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THE ECONOMIC IMPACT OF FORTHCOMING OPEC
PRICE RISE AND "OLD" OIL DECONTROL

THURSDAY, JULY 10, 1975

CONGRESS OF THE UJ-ITFD STATES,
SUBCOMMITTEE ON CONSUMER EcoN-o-MIcs

OF Ti-m JOINT ECONO-mC CoMMITrEE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:10 a.m., in room
1202, Dirksen Senate Office Building, Hon. Hubert H. Humphrey
(chairman of the subcommitttee) presiding.

Present: Senators Humphrey, Proxmire. Kennedy, and Javits; and
Representatives Long, Brown of Ohio, and Heckler.

Also present: William A. Cox, Robert D. Hamrin, Jerry J.
Jasinowski, L. Douglas Lee, George R. Tyler, and Larry Yuspeh, pro-
fessional staff members; Michael J. Runde, administrative assistant;
George D. Krumbhaar, Jr., minority counsel; and Al. Catherine Miller,
minority economist.

OPENING STATE-MENT OF CHNAIRMAN HU3fPHREY

Chairman HUMPHREY. This hearing is, of course, the first of t-wo to
be conducted by the Consumer Economics Subcommittee of the Joint
Economic Committee to evaluate the economic impact of the proposal
to decontrol so-called old oil, and the widely predicted jump in the
month of October of OPEC oil prices.

I recognize that both of these are questions of conjecture or issues of
conjecture. and not necessarily ones of certainty.

In combination with the administration's oil import duties, oil de-
control and higher OPEC prices could turn our present recession into
an energy depression.

Decontrolling old oil will slash consumer income, according to the
estimates of our staff, of around $15 billion to $20 billion. A $2 rise in
OPEC prices, which is a figure that has been repeatedly mentioned,
-will cut consumer incomes another $10 billion to $15 billion. Decontrol-
ling old oil, as is being recommended by the administration, will force
wholesale prices up almost 100 percent faster next year than would
normally otherwise occur with controls. A $2 OPEC price jump will
cut the growth in real domestic production by almost 1 percent next
year. And decontrolling old oil will cut its growth back an additional
1 percent, making 1976 a repeat of 1975's slow growth.

Finally, oil decontrol and a $2 OPEC price jump. if both were to
take place this year, will force an additional 400,000 men, women, and

(1)
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teenagers out of work, forced out by the slash in consumer incomes and
resulting drop in industrial production.

These numbers, while estimates, I think are responsible estimates.
These numbers are startling, but they are based on statistics developed
just 2 days ago by the Joint Economic Committee's staff and the
Library of Congress, using mathematical models at Wharton and Data
resources. I mention this because I think the credibility of the
statistical information is of the utmost importance.

I have said that these numbers are startling; indeed, they are. They
reveal what we face in the next 3 months: Two most difficult choices.

First, on August 31, oil price controls expire. We must decide
whether or not to extend them.

Second, on October 1 OPEC, according to the information that is
available, will dictate another price rise to us. We do not know the
amount. but it is indicated that there will be a price rise. We must
decide whether and how to soften the blow of this price jump.

It is my judgment that the majority of Congress feels that we must
(lo everything possible to continue price controls on old oil and to
offset the OPEC price rise. We must do so because our national priority
should be a speedy economic recovery and all that goes with it, includ-
ing jobs ; restore consumer confidence; and a spiritual uplifting across
the land, as economic recovery and prosperity returns.

Energy conservation is important, vitally important. Jobs are im-
portant, also. The administration wants oil decontrolled and has pur-
suied, in my judgment, an OPEC-style energy pricing policy-a policy
of higher and higher energy prices designed to reduce energy use by
slashing consumer incomes and by forcing industrial production down
and unemployment up, as consumers pay more for ene'gy and have
less income to buy automobiles, appliances, and other articles.

In short, it appears to be a policy where energy conservation through
price rationing is to be given top priority regardless of its impact on
economic recovery. The administration's brand of conservation, which
it believes will work, means higher energy prices.

