 400, 000 1, 444, 000 1, 842, 000 0.78 Negligible
Mexico -25,775,000 705,000 662,000 1.06 500, 000
Trinidad and Tobago -2, 500, 000 210, 526 62, 000 3.40 150, 000
Guatemala - - - 20, 000 -- 100,OG0
Peru -2, 500, 000 73, 000 125, 000 .58 100, 000
Colombia -900, 000 160, 000 189, 000 .85 Negligible
Brazil ----------------------------- 782, 800 174, 000 780, 000 .22 Negligible
Argentina -2, 465, 000 387, 000 495, 000 .78 Negligible
Bolivia -235, 000 42. 000 -- -------- 150, 000
United Kingdom -19, 400, 000 12, 000 1, 827, 000 .01 120, 000
Norway -7, 000, 000 189, 000 155, 000 1.22 1, 300, 000
Soviet Union -80,400,000 9, 820, 000 7, 426, 000 1.32 3, 000,000
Peoples Republic of China -20, 000, 000 1, 600, 000 1, 080, 000 1.48 500, 000
Brunei-Malaysia -4, 500, 000 279, 000 318, 000 .88 150, 000
Angola-Cabinda -1,300, 000 166,000 18,000 9.22 200, 000
Congo Republic -4, 875, 000 38, 00 - -- --------- 150, 000

Total -182, 032, 800 15, 299, 526 14, 999, 000 1.02 6, 420, 000

Source: International Petroleum Encyclopedia 1976. World Oil, Aug. 15, 1976. International Oil Developments, CIA
Statistical Survey, Apr. 8, 1976.
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SUMMARY

Although the foregoing discussion indicates that as much as 6,420,000 b/d might
be available within 10 years for export from the countries listed, the actual
amount could be considerably less. It is also significant that well over half of the
maximum amount is expected to originate in communist-controlled countries, par-
ticularly the Soviet Union and the Peoples Republic of China. The projected pro-
duction in the non-communist countries is close to 3 million b/d, but that amount
must be considered optimistic and probably would not be fully realized within
five years, if at all. Certainly not all of that production, even under the best of
circumstances, would go to the United States. Many of the potential suppliers have
customers that would be given first priority. Mexico, for example, has already an-
nounced that it would meet Latin American demands before it would consider ex-
ports to the United States. Similarly, Norway is likely to export its oil surpluses
to other West European countries. The communist countries, for obvious political
reasons, cannot be considered reliable sources of oil for the United States, cer-
tainly not in lieu of stored reserves.

Another important consideration is that -the oil export policies of countries may
change as their production increases. It would not be unusual for a country, once
its exports reached a significant level, to join OPEC, or at least to follow its
pricing and production policies. These countries, therefore, can be expected to
maximize their own interests rather than those of the United States, and in some
cases this may reduce their reliability as oil suppliers to the United States.

Latin America is likely to be the most prolific and the most reliable source of
U.S. oil imports other than OPEC. Because of the oil shortage in many Latin
American countries, whose demands would probably be met first, there may not
be much left for export to the United States. The rapid industrial development of
Mexico, Argentina, and Brazil is likely to add additional demand that would fur-
ther reduce the amount remaining for export. In addition, it may not be feasible
for the United States to plan on a certain level of imports from certain Latin
American countries because the possibility of drastic policy fluctuations resulting
from rapid changes in their Governments. Mexico, because of its close proximity
to the United States, large reserves, and stable government, is perhaps our single
most promising non-OPEC source. The level of imports that could be expected
from Mexico cannot be realistically determined at this time, but will almost cer-
tainly be less, probably considerably less, than 600,000 b/d by 1981.

Overall it seems unlikely that imports from non-OPEC sources could exceed one
million b/d by 1981. Even that amount would require a generally favorably export
policy on the part of the producing countries. It does not appear likely that all
non-OPEC producers would simultaneously refuse to sell oil to the United States.
There is, therefore, a minimal level of perhaps several hundred thousand b/d
that could be considered certain, although the mix of countries willing to supply
the United States might vary with time. Imports from these countries will cer-
tainly be a useful supplement to U.S. oil supplies, but at best they can be relied
upon for only a fraction of the total imports needed. To the extent that their ex-
ports are available, the need for a comparable amount of stored reserves could
be reduced, although the amount likely to be available is not likely to be sufficient
to offset the need for such reserves.

OIL IMPORT QUOTA AucTioNs

(By M. A. Adelman*)

Follow this sccnario, and the chance. arc that the power of the oil cartel will
be checked and the price of imported oil will come down.

The United States, acting alone, can disrupt the cartel of the oil-producing
governments and bring down the price it pays for imported crude oil.

This would be a drastic policy change. From early 1970 to the end of 1973, our
government helped and encouraged the cartel. After the price exploded to about
$7.00 per barrel, the Administration began making faces, wagging fingers, strik-
ing attitudes, and warning in heavy tones that someone might go too far. The late
King Faisal is said to have been a dour man, but surely we succeeded in making

*M. A. Adelman Is Professor of Economics at the Massachusetts Institute of Technology.
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him laugh. In September 1974 our policy was summed up perfectly: while Sec-
retary Kissinger made a "tough" speech in New York and President Ford made
a "tough" speech in Detroit, Federal Energy Administrator John Sawhill was
asked what plans there were for getting the world price down. He replied there
were none. Mr. Kissinger was angry and Mr. Sawhill was fired. By November
1974 the price was up to $10.50 per barrel and is now $11.50. It will be raised
again when economic conditions improve.

A monopoly of sovereign states -is unrestrained by competition or by any law.
They cannot be held to any contract. Shouting or cooing at them deserves and
gets only their contempt. An agreement would tie our hands, not theirs.

What we should do is put a limit on U.S. oil imports and sell import entitle-
ments (or quota tickets) at public auction by sealed bids. This would at least
contain the cartel and would probably do it heavy damage. The cartel has main-
tained a remarkable discipline by using the oil companies to limit output, share
markets, and let everyone check on everyone else. We can prevent this use of
the oil companies without even slightly hampering either their operations or
the continuing flow of oil.

The auction system should not be used to reduce oil consumption, or even to
reduce imports. For by reducing imports we would lessen supply and eventually
raise prices. In this case, the temptation would be strong to allocate or ration
the limited imports, thus increasing the burden by trying to hide it. Indeed the
main benefit of quota tickets is a lower import cost of oil, although limiting
imports can also provide security for investment in the production of domestic
fossil fuels and nuclear power.