I believe, Mr. Greenspan, you have said inevitably there are higher
prices. I believe I am correct in noting that you have indicated in your
statement that prices are going to rise to the world level regardless of
what we do-despite the fact that we have substantial amounts of
dlomestically produced energy here in the United States: Oil, gas, and
almost unlimited quantities of coal.

There has been some speculation in the media lately that the ad-
ministration is undergoing a reevaluation of this policy. Maybe we
will hear about that today. But as of now, according to my under-
standing, the administration's objectives are to seek decontrol of old
oil over 25 months and not to seek in some fashion-for example, by
cutting taxes-to soften the impact of higher OPEC prices.

The Joint Economic Committee staff has projected the effects of
this decontrol scheme and a 15 percent OPEC price rise; that is, $1.57
a barrel. Although uncertainty surrounds the OPEC action, I consider
this a likely situation over the next 3 months if the administration is
able to achieve its policy objectives.

The Joint Economic Committee staff has prepared three charts
comparing consumer prices, using the Consumer Price Index; growth
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in production. using real GNP figures; and unemployment. And you
will note the charts over there.

First, we have a case where we have a continuation on oil controls
and the expected OPEC price increase does not occur or is offset by a
matching reduction in the oil tariff; this situation is labeled "Plice
Controls".

Second, we have a case where we have old oil decontrolled over 25
months and a 15 percent OPEC price rise occurs with your tariff re-
maining in place; this situation is labeled "Administration policies."

As depicted on these charts, we see that the administration's energy
program will cut our growth and output-that is, real GNP-by over
one-third by mid-1976. Due to rising energy prices, real GNP, ad-
justed for inflation, will grow at a rate insufficient to cut unemploy-
ment significantly. It is estimated that it will take a real growth rate
of around 7 percent to cut unemployment 1 percent in 1976. The result
is that the administration's energy plan will hold unemployment at
about 8.5 percent in the foreseeable future. In effect, by slashing con-
sumer incomes, the administration allows consumer demnand to rise at
a rate only sufficient to provide jobs for new labor market entrants.
The number of unemployed, as a result, will only fall very gradually.
It would not be until 1978 that we could see unemployment drop even
as low as 8 percent.

-Now, I recognize that these are all predictions, subject to all kinds
of adjustments; but these are the projections that are made on the
basis of decontrol of old oil and an estimated $1.57 a barrel increase,
or a 15 percent rise, in OPEC prices.

The Joint Economic Committee staff estimates that consumer prices
will rise 2 to 3 percent faster over the next seven quarters due to the
administration's program.

These results are presented in a committee summary sheet.
Let me add that the administration's program will cost the average

American family of four persons about $800 per year in higher energy
prices.

I repeat again to my distinguished friend-the Chairman of the
Council of Economic Advisers, who has said that oil prices are going
to rise to world levels regardless of what we do-I believe that a coun-
try that has at least 65 percent domestic production-maybe larger,
if wve want to push it-does not have to be completely subservient to a
world oil price.

So, we have witnesses today that we are going to comment on these
projections, I am sure. I thought they ought to be laid out before you
so you can at least test their veracity or credibility and we can hear
from you as to what your projections are.

Now, I think I should add that these projections do not include any
price increase for natural gas, which the administration recommends
be decontrolled as well. In other words, these charts do not include
what would be a very substantial hike in natural gas prices if there
were total decontrol.

Without objection, the charts I referred to in my opening state-
ment will be placed in the record at this point.

[The charts follow:]



4

INFLATION
CONSWER PIKE NCREASE

75:4 76:1 16.2 713 16:4 II:1

ADIIIWSTRATION PROPOSAL

PRKE CONTROL POLICY

YEAR

CHART 1

GROWTH IN PRODUCTION
(REAL GNP)

16: 76:2 .76:3 76:4 1771

PRICE CONTROL POLICY

ADMINSTRATION PROPOSAL

YEAR

CHART 2

1.6

u.

U

153

x.

,



5

UNEMPLOYMENT

IUDO

910

- AMMAIIIRNAT1oN PROPOSAL

U80X
PRICE MONROE POLKY_

100*

753 154 76:1 762 763 114 7i1 YEAR

CHART 3

Chairman Hu7NiRIIREY. Congressman Brown of Ohio.

OPENING STATE3LEN-T OF REPRESENTATIvE BROWN OF OI-IIO

Representative Brow.N of Ohio; Mr. Chairman, if I may, on behalf
of myself and the minority position in this situation, make a state-
ment; I serve as ranking Republican on the Energy and Power Sub-
committee of the Commerce Committee in the House, and I would
just like to observe that it is my feeling that it is essential that the
Congress and administration work together to try to come up with a
solution to the problem, which is not only nationwide but worldwide,
and which involves not only the question of price but the question of
supply of energy in this country. The chairman has quite rightly said
that our economy is based on the use of energy, and if we do not have
the availability of energy, then our economy is going to suffer.

The thing that concerns me, Mr. Chairman, is that the Democratic
Congress has had something like 6 months to come up with an energy
program. and has not done so. One of the things proposed in the
House, of course, was a 23-cent-a-dollar gasoline tax, which it seems
to me would be burdensome to the economy. It finally failed in the
Congress, of course, and we seem to have no program emanating from
the Congress except a negative one. The thing that also concerns me is
that the President presented legislation embraced in 13 titles when he
gave his energy message last January. Not one of those titles has
found its way into an act, and been placed on his desk for signature.
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We are in an energy depression now. From 1971 to 1974, the price of
our imported oil went from $3.2 billion to $24 billion. That very impor-
tant source is a major source of our energy-approximately one-third
of our oil-in our country. As represented by that price change, we
got the same third of our imported from overseas, but we paid $21
billion additional for it. That money went overseas. It did not go into
the pockets of Americans. It did not create jobs for Americans. It
cost every one of our 210 million Americans $100 apiece, or about 41/2
percent per family. It is interesting that our unemployment went up
essentially the same percentage. If that money had been spent in the
United States, we would at least have recycled those dollars into the
economy, and not put them into the hands of foreign nations and their
citizens. Oil independence depends on our ability to encourage the
finding and production of oil in the United States. AWle are an oil-based
economy, and will be until we can figure out ways to convert that econ-
omy to whatever the new and exotic methods of energy production are.

The other thing we must do, in the meantime, if we cannot produce
that oil immediately in the United States, is to discourage consump-
tion. It is an economic principle that has been well established since the
history of man began that price is a proven method for discouraging
consumption and encouraging production. The domestic free market
price in the United States has run, since we have had price controls,
something between $1 or $3 below the world OPEC-set price. Con-
trolled old oil prices have resulted in lowering U.S. production of oil.
That is no wav to solve our supply problem.

Also, to lower prices is no way to solve our consumption problem. It
is a way to create a shortage of oil in the United States, and increase
our dependence on imported oil at whatever price the OPEC nations
wish to set. It seems to me it is an effort by the Congress to move to the
same philosophy in oil that has brought us the wonderful natural gas
situation in the United States, where we have held the prices down
with a shortage of supply that will ultimately cost this country jobs if
the good Lord ever gives us a cold winter.

It occurs to me that that is no way to solve our problem. Higher
OPEC prices will bring in more U.S. oil if we have a free market in
U.S. oil production. They will also bring in other energy sources. It
would be my guess that the Arab nations are wise enough in their
understanding of economic principles to realize that, and will there-
fore have some natural restraint on them to keep their prices under
control. The Ecuadorans already, I think, within the last 24 hours,
have announced that they are going to lower prices.