HOW TO LIMIT IMPORTS WITHOUT A SHORTAGE

The scheme would have to start small in order to establish an efficient routine
quickly. Imports should be set at a level equal to what importers would demand
at existing prices, with a mandate that the level of imports permitted should
not create scarcity in the United States. The control lever would be a careful
watch on inventories.

At the end of June 1975, stocks of crude oil and products totaled 1,071 million
barrel and covered 69 days' consumption and 198 days' imports. Only a minor
fraction of stocks are actually available to cover fluctuations in demand, but
that fraction provides us with plenty of room to correct mistakes.

For example, suppose that the Federal Energy Administration (FEA) esti-
mates that demand for imports next month will equal imports a year ago plus
an expected 4 percent growth factor. Suppose they have underestimated badly,
that demand for imports is really up 10 percent. Then the error would be 6 per-
cent of imports, about 0.3 million barrels a day or 10 million barrels in a month.
Stocks would be drawn down by 1 percent. The next month the FEA could raise
the import allocation to bring the stbcks back up.

The state of Texas (with a little help from Louisiana) used this system for
many years. Its task was much more demanding, since it had to control nearly
two-thirds of the output east of California, and mistakes therefore had a much
bigger impact. Even those who (like myself) questioned the policy, never doubted
that it was efficiently carried out.

Frequent auctions-say, once a month-would prevent accumulated surpluses
or deficits. They would also help to avoid the disruption of oil trade logistics,
and would counter cartel power.

PROTECTION OF DOMESTIC FOSSIL FUELS AND NUCLEAR POWER

Current high oil prices are a strong incentive to expand domestic energy
sources, but the incentive is diluted by uncertainty over cartel behavior. We
are getting the worst of both worlds-high prices and lagging investment. Let
us say that a proposed project can just about return a satisfactory profit at
today's prices, allowing for the usual risks. But then, if the investors know
there is a nonnegligible chance that the cartel will deliberately cut prices to
destroy competition. the investment will not be made.

A tariff, on the other hand, would raise prices and damage the economy, but
it would not protect us. The big Persian Gulf producer countries have such
low costs that they can absorb any tariff. Worse yet, they could by prearrange-
ment step up imports into the United States, despite the tariff, to undermine
domestic prices. Even if a tariff were effective we would not be able to determine
how much additional domestic output would be forthcoming at any given price.

80-939 0- 77 - 21
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Therefore we would incur heavy costs without even knowing what we were
getting in return.

*By contrast, a limit on imports, set at a level where it will not affect the
import price, is standing notice that there is an unlimited market for domestic
energy sources if the price can be met. For example, if domestic oil production
ceases to decline and starts to grow, excess inventories will accumulate. Then
imports must be cut. It is always imports which must move over to accom-
modate the domestic industry.

In effect, we would be giving an unlimited guaranteed market to domestic
energy industries. They could not be undersold by any special price cuts. Of
course, if there were a worldwide price reduction, some backstop measure, such
as setting an upper limit to imports, might have to be taken. That might force
the domestic price above the world price-but it would win us security. Still,
as we shall proceed to show, even the higher domestic price could be offset by
higher government revenues.

WEAKENING THE CARTEL.

If for any reason the cartel broke up today it would reconstitute itself to-
morrow. The most strenuous, violent efforts would be made to put it together
again. Instead of talking about "destroying" the cartel, we should take measures
to contain or damage it. If we need a metaphor, it should be severe erosion, not
collapse.

A cartel's weak point is excess capacity. The classic breakdown sequence is:
(1) incremental sales at less than the collusive price, with incremental revenues
for the cheaters; (2) matching of price cuts, with the bigger cartelists, reluctant
to cut, losing market shares to the smaller; (3) accusations, confrontations, and
then (4) renewed agreements among the cartelists, but with mutual suspicion
and readiness to retaliate. The cycle may be repeated many times before cheat-
ing through flagrant price cuts begins to accelerate, and dumping today looks
better than bigger losses tomorrow. Then comes a stampede to the exit.

The Administration's program to reduce consumption in the United States
cannot even annoy the cartel. At heavy cost, reduced oil consumption can increase
excess capacity only slightly, with no effect. Since the end of 1973, cartel excess
capacity has rapidly built up to about 10 million barrels daily, a third of produc-
tion. In the spring, it was about 12 million barrels a day. Yet over this very
period the price has not only failed to decline but has actually risen from about
$7.00 or $8.00 to $11.50. Excess capacity by itself will not bring down the price
or curb the cartel. An additional 2 or 3 million barrels a day is a normal mild
fluctuation. But a large excess is a lever if we have the will to use it.

The cartel has been able to solve the classic problem of limiting production and
dividing markets. The producing countries transfer the great bulk of their oil
at their fixed price through integrated oil companies which refrain from collu-
sion. (Company collusion has been an influential myth hiding the real source of
market power, government collusion.) Each company sells all it can and pro-
duces only what it can sell. The companies cannot compete by offering lower
prices, because their margins are too narrow. roughly 2 to 3 percent of crude oil
prices. The market share of each exporting government depends on what its
resident companies can sell. It is a somewhat haphazard system, but it works, so
long as the governments accept these market shares and do not sell large amounts
directly. Hence, despite "participation" and "nationaliization," they continue to
sell through the companies. But we can remove the companies from the crude oil
marketing process, leaving them in place to produce, transport, refine, and sell
products. It would force governments to compete with each other in the Amer-
ican market.

PHASE 1: OETTING STARTED

The first object should be to let the oil trade make the quota auction system a
matter of routine. Our motto should be: Start small. The number of tickets issued
would be approximately equal to the amount desired, at current prices. Therefore
the tickets would have no scarcity value-but only a small convenience or insur-
ance value-since importers and exporters would have to possess tickets to stay
in business. Hence there would be enough demand for tickets, and enough oil
supply, to meet consumer demand. On each transaction, the importer and sup-
plier would decide who was to bid for how many tickets. They could offer only
a few cents per barrel.
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Tickets should be sold monthly. I suggest that half of them be valid for the
month after the auction, the other half asorted among validity periods of three,
six, and twelve months. Proportions could be changed later, after public hear-
ings, to suit the convenience of refiners and distributors. Quota tickets should
be freely transferable, like stock certificates, recording the name of each trans-
feree and also informing the selling agent, the U.S. Treasury, to prevent counter-
feiting. An active resale market in tickets should be encouraged, perhaps by
maintaining a public computer file of all wishing to buy or sell tickets.

In any given month, the oil trade could use not only the tickets covering that
month's demand, but also the stock of tickets valid for future use. This would
permit flexibility in planning, and commitments for months or even years ahead,
as long as the system was expected to last. Nobody would ever need to slow down
operations for lack of tickets. The value of tickets would also be kept very low
during the phase-in period. The producing governments would ignore the auction
system, since there would be nothing they could or needed to do about it. Oil
would be lifted and sold as before.

PHASE 2: THE EXPORTING GOVERNMENTS ARE FORCED INTO THE ACT

Once the quota auction system was running smoothly, we would have created
a market where the cartelist governments could cheat to gain incremental reve-
nues by selling behind each other's 'backs, each knowing that others might be
selling it out.

The secrecy would be achieved by letting anybody bid, with no requirement
except a certified check for the deposit. Then cartel governments could use front
men. A lawyer or broker deposits a check for several score million dollars, with-
out revealing his sponsor. But the identity of nominal bidders could be kept secret
for at least a short time prevent bugging, tapping, or kidnapping.

There is a second barrier to knowing the real bidders: since tickets could be
transferred, a given shipload of oil arriving here could be covered by tickets
issued to various people at various times. A third barrier: transshipment termi-
nals are fed by sources all over the world. Oil would be arriving in the United
States froth the Bahamas, Japan, Rotterdam, France, etc. The cost of diversion,
reloading, and even mixing would be very small relative to the price. A fourth
secrecy barrier, crude or product exchanges, exists because there would already
be a substantial and growing open market. For example, a broker acting for
Iraq buys tickets, sells Iraq oil for delivery in Europe and Asia, displacing other
oil which the broker ships to the United States, shipment covered by the tickets.
Iraq gets the incremental production and revenues, The United States gets the
rebates. Some exporting nation somewhere loses U.S. sales and wants to recoup.
Because of the transshipment and swapping, higher U.S. sales by some govern-
ments would not necessarily indicate cheating. Countries making higher U.S.
sales could always explain it-and usually correctly-by better quality, lower
sulfur premiums, lower freight costs, better business conditions, and so on.

Cheating would be practical immediately, and it would be very tempting to
any nation wanting incremental sales. We assume no cartel nation would try it,
at first, while tickets were dirt cheap. But once the value of a ticket exceeded a
few cents per barrel, oil companies could no longer afford it. They would be out
of the act except as front men. Governments would now have to bid, not only to
get additional sales but to keep what they already had.

All barrels imported into the United States would be incremental barrels, up
for grabs every month. No exporting country could count on any sales in the
American market, through the inside track of its resident companies or through
other long-term buyers who had a large U.S. market. The exporting nations
would have to keep on buying tickets to compete on equal terms with excess oil
from all over the world coming here to find a home.

OPEC capacity is now 38 million barrels daily, and growing. Sales to countries
other than the United States account for about 22 million. Thus, taking the rest
of the world as safety divided up, there remain about 16 million barrels daily of
OPEC capacity and 2 or more million barrels daily of non-OPEC capacity avail-
able to supply the American market. But our imports are less than one-third of
the 18 million barrels daily. Excess capacity vis-a-vis the United States is pro-
portionally much larger than excess capacity vis-a-vis the whole world.

Frequent auctions would be a convenience to the trade but a torment to the
cartel. They would want as little price bargaining as possible, with very few
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price and sales decisions taken at any given time. When every seller knows what
everyone else is charging, he can easily conform. He knows also that everyone is
watching him. With monthly auctions there is no time even to start tracing who
has bid what. Considering the need to compete for every barrel, it is hard to
imagine how the cartel nations could keep from bidding up the price of a ticket
month after month.

The revenues from the auctions could be refunded to consumers generally, or
used to subsidize low-income consumers, or public transport, or energy research
and development. But we should not count the chickens before they hatch.

SPREADING DAMAGE TO THE CARTEL

The cartel would of course try to prevent the spread of competition. But con-
tainment would be difficult, costly, and probably impossible. For one thing, other
large consuming nations would be watching with keen interest. However, timid
and obsequious they had been up to now, our example would be hard to ignore.

Producer countries who lost their market share in the United States in any
given month would need to recoup their losses the next month, not only in this
country but elsewhere. For example, if Venezuela was bid out of the American
market, it would lose nearly 40 percent of its revenues and would be forced to sell
in Europe. In these days of a huge tanker surplus and very low transport costs,
pressure at one place becomes pressure everywhere. Some exporting governments
would already have overspent their revenues and more would need money in the
future. They would all want Saudi Arabia to act as the industry statesman and
cut back production to make room for them. Were there no great excess capacity,
Saudi Arabia would accede. It would reason: "the capacity of the would-be

chiselers is limited; let them use it fully. Better for us to lose part of the market
than to retaliate and risk breaking prices." But for the near future, excess
capacity would be so great that if those who wanted to chisel expanded to their
limit, Saudi Arabia could be forced down to levels it could not tolerate. (In mid-
1975, if Saudi Arabia had shut down completely, capacity would have exceeded
demand.) At some point it would have to retaliate and risk disrupting the cartel.

In any case, it would be in our interest to have the lesser producers expand at
the expense of Saudi Arabia. The more the Saudis lost their market share, the
less concentrated, and hence the weaker, the cartel would be. The biggest produc-
ing nation is our chief enemy ex officio, because it is the chief cartelist.

A government which wanted more American sales would need to negotiate with
American refiners and distributors, who could offer them a market-if the govern-
ment provided tickets, or money to buy them. Oil companies large and small
would move from being the agents for exporting governments to being their
customers. They would shop around for better deals. As customers, oil companies
would be working for us, not for the exporting governments.