The reasons for these hearings, I assume, are that the Congress-
at least the majority in the Congress-is opposed to price decontrol.
The only conclusion I can come to after that is that they also favor
energy shortages and more dependence on foreign sources for energy.
I think, again, that that is a retarded kind of position with reference
to the U.S. domestic economy, because it is the position that we have
gotten into with reference to natural gas. It makes no sense to me that
we ought to try to import gas from Algeria at $4 a thousand cubic feet
when we can produce it in this country for $1 or $1.50 per thousand
cubic feet, and see that the funds go to the people in the United States
who produce natural gas. The same principle would apply to oil. It
makes no sense to pay a higher price for the foreign oil we need, and
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then refuse to give a similar price, or something below that, to Ameri-
can producers. I would rather pay Texans to find the oil, Oklahomans
to find and produce gas, and Appalachians to find and produce coal,
than I would Arabs to produce oil or Algerians to produce gas-or
the Russians, for that matter-or even for Arab oil to be converted
into propane at $2 or $3, to do the same job that we could do at the
lower price of American natural gas.

Decontrol of the $5.25 price of old oil would raise the price of gaso-
line somewhere between 5 and 8 cents. If we move that decontrol grad-
ually through the economy over a period of 2 to 3 years, that would
have all the economic impact of somewhere between 2 and 3 cents a
vear. It seems to me that that is a relatively cheap price to pay for
getting Americans more aggressive in the area of producing oil-and
gas, for that matter-than paying the higher price to the OPEC na-
tions and increasing our dependence on the OPEC nations.

Chairman HUMPHREY. Senator Proxmire.
Senator PROXMIRE. I have no statement.
Chairman HmrPIIREY. Senator Javits.

OPEN ING STATEMENT OF SENATOR JAVITS

Senator JAvrrs. Thank you, Mr. Chairman.
Mr. Chairman, my reason for making a brief statement is because

we in the Senate now have this issue. We have a bill from the House,
which in my judgment, is inadequate as amended by the House. I
throught it was an excellent bill when it came out of Ways and Means
and it is now our duty in the Senate to perfect this bill, if we can. I
hope very much that we will apply ourselves to that diligently.

This is the opportunity to act rather than discuss theories. Therefore,
I hope that the witnesses will address themselves to what in their judg-
ment the Senate ought to do about the House bill. That is a, practical
approach and will guarantee immediate action to the American people.
I for one, Senator, will devote myself to action. Frankly, in this par-
ticular case, an answer is more important that what the answer is. The
American people ought to know where they stand. This case is unique
for putting your ear on the ground to try to get the rumblings is going
to get you nowhere. The Congress of the United States has to lead in
this matter. We individually have to decide, we have to take the risk
of deciding, and then we have to show our own people that we are
trying to do the right thing. We are not going to get a concensus on this
one. The consensus theory, in my judgment, dismantled a fine bill in
the House of Representatives.

Finally, Mr. Chairman, I wish to express another point of view with-
in my party-because I do not believe that what Congressman Brown
of Ohio expresses necessarily represents the views of all of us. First,
there is no guarantee that decontrol of the price will get us more oil or
gas. Let us understand, in the recent recession, prices remained high
even though demand was reduced fairly materially. Whatever may be
the reason, that is a fact. In view of this, we must couple any decontrol
measures with a guaranteed increase in supply. We cannot simply de-
control and believe that the price incentive is going to do the job. It
will not necessarily do that.

In addition. the revenues of decontrol must be subjected to regula-
tion. We should implement a capital formation provision, with very
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strict regulations as to the plowing back of what is earned in excess
earnings into founding new production or the revenues should be
handed over to the Government, the Government then using those
funds for the necessary rebates to equalize the economic impact, both
on business and the individual.

Second, the primary problem to which I would hope the witnesses
would address themselves is that the American people have not ac-
cepted the fact that we cannot have businesss as usual. We cannot have
"guns and butter" as usual. We simply have to cut consumption of
these items. The only way to cut it materially is by saving-by altering
the way we live. The tragic fact is that the curve of consumption is
going up, not down. Every one of the testimonies of these witnesses, I
believe, will show that. We cannot afford it. The Congress has to put
a stop to it. I do not believe you are going to get it by the kind of volun-
tary action which is contemplated by the administration.

Third, the United States has to speak very strongly in diplomatic
terms, to minimize the OPEC price increase. We must be willing to do
our full part in connection with the work of other nations in the Inter-
national Energy Agency. There are a lot of things that OPEC looks
for to us, including food, and we have an absolute right to use our
ecomonic strength, just as they are using theirs, to see that their ex-
pected price increases either are not made or are held to the barest
minimum. The United States ought to dedicate itself to that purpose
diplomatically. As a members of the Foreign Relations Committee, I
shall do mv best to that end.

Fourth, I do not believe that allocation is necessarily to be com-
pletely discarded. It can be a very useful ancillary tool if the first three
purposes which I have in mind are full effected. And finally, Mr.
Chairman, we should be putting adequate resources into using coal in
intelligent ways, into atomic power with consideration toward a rea-
sonable compromise of the environmental laws, into solar energy and
into other new Buck Rogers ways of producing energy. I am reminded
of the example of Winston Churchill, who, in Britain's darkest hours
in 1940, sent one of his two armored divisions to Africa. He had to
act and that may have been what turned the tide of World War II,
even before we got into it.

We are currently in a similar position. We are in a recession. We
have big deficits. Buit we must make this tremendously constructive ex-
penditure, and we must make it adequate. Mr. Chairman, I thank the
Chair for the time. and hope that witnesses will address themselves
to this.

Chairman -IrmmPlREY. I thank you very much, and I thank the wit-
nesses for their patience.

Mr. Greenspan, if you please.

STATEMENT OF HON. ALAN GREENSPAN, CHAIRMAN, COUNCIL OF
ECONOMIC ADVISERS

Mr. GREENSPANT. Mr. Chairman, as always, it is a pleasure to be here,
and I trust that these very complex problems will be somewhat eluci-
dated by this particular panel.

The United States is confronted with a very serious energy problem
which is not new, and is not going to go away by itself. The problem
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-will require exceptionally difficult policy decisions both by the Presi-
dent and by the Congress. They cannot be ignored much longer.

Our once abundant supplies of oil and natural gas are beginning to
dwindle, and unless we begin to reverse some of these trends, our
growing energy requirements will mean increasing reliance upon un-
reliable foreign sources for a larger and larger share of our energy
needs. As we all know, there are costs involved in trying to resolve
the energy problem. as the threat of higher prices by the foreign
producers so dramatically illustrates. However, there are also prices
involved in doing nothing, or continuing with our present policies.

If we continue to suppress the price of domestic oil and natural gas,
we will continue to discourage the development of new domestic energy
sources, on the one hand, and the more efficient use of energy in our
economy on the other. We will eventually find that we have placed our
economy and our society at the mercy of unilateral actions of the
foreign oil producers, with respect to both prices and the reliability of
supplies. Continued procrastination on this critical issue will surely
confront us in the years ahead with a significant embargo threat, and
with higher prices.

It is important for us to recognize that there is one option which we
do not have. There is no reasonable or credible scenario that will pro-
vide this country with both adequate supplies of energy and the prices
w-e experienced prior to the 1973 embargo. To be sure, we can pursue
the illusion that energy prices will stay close to present levels, but not
for long. Under our current price-suppressing policies, the proportion
of our total energy which is supplied by $5.25 crude oil and low-priced
natural gas and liquids will inevitably decline. If we keep these price
ceilings in place, the average price of gasoline and other petroleum
products will continue to press higher, as higher priced imports make
up an increasing proportion of refinery crude oil. This can be illus-
trated with a simple example.

If there is no change in our price ceiling, and we assume that do-
mestic consumption of oil products rises by, say, 4 percent per year,
and that the natural rate of production declines from our price-con-
trolled. old-oil-producing, fields at 1 percent per month, the average
price of crude oil and natural gas liquids consumed in the United
States will rise by about 25 percent by 1958. If there were full de-
control and no increase in OPEC prices, refinery crude prices -would
increase by 37 percent by 1985.