To make use of the companies as customers, the U.S. government should sell
tickets hut should not buy, sell, or allocate oil. A U.S. government buying monop-
oly, mediating between customers needing an infinite variety of oils and suppliers
seeking to know their customers' needs, would be engaged in "shuttle diplomacy"
to the thousandth degree. Even if it did not break down in confusion, it would be
counterproductive. Secrecy would be lost, since the supplier would have to identify
himself to his customer, the government. The cartel would need to fake only one
decision, to fix the price to the one customer. Cartel governments would not be
under pressure to decide individually every month how much to bid. We would
lose the benefit of their not knowing who was not to be trusted. The more cus-
tomers they had, the harder it would be to control the better deals some of those
customers might be getting.

REACTION OF CARTEL GOVERNMENTS

The cartel nations would probably meet quickly to stop the hemorrhage of
revenues to the United States and to other nations following our example. They
would surely pledge not to pay rebates, but that would change nothing.

There is no way of finding out the cheaters, who along with non-OPEC nations
would have the inside track. To divide the American market among cartel
members would be another empty gesture.

The only thing they could do would be to set up a joint selling agency, with
exclusive rights to sell all cartel oil. The sooner they did this, the worse matters
would be for them and the better they would be for us. The company buffer would
he gone. The governments would have the constant divisive job of haggling over
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market shares. Confrontation in council, month after month, is what they now
avoid. We should force it on them. Acrimony and suspicion would be cumulative,
increased by frequent meetings and arguments over sharing the burden of excess
capacity, which would in turn aggravate the usual difference of opinion about the
best price to charge. The OPEC meeting of September 1975, with its still-unre-
solved haggling over small quality and freight premiums, is a mild sample of
what we can bring about.

The cartel might buy up all tickets to destroy them. This would be a boy-
cott as ineffective as the "embargo" of 1973-74, when the United States did as
well as the "friends" of the Arabs. The production cutback was real. A selective
boycott is as impossible now as it was then. If it were tried, prices of tickets
would shoot up, benefiting us at their expense. If no tickets were presented
for one or two weeks, the FEA could order special auctions, extend the expira-
tion dates of all outstanding tickets or increase their value, or at worst briefly
suspend the import limitation. Since the United States accounts for only 12
percent of cartel production, even a very low rate of defection would suffice.
Furthermore, as governments boycotting the United States tried to recoup their
losses in sales, there would be great downward pressure on prices everywhere
else in the world.

IS THERE A CASE FOR DOING NOTHING?

Many people in Washington were confident, in early 1974, that the price would
soon come down without our doing anything about it. It has since risen by
half. Spontaneous reduction looks even less likely now than it did then. In my
opinion, the dominant cartel members have increased long-run earnings by
raising the price. But even if they preferred a lower price they would find
it necessary to raise the price as a bribe to the smaller producers, who wants
to get more money immediately. In return, the smaller countries restrain output
instead of shading prices.

Time is not necessarily on the side of the consumer nations. Excess capacity
can be gradually worked off. Some expansion plans have already been sharply
cut back in the smaller countries. Smaller and militarily weaker producers will
be afraid to expand capacity. Thanks to American armaments and training,
Saudi Arabia and Iran will soon be able to occupy some oil-rich neighbors and
stop production. The mere threat may suffice. The fewer the members, the
stronger the cartel and the worse for its customers.

This Administration's obsession with expanding Saudia Arabian capacity is
the worst possible strategy. The higher its market share, the less room there is
for others, the stronger the cartel. An auction quota scheme would provide
unlimited sales for small countries, at the expense of the larger ones.

WHAT IF THE SCHEME FAILS?

If the scheme fails, we lose nothing and gain some respect from the cartel.
Showing them that we understand our plight and are looking for ways to oppose
them should make them at least a little more cautious.

"Dialogue" with the oil exporters, as a group, has been taking place for years.
It goes like this: They: "This is it." We: "Yes, boss."

An auction quota scheme would be an invitation to genuine dialogue with
each individual exporting country. Then we would say: "If you want to sell
oil in the States at your rivals' expense, see us next month."

SAuDI ARABIA'S APPROACHING CHOICE

(By Walter J. Levy)

1. OPEC oil production is now entering the steepest phase of its current
cyclical upturn (see Table I). In March-June, 1976 production was running at
an average rate of 29.3 million barrels daily, or 11.4 percent above the average
in the same four months of 1975 and compared with an average-of 27.1 million
barrels per day in calendar 1975. We project that the members' combined pro-
duction will have increased further by mid-1977 to a level of 34.2 million barrels
daily (see Appendix A). How Saudi Arabia will react to this surge of demand
remains to be seen. But clearly a significant price increase over the next 18
months cannot be ruled out.
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2. On our most recent forecasts, we estimated 1980 OPEC production at 34.0
million barrels per day. This forecast was based on economic growth rates for
the members of the Organisation for Economic Cooperation and Development
that average 4.2 percent over the quinquennium 1976-80. On the economic growth
rates now forecast by the OECD Secretariat (of 5.0-5.5 percent over the quin-
quennium), other things being equal and on our projections, OPEC would need
to be producing 37.0-39.0 million barrels daily by 1980. But whether the 1976-80
average is 4.2 percent or 5.0-5.5 percent, it remains clear that the main jump in
OPEC production will come before mid-1977.

3. The main reason for this is that new sources of non-OPEC energy whill
become available after mid-1977, but only on a much smaller scale before that.
Further, it looks likely that the most pronounced part of the economic upswing
will also come in the months before mid-1977; after that the boom will probably
level off. Hence the much lower (or non-existent) rise in likely OPEC produc-
tion between mid-1977 and 1980.

4. In June, OPEC had nominal capacity of 38.0 million barrels daily and pro-
duced at 29.9 million barrels per day, leaving it with nominal spare capacity of
8.1 million barrels daily. For three reasons however, not all of this spare capacity
is available for immediate use.

TABLE I.-Changes in OPEC crude oil production

Percent change on same month 1 year ago:
1975:

January --------------------------------------------------- -10. 8
February ----------------------- L-------------------------- -16. 2
March ----------------------------------------------------- -17. 0
April ------------------------------------------------------ -19. 3
May ------------------------------------------------------- -19. 9
June ------------------------------------------------------ -16. 5
July-------------------------_----------------------------- - 9. 7
August _--- - 1. 1
September -------------------------------------- + 2. 6
October ---------------------------------------------------- -14. 5
November -------------------------------------------------- 8. 2
December -------------------------------------------------- - 4. 1

1976:
January -______________ --__________--_----- 1. 7
F eb ru ary -------------------------------------------------- - . 3
March ----------------------------------------- +14. 3
April -±----------------------------------------------------_-+10. 4
May ------------------------------------------ + 9. 2
June ------------------------------------------------------ +10.9

5. First, much of it lies in Saudi Arabia. Since 1974 Aramco has been subject
to a government production ceiling of 8.5 million barrels daily. In normal circum-
stances, therefore, available capacity in Saudi Arabia must be put at 8.8 million
barrels per day, including 0.3 million barrels daily for the Saudi share of the
Neutral Zone, instead of the 11.8 million barrels per day physical producing
capacity. So, of the spare capacity in Saudi Arabia (3.3 million barrels daily in
June), 3.0 million barrels per day must be counted as Saudi Arabia's reserve
capacity, kept for use only in special circumstances, in particular to keep the
rest of OPEC in line over price (see Appendix B).

6. Secondly, some other states are also pursuing conservationist policies, of a
kind. Both Kuwait and Venezuela are unlikely to allow production to rise much
above present levels: Kuwait, because its abundance of revenues and the mood of
its Assembly have led its government to hold production to some 2.2 million bar-
rels daily or thereabouts; Venezuela because of its low reserves/production ratio.
Nigeria too is unlikely to allow production above about 2.2 million barrels per
day now (and perhaps slightly more in the late 1970's), because its reserves too
are relatively low and because of a lurking belief that the country might be able
to make better use of additional oil revenues a few years hence, than today.

7. Thirdly, technical considerations usually prevent most producers from pro-
ducing to the supposed limit of their capacity for more than very short periods
of time. In practice therefore effective maximum production for individual pro-
ducers requires a small margin of spare capacity.
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8. So, out of OPEC's nominal space capacity in June, some 3.0 million barrels
daily represented Saudi Arabia's reserve capacity and, probably 3.0-3.5 million
barrels per day was probably not actually available for use, either because of
production limitation policies in Kuwait, Nigeria and Venezuela, or because of
technical factors. In other words, only 1.5-2.0 million barrels daily consisted of
unused capacity actually available for use in the short term.

9. By mid-1977, some extension to OPEC capacity will have taken place, though
largely in Saudi Arabia (see Table A5, page A-7). Even so it looks virtually
certain that the jump in demand for OPEC oil will exhaust the margin of OPEC
unused capacity that is actually available. To enable this demand to be met, our
calculations (Appendix A) indicate that Saudi Arabia will have to produce at
10.0 million barrels per day.

10. This would entail the relaxation of the production limit. OPEC's spare ca-
pacity would then be as shown in the table on the next page.

OPEC's spare capacity at mid-1977
Millions of

barrels daily
Saudi Arabia (if Saudi production ceiling raised) ---------------------- 2.6
Kuwait (by political decision) --------------------------------------- . 8
Venezuela (by political decision) ------------------------------------- .6
Nigeria (by political decision and/or due to technical factors) ---------- .4
Others, totalling------------------------------------------------------ 1. 5

Total -------------------------------------------------------- 5. 9
11. The central question that will therefore arise in the world oil economy in

1977 will be how Saudi Arabia will respond when it becomes evident that its pro-
duction ceiling needs to be raised. By that time (mid-1977) the political and
economic background of the world oil economy will be very different from what
it was in 1975. (See Appendix C.)

12. The 8.5 million barrels daily ceiling on Aramco production came into being
by accident. During the 1973-74 embargoes and cutbacks, an overall limit was
placed on the "allowable" production of Aramco, a limit that altered from time
to time. After most other producers removed their production ceilings in spring
1974, the Aramco limit-then 8.5 million barrels per day-remained in being.
Since the end of the embargo, Aramco production has never reached this nominal
ceiling. Although Sheikh Yamani and other Saudi spokesmen have cited the 8.5
million barrels daily ceiling, it is not known to what extent this level actually rep-
resents Saudi thinking as to long-term rates of production and depletion.

13. The eventual settlement with the American shareholding companies in
Aramco might change the 8.5 million barrels daily ceiling. (See Appendix D.)
But it is probably wrong to infer from Saudi Arabia's continuing programme of
exploration and development that the current limit has no meaning. We have
already mentioned (paragraph 5) the logic of the Saudi policy of maintaining a
margin of reserve capacity (we deal with this more fully in Appendix B). Other
factors might also underlie the capacity expansion programme: the desire to
gain a more precise idea of the extent of the kingdom's oil resources; the oppor-
tunity to invest surplus revenues in a constructive way (i.e., on productive capac-
ity), even if the extra capacity is not to be used yet; a hang-over from the pre-
1973 days when Saudis were apparently prepared to allow production to rise
to 20 million barrels per day, but when oil revenues were $1.75 a barrel against
some $11.30 today. Further, Saudi Arabia might want to install capacity adequate
to enable it to meet potential future world oil requirements, but leaving actual
production decisions for the future.

14. Accordingly, once it becomes clear that pressure of world demand requires
the production ceiling to be lifted, Saudi Arabia will face an important choice,
which will have implications for Saudi policy in the 1980's also. There would
seem to be three alternative lines of policy it could follow at that point.

15. Alternative one would be to maintain the limit in being. On the basis of
the projections above, the market would then be short of crude to the extent of 1
million barrcls per day or morc. In these circumstances, prices could tend to be
pulled up by sheer operation of market forces unless Saudi Arabia allows some of
its reserve capacity to be used. If Saudi Arabia holds to its ceiling, prices for
other OPEC crudes could move higher relative to the levels set by OPEC in its
December, 1976 meeting. That is, if Saudi Arabia were to continue to hold the
price levels for its Marker crude set by OPEC, other OPEC members (and per-
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haps Saudi Arabia for its heavier crudes) would be able to earn a premium rela-
tive to Marker crude that reflected scarcity conditions in the course of the first
half of 1977.

16. In effect, Saudi Arabia might be prepared to let prices float up. It might
hope that the blame would then fall on other OPEC members, or on "market
forces." It might also calculate, as we have done (see Appendix A), that between
mid-1977 and 1980 the growth of non-OPEC energy sources (North Sea, Alaska
and non-oil sources) and extra capacity in some OPEC states (mainly Iraq)
would reduce the demand for Saudi oil by 1980 to less than 8.8 million barrels
daily, so that it would regain control over the price.