Alternatively, if we assume that OPEC prices rise by, say. 5 percent
per year, the price of oil consumed in the United States will rise by
about 90 percent on the price controls by 1985. On the decontrol,
they would rise by 110 percent. Similar results occur with assump-
tions of OPEC price declines. and/or alternate growth patterns of
consumption.

I talk about these prices. Remember, I am referring to the refinery
input prices. Clearly, product prices, especially prices of gasoline-
at retail, of course-will rise by significantly less than the numbers I
have given. The relationships, however, will of course remain the
same. I see little value, either to the consumer or to the economy, from
the temporary, somewhat lower price increase of oil and natural gas,
if it is achieved at the cost of drying up domestic supplies, encourag-
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ing the extravagent use of energy, and increasing our vulnerability
to the actions of foreign oil producers.

Our real choices are not between the high and low price oil. Oil
prices are going to rise to close to world levels, regardless of what we
do in the short run. Prices will rise either as the result of an increas-
ing mix of higher priced imports, owing to our efforts to hold domestic
prices down, or as the result of the President's program of decontrol.
There are, however, important and indeed critical differences between
the two approaches. The President's program is a managed move to-
ward the use of these inevitably higher prices, in a manner that pro-
vides incentive for our economy to adjust to the new energy situation,
and to disengage ourselves from the vulnerability and possibility of
supply disruption by the foreign oil producers.

I should point out that higher prices for energy are not a value per
se. Obviously, lower prices would be better, if we had the choice.
Energy price increases which do not act either to create incentives
for augmented supply or diminished demand serve little useful pur-
pose. Thus, the increase in the price of coal which would have resulted
from the curtailed production in the recently vetoed strip mine bill,
in my judgment, would have served no useful purpose. It is impor-
tant to recognize that every realistic option confronting us has cost
as well as benefits. There is no costless way for us to achieve secure
sources of energy for the future. We can only choose among those
programs which would achieve energy independence at the least cost
to the productive capability of our economy.

In constructing our program, we cannot consider our policies and
initiatives in isolation from those of either the other consumer coun-
tries or the possible future actions of the foreign oil producers. *We
must, of course, be prepared to adjust our tactics, should the actions
taken by others require it. Nonetheless, we should not veer from our
basic strategic purpose of obtaining effective energy independence for
the United States in a manner consistent with our obligations in in-
ternational energy needs. Moreover, since energy policy is an integral
part of economic policy, it is of course necessary to mesh such poli-
cies so as to achieve the broadest benefits for this country, reconcil-
ing both short- and long-term objectives. Thank You.

Chairman HuriPHREY. Thank you, Mr. Greenspan, for your
statement.

Mr. Zarb, will you please proceed.

STATEMENT OF HON. FRANK G. ZARB, ADMINISTRATOR,
FEDERAL ENERGY ADMINISTRATION

Mr. ZARB. Thank you, Mr. Chairman.
Mr. Chairman, I will make my remarks very brief. I would ask that

my prepared statement be submitted for the record. I associate my-
self with the remarks made this morning suggesting we have an urgent
national problem, and we can work toward a solution together. I think
we have the capability of working together to arrive at a solution,
and that is a part of what we are engaged in now.

Mr. Chairman, we have not had an opportunity to examine the
iassumption and other issues surrounding the issue this morning. Until
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-we have an opportunity to do so. I would hold back comment on the
specific numbers that you referred to.

Chairman HUMPHREY. *Would you do us the service of making an
examination of those projections and the economic models?

Mr. ZARB. Yes, sir.
Chairman Hu3IrIrRLY. Would you give us your analysis within the

week?
Mr. ZARB. *We will have it sooner.
Chairman HUMPIIREY. Go right ahead.
Mr. ZARB. Mr. Chairman, Alan Greenspan has already referred to

what is happening, that our imports are increasing. They are at 37
percent, going toward 40 percent. I anticipate by early next year we
will be very close to that 40-percent level. Our domestic production
is declining. As we have an economic recovery in the rest of the world,
the consumption of oil will increase. It has always been that way and
it wvil be that way in the future as well. We as a Nation simply have
not put togther a pro ram that accommodates that set of
clrcumstances.