17. But such a Saudi decision could be an ominous pointer to the 1980's. Then
the world looks likely to need increasing volumes of Saudi crude. If Saudi
Arabia were to hold to a rigid ceiling or relax ceilings only gradually and after
upward pressure on prices asserted itself, the oil-importing world could face
both tight supply balances and sharply rising prices.

18. Alternative two would be to lift the limit, arguing that the bump in de-
mand in mid-1977 was exceptional, and will be ironed out once new capacity
comes in. However, this would not be the end of the problem. For even if de-
mand for Saudi crude does fall back below the current ceiling around 1979-80, it
would only be another year or two before it bumps up against it again. Sooner
or later Saudi Arabia will have to formulate a coherent policy on depletion. At
present its apparent policy is rudimentary: to limit Aramco's output to 8.5 mil-
lion barrels per day. But if that limit is to be raised the first time there is any
pressure on it, future Saudi production policy would still remain uncertain. That
is to say, would Saudi Arabia also raise production when added supplies are
needed not just to meet a transitory bump in demand, but when there is a con-
tinued upward trend in demand for OPEC and specifically Saudi Arabian
production ?

19. Alternative three would be to lift the limit, but to make this the occasion
and the excuse for an increase in the price. Saudi Arabia could claim that the
fact that it was having to lift the limit validated the arguments it presented in
the Spring to the Conference on International Economic Cooperation: that the
West was consuming OPEC hydrocarbon resources too fast and making too
little effort to develop its own oil and non-oil sources.

20. The jump in demand for Saudi crude could be sited as evidence (see Appen-
dix C) that real oil prices were no longer "too high" (in relation to world eco-
nomic growth prospects and the viability of other energy sources); and as
evidence that non-OPEC sources needed a further stimulus so as to preserve
OPEC resources for the future needs of the LDC's, when they are richer and
more industrialized.

21. Such a policy shift would mean that the present Saudi Government was
moving towards a more fully-thought-out depletion policy for the 1980's. In
place of a rigid production ceiling Saudi Arabia would be moving over to the
use of price to regulate demand for oil, and hence (as Saudi Arabia looks likely
to remain the marginal source of supply) for Saudi oil.

22. Saudi Arabia's decision could give some indication of how its policy is
emerging on what will be the most important single energy issue over the next
15 years. This is whether the level of Saudi Arabia's output will be that dictated
by its own needs or that dictated by the needs of its customers; or whether it
tries to bring the two figures closer together-by using the price mechanism.

APPENDIX A-DEMAND FOB OPEC OIL IN MID-1977

1. Using the growth rates given in Table Al,' we estimate that total primary
energy consumption of the members of the Organisation for Economic Coopera-
tion and Development will grow, between 1975 and mid-1977, as shown in Table
A2. The table also shows our forecast changes in supplies of non-oil energy
sources to the OECD and hence the growth in OECD demand for oil, from 1,772
million tonnes a year in 1975 to 2,060 million tonnes a year at mid-1977.

2. Table A3 then sets out our forecasts of non-OPEC oil supply to the non-com-
munist world at that date, compared with 1975. The total comprises all produc-
tion in the non-communist world plus forecast net exports from China and the
Soviet block. In Table A4, we then reach a figure of forecast external demand
for oil from OPEC of 32.7 million barrels daily. This, with OPEC's domestic

I Tables Al to A5, pp. 3334335.
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consumption forecast by us at 1.5 million barrels per day, gives a total forecast
OPEC production of 34.2 million barrels daily.

3. As Table A4 shows, this mid-1977 total is actually slightly higher than our
latest forecast for OPEC output in 1980. In fact the 1980 forecast is based on
economic growth rates for the OECD area averaging 4.2 per cent for 1976-80
inclusive. The OECD Secretariat's new forecasts-of OECD economic growth
averaging 5.0-5.5 per cent over the five years-indicate OPEC output in 1980
of 37.0-9.0 million barrels per day on our projections, other things being equal.
Even on these assumptions however the main jump in OPEC output would come
between 1975 and mid-1977. For this pattern-a large jump between 1975 and
mid-1977, and a smaller one or none between mid-1977 and 1980-there are two
key reasons.

4. One is that 1975 was the trough of the last world economic growth cycle,
while 1976 and 1977 look likely to be the years of most rapid economic growth
in the present cycle, with lower average economic growth rates to follow in 1978,
1979 and 1980. Energy consumption looks likely to follow the same pattern.

5. Secondly, major additions to Western oil supplies will come in between
mid-1977 and 1980, notably a net increase of 1.9 million barrels daily in west
European production (almost all from the North Sea), 1.2 million barrels per
day from Alaska and further volumes from elsewhere including China, though
with net exports from the Soviet block disappearing and being replaced by small
net imports. Further, the main growth in non-oil energy sources to the West
will also come after mid-1977. For example, we forecast nuclear to increase by
some $.5 million barrels daily of oil equivalent up to mid-1977, but by a further
2.1 million barrels per day of oil equivalent in mid-1977 to 1980, with a similar
pattern, on a smaller scale, for natural gas and solid fuels.

6. Between 1975 and 1980 the main net extensions to productive capacity in
the OPEC countries are likely to be made in Iran, Iraq and Saudi Arabia, with
Saudi Arabia's being by far the biggest. But by mid-1977 the extension in Iraq
will have got only a little way, and Iran's probably nowhere at all. But both
countries look likely to be producing more crude in 1980 than at mid-1977; Iraq
about 1 million barrels daily more and Iran about 0.4 million barrels per day
more. Thus even within OPEC itself the jump in demand for its crude is going
to come before the main additions to non-Saudi productive capacity have been
made. Accordingly it seems likely that Saudi Arabia will be required to supply
substantially more crude in mid-1977 than in 1980. Table AS gives a probable
breakdown of OPEC production between members at mid-1977, compared with
a possible breakdown for 1980 and with actual figures for 1975.

7. Some of these forecast production figures for mid-1977 may prove optimistic.
notably those for Algeria, Indonesia, Iran, Iraq, Libya and the United Arab
Emirates. It. is by no means certain that these countries will be technically
capable of producing at the rates we show in Table A5. But even if they are,
Saudi Arabia will still be required to produce at 10.0 million barrels daily or
1.2 million barrels per day above its present effective ceiling.

TABLE A-1.-ASSUMED AND IMPLIED RATES OF GROWTH UNDERLYING FORECAST FUTURE CONSUMPTION OF
ENERGY IN OECD AREA AND OIL IN THE REST OF THE FREE WORLD

[Percent per annuml

(Average) (Average)
1976 1977 1978-80 1976-80

OECD GNP (assumed) - 5.4 5.8 3.3 4.2
OECD energy consumption (implied) I -5.1 5.3 3.2 4. 0
OECD oil consumption (implied) 2 7.6 2.3 4. 4
Rest of the free world (excluding OPEC) oil consumption- 4.7 3.6 4. 0

' We have forecast the GNP growth rates separately for the United States, Japan, OECD-Europe and "the rest." These
growth rates we have multiplied by suitable energy coefficients for each subgroup. This produces totals of energy consum p-
tion ror each subgroup and hence for the OECD as a whole. The percentages given in the second line are therefore the
implied growth rates for OECD energy consumption.

2 These are the percentages implied by table A-2.
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TABLE A-2.-OECD ENERGY CONSUMPTION

[in millions of tons of oil equivalenti

1975 Mid-1977' 1980
actual projection projection

Solid fuels ....... ,, 689 715 790
Natural gas -726 750 788
Nuclear -75 100 205
Hydro/geo2 -256 270 298

Total nonoil -1, 746 1,835 2,081
Oil -, 772 2, 060 2, 193

Total OECD primary energy consumption -3, 518 3, 895 4, 274

At annual rate.
2 On energy input basis.

TABLE A-3.-NON-OPEC OIL SUPPLY

[in millions of barrels a dayl

1975 Mid-1977 1980
actual projection projection

Britain -- 0.7 2.0
Norway -0.2 .6 1.1
Other OECD Europe -. 3 .3 .4

Total OECD Europe -. 5 1.6 3. 5

United States -10.0 9.4 11.0
Canada -1.4 1.6 1. 7
Australia- .4 .4 .5

Total OECD - 12.3 13.0 16. 7

Rest of non-Communist world -3.5 4.3 5. 7
Net exports of Communist countries -1. 0 1. 0 .2

Total non-OPEC oil supply -16.8 18.3 22. 6

TABLE A-4-REQUIRED OPEC OIL OUTPUT

[in millions of barrels a dayl

1975 Mid-1977 1980
actual projection projection

Oil consumption in:
OECD (per table A-2)- 36.2 42.0 44.8
OPEC ----------------------------- 1.2 1. 5 1.9
Rest of non-Communist world -7.3 8.0 8.9

Total consumption -44.7 51.5 55.6
Stocks/losses --. 8 1.0 1.0

Total demand -43.9 52.5 56. 6

Non-OPEC output (per table A-3) -16.8 18. 3 22. 6
OPEC output required- 27.1 34.2 34.0

Total supply -43.9 52. 5 56. 6

OPEC exports ------------------- 25.9 32.7 32.1
OPEC consumption -1.2 1.5 1.9

Total OPEC output required -27.1 34.2 34. 0

Converted at 7.45 barrels to I ton.

f~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~'
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TABLE A-5.-OPEC OIL PRODUCTION

lin millions of barrels a day]

1975 May 1976 Mid-19771 1980'
production

(average Spare
for year) Capacity Production Capacity Production capacity Capacity Production

Algeria -0.9 1.1 1.0 1.1 1.0 0.1 1.0 1.8
Ecuador -. 2 .2 .2 .2 .2 - - .5 .0
Gabon -. 2 .3 .2 .3 .2 .1 .3 .8
Indonesia -1.3 1.7 1.5 1.8 1.T .1 2.0 2.2
Iran -5.4 6.5 5.6 6.6 6.4 .2 7.1 6.0
Iraq -2.2 2.6 1.1 3.1 2.8 .3 4.0 3.5
Kuwait- 2.1 3.0 1.7 3.0 2.2 .8 3.0 2.1
Libya- 1. 5 2. 5 1.9 2. 5 2.2 .3 2. 5 2.1
Nigeria- 1.8 2.7 2.1 2.7 2.3 .4 3.0 2.5
Qatar -. 4 .7 .5 .7 .6 .1 .7 .4
Saudi Arabia 7.1 11.8 8.5 12.6 10.0 2.6 14.7 8.2
UAE -1.7 2.4 1.9 2.5 2.2 .3 2.8 2.2
Venezuela -2.3 22.5 2.4 3.0 2.4 .6 3.0 2.2

Total 27.1 38.0 28.6 40.1 34.2 5.9 44.6 34.0

' Projected.
2 In our view this figure is an underestimate. Hence the higher figures we forecast for Venezuelan productive capacity

for mid-1977 and 1980.

APPENDIX B-THE BOLE OF SAUDI ARABIA IN THE WORLD OIL MARKET

1. We have referred to Saudi Arabia's large margin of spare capacity. In May
some 3 million barrels per day of this consisted of its reserve capacity. This is
capacity over and above the 8.8 million barrels daily effective maximum allow-
able production (including 0.3 million barrels per day for the Saudi share of the
Neutral Zone). With this reserve capacity Saudi Arabia can increase its pro-
duction substantially if It chooses.

2. Alternatively, Saudi Arabia has the capability to make a large reduction in
its output without suffering any economic hardship or inconvenience. A cutback
in Saudi production from the May level of 8.5 million barrels daily to 3.5 million
barrels per day would probably still leave it with oil revenues sufficient to cover
its external payments on current account, without allowing for investment income
and ignoring any consequential rise in oil prices. In fact a cutback of Saudi
production certainly would cause a rise in oil prices.

3. Saudi Arabia can therefore produce at any rate between 11.8 million barrels
daily and 3.5 million barrels per day. This wide range of choice gives If the latent
power to set the oil price unilaterally, over a wide range of possible total demand
for OPEC oil, but provided it is actually prepared to use its margin of reserve
capacity if need be.

4. This enables Saudi Arabia to impose its ideas on pricing on to OPEC. At
the OPEC ministerial meeting at Vienna in September, 1975 Saudi Arabia
threatened to "flood the market" by lifting its production ceiling and refusing to
implement any OPEC price rise of which it disapproved. This threat forced other
OPEC members to compromise on a price increase of 10 per cent. At Bali in May,
1976, Saudi Arabia refused even to compromise. Using the same threat, it Im-
posed on OPEC an extension of the nine-month price freeze.