The President's program with respect to import fees and decontrol
in 24 months has a price effect and has an effect of reducing our im-
ports. The fee itself, by 1977, can have an effect equal to 300,000 bar-
rels a day in savings, albeit it will increase the average barrel of oil
by about $1.20. The price per gallon of product will increase as a
result of the tariff by approximately 3 cents by virtue of that action;
and coupled with decontrol over a 2-year period, will have an in-
crease of between 5 and 7 cents more.

Chairman HUMPHREY. 5 and 7 cents; are you talking about gasoline?
Mr. ZARB. Per gallon.
Chairman Hu-NIPHREY. Per gallon.
Over what period of time?
Mr. ZARB. Over a 2-year period.
Mr. Chairman, I ask you to forgive me because I have been singing

this song for a long time-many of you have heard this before. We are
simply moving in the wrong direction as a Nation. The producing
nations are taking advantage of that situation. I referred earlier to
the threats of increasing prices this fall by OPEC; the likelihood of
the producing nations continuing that kind of thinking which will
only be reinforced if we continue to fail to put our energy house in
order.

The notion of removing a tariff, or any other change in domestic
national 'policy, to accommodate an arbitrary increase by a set of
nations based on no economic rationale leaves us in an untenable
position.

Surely if they see us continue to not do anything, to increase our
consumption of imported oil, or indeed to dismantle the beginnings
of our own program, they will view this as an open license to further
increase prices between now and the end of 1977. I will not get into
the national security issues of our increased vulnerability. I have
talked to that point long and hard over 6 months. It gets to a point
where perhaps it is overstated.

The point is that the American consumer is paying a dear price for
our inaction. The fact that we have not taken steps to eliminate im-
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ported oil to the extent we can, or to bring on domestic supplies, is sim-
ply giving the cartel nations an opportunity to increase their prices at
will.

The imports from the OPEC nations over the last year have in-
creased from approximately 50 percent to 65 percent of total imports.
This is up from some 47 to 48 percent in 1973, so that you can see our in-
creased consumption of OPEC oil, not only imported oil, is moving
the wrong way. You know as well as I do, and even better, that the
Canadians have indicated that they are withdrawing from our market
some 700,000 barrels a day that they are now providing. Thus, we
are going to have to run twice as fast just to stay in one place in the
next 3 years.

Mr. Chairman, the President's program to conserve oil is indeed
based on the price mechanism. We have been through 3 anguished
months on the House side. Although we began exploring, I assure you
that we did such with an open mind. Together, we looked at alloca-
tion and import controls. We are not of a mind to dismiss any other
approach simply by virtue of philosophy. We believe that we ought
to find the right approach to reduce our consumption. You yourself
have said we ought to conserve oil.

The next qeustion is how. The House committees have worked rather
quickly on it after talking to their own economists. They found that
a quota system and allocation system over a 5- to 10-year period would
visit more economic destruction on this country than any price mech-
anism that we can envision.

The natural gas issue is similar. We are going to begin to pay a more
severe penalty this winter and we are going to have to take some very
abrupt action to accommodate this winter. If we do not do some things
for the long-term situation, 1976 and 1977 are going to be even more
serious.

We have three alternatives, Mr. Chairman: the first is to do nothing.
Our imports will go over $30 billion by 1977. The American consumer
will pick up that tab. We will be more vulnerable to arbitrary political
action. More importantly, we would be a lot more vulnerable to arbi-
tray price action. Speaking realistically, our ability to bring on addi-
tional production over the next 3 years is rather remote. We have
asked for authority to bring on an equivalent of 600,000 barrels a day
from the Congress. We do not yet have those authorities.