5. Thus, Saudi Arabia's latent power to set the world oil price has now been
transformed into an actual power to do so, a power that Saudi Arabia is no
longer afraid to be seen to use. Thus, as the world's marginal supplier of oil, and
of energy, Saudi Arabia's production policies become pivotal in the pricing of
world oil and energy, both for their effect within OPEC councils and on world
oil balances and hence market prices.

6. Since December, 1973, Saudi Arabi'a increasing influence on OPEC pricing
has been applied in the direction of price moderation. Walter J. Levy SA has
warned before that there are grounds for expecting this to change over the
coming 10-15 years. Saudi Arabia will have a diminishing interest in imposing a
price policy that is unpopular with most of the organisation's members and
strains OPEC unity. Saudi Arabia is more likely to be allowing real oil prices
to rise only gradually by 1980, but more quickly during the late 1980's.

7. It is partly for this reason that Saudi Arabia's reaction to the abrupt jump
in demand for its crude between 1975 and mid-1977 will he important. Not only
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will it give soqie indication of the thinking of the present Saudi leadership about
future production policy. It will also indicate-as a related issue-whether Saudi
Arabia's crucial influence for price moderation will be sustained in the face of a
resumption of world economic growth at normal rates and of steady growth in
(demand for Saudi oil.

APPENDIX C-THIE BACKGROUND IN MID-1977

1. In Doha next December OPEC ministers are expected to review prices.
Prices will probably also be discussed at other meetings in the first half of 1977.
However, by mid-1977 the political and economic background to these discus-
sions will be radically different from that at Vienna and Bali in 1975 and 1976.

2. On the political side, the Conference on International Economic Cooperation
(the North-Side dialogue) will probably have ended, at least in the form origi-
nally conceived. While this dialogue has been running, and during the earlier
period when it was being prepared, oil producers have been under some inhibi-
tion about putting prices up. The West was persuaded to enter the dialogue by
the prospect of a more orderly and favourable set-up for world prices and sup-
plies. The dialogue may produce a major impetus towards new arrangements for
commodities and agreement on debt rescheduling. But even if it does, and this
looks far from likely, oil producers will then cease to be constrained in their price
policy by fears of enraging the Vest and scuppering the dialogue.

3. Secondly, by mid-1977 the OECD countries will probably have enjoyed an
18-month period of economic growth averaging 5.3-5.4 per cent, on the Secre-
tariat's latest forecasts. By mid-1977 OECD GNP looks likely to have grown by
30 per cent in money terms, in the 2½/_ year period since oil prices were first frozen
on 1st January, 1975. In this period oil prices have risen 10 per cent so far, with
another rise to come in December, 1976.

4. Thirdly, this revived economic growth will probably have caused an upsurge
of commodity prices, though perhaps not on the scale of 1972-74. The LDC's
will benefifit considerably. Their payments problems will be eased. They will
also be better able to withstand new oil price rises, a factor that will influence
OPEC.

5. Fourthly, with revived economic growth and shrinking margins of spare pro-
ductive capacity in key sectors of the industrial economies, inflationary pressures
will intensify. They will be reinforced by the commodity price boom.

6. By mid-1977 it will be beyond dispute that real oil prices have been signifi-
cantly eroded since January, 1975, and that the erosion is continuing. Since Janu-
ary, 1974 both the American and Saudi governments have been arguing that some
erosion of real oil price levels has been needed, to allow normal world economic
growth to resume. And the Americans have ascribed the slippage in OPEC oil
output since autumn 1973 to over-large price increases then and later.

7. In mid-1977, however, both these arguments will cut the other way. They
could then be used to justify new price increases: growth will have convincingly
resumed: and OPEC output looks likely to be above the previous peak (of 32.7
million barrels per day in September, 1973).

8. Moreover by that time revived economic growth will have brought a new wave
of prosperity to both the developed countries and (through a new commodity
price boom) to most lIDC's. Only the oil producers will be left out. Most of them
will have enjoyed some increase in volume sales. But by mid-1977 it will be hard
for most of them to generate higher revenues even by higher volume sales. As we
show in Table A- on page A-7, all will have reached capacity operation, except
for Saudi Arabia, except for those countries pursuing deliberate policies of con-
servation (which will be producing at their ceilings) and except for margins
needed for technical reasons.

APPENDIX D-'THE EFFECT OF THE ABAMCO SETTLEMENT

1. By mid-1977, it is possible that new arrangement will have been negotiated
between Saudi Arabia and the American partners in Aramco. Under new arrange-
mnents the present production limit of 8.5 muilloomi barrels daily might be
superseded.

2. The outline of the likely settlement is still foggy. What does seem to be under
consideration is a two-tier structure. Under this the shareholding companies will
be entitled to lift a specifled base volume of crude each year on reasonably favour-
able terms as a reward for their expertise and for guaranteeing to lift these vol-
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times, possibly subject to penalties for underlifting. Beyond this, further volumes
of crude might be available to these companies and others on less favourable
terms. It remains unclear, among other things, whether the present 8.5 million
barrels per day limit will remain in any form.

3. If it does, the position will be the same as now. In mid-1977 Saudi Arabia will
still face the choice we have explained, of lifting it, or secing oil prices rise out of
control.

4. If there is no such limit, the dilemma wvill take a less obvious form. Saudi
Arabia might choose to produce whatever volumes the world needs and to make
them available at a price at or near the present OPEC price.

6. Alternatively, even without a limit like the present one of 8.5 million bar-
rels daily, Saudi Arabia might produce extra volumes-over and above the base
volumes agreed with the Aramco partners-but charge a significantly higher price
for them. In fact it might vary the price for these extra volumes according to the
level of world demand for oil and with the aim of moderating the growth of world
demand for oil.

6. In other words, even if an Aramco settlement does come before mid-1977, and
even if it involves the disappearance of the present 8.5 million barrels per day
limit, this change will do no more than blur the issue. Saudi Arabia will still
have to decide whether to meet world demand for its crude in mid-1977, or wheth-
er to set a production limit and allow prices to rise by themselves, or wheher to
make extra volumes available at a higher price (which would automatically
allow other OPEC producers to raise their prices to equivalence with this higher
marginal oil price, no matter what the official OPEC price might be).
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