The second alternative is Government controls through alloca-
tion and quota control as Senator Javits has indicated. I would ask as
we go forward in testimony before the Senate Finance Committee, that
we undertake a clear analysis as to what kind of economic disruption
this alternative will have on the Nation, not only in the near term but
long term.

The President. as a third alternative. has put forward a very
tough and comprehensive energy policy. It surely cannot be consid-
ered a political policy because it is not easy to talk about raising
piices.

Mr. Chairman, I would like to end on this point.
The President. as he put on import tariffs. asked for action by the

Congress for a $2 excise tax to be placed on domestic oil. Under a
decontrol situation such a tax would have absolutely zero impact on
consumer prices. It would absorb the $2 which reflects the difference
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between oil prices as they were and where they have risen as a result
of the $2 import fee.

We have been collecting a tariff. If we also had the excise tax, and
the mechanism that the President asked for to return all these dol-
lars to the American people, between February 1 and July 10 we would
have returned approximately $21/2 billion to the American people.
If that would not have had a good economic impact, I do not know
what would. If wve act now, it can result in $7 billion between now
and the end of the year. Very simple steps, MNr. Chairman.

The windfall tax which the President also requested is very con-
troversial. I would like to discuss this separately, but it would also
provide more revenues to be returned to the economy.

The point is we have already neglected an opportunity to return
to the American people $21/2 billion through the energy program. I
think that is something we can do in the next week. We could have
legislation before the Congress recesses.

Thank you, MNr. Chairman.
[The prepared statement of Mr. Zarb follows :1

PRFPARED STATEMENT OF Hos. FRANK G. ZARB

Mr. Chairman, Members of the Committee: I am pleased to have the oppor-
tunity to appear before you today to discuss the potential impacts of certain
energy actions on the consumer. I will discuss the impacts of three actions:
(1) deregulation of old oil; (2) import fees; and (3) the deregulation of natu-
ral gas. These, plus a variety of other energy programs, were, of course,
included in the President's Energy Independence Act of 1975. All were de-
signed to cut energy demand and to spur the development of domestic energy
supplies, while equitably distributing the burdens of the program on the Amer-
ican consumers.

In the numerous appearances that my staff and I have made before the
Congress in support of the President's program during the last six months,
we have stated and restated the necessity of this approach to solve our short-,
mid-, and long-term energy problems. The need for action is clear, and I shall
not take up any more of the Committee's time reciting the lengthy litany of
where we have been and where we will be, should action not be forthcoming.
However, allow me just to briefly outline our current situation:

1. The United States, at present, imports both crude and product at a sea-
sonal low of five million barrels per day (still 32% of our total demand).
At the close of this year, we estimate that figure to surpass seven million
barrels per day, nearly 41% of total demand.

2. Consumption currently is just over 15 million barrels per day. At the close
of this year, we estimate that figure to be approaching the 18 million barrels
per day mark. For all of 1975, we estimate average consumption to be 16.9 mil-
lion barrels of oil per day.

3. Domestic production of crude oil is presently a little over eight million
barrels per day, a 6.2 decline from the same period last year. and over a 10%
decline from the same period in 1973. And this decline will continue next year.

Then these facts are combined with the recent reports that the Organization
of Petroleum Exporting Countries (OPEC) is considering additional price in-
creases, the picture clearly emerges that this Nation's dependence is getting
worse.

In an effort to stave off this trend while the Congress continued its delibera-
tions on a comprehensive legislative package, the President raised crude oil
import fees by one dollar on February 1, as a temporary measure. After a 90-
day delay in which he hoped Congress would show some progress, he imposed
an additional one dollar per barrel fee on June 1. Moreover, to furnish a sub-
stantial incentive to reverse the trend of declining domestic production and
to reduce energy demand. the President will propose to the Congress a plan for
the phased decontrol of old domestic crude oil.

63-134-76 2
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To provide incentives for increased natural gas production, the President has
proposed the deregulation of new supplies of that resource. I understand the
Senate will be debating various approaches toward the natural gas problem in
the near future.

Each of these actions encompasses tough political decisions, but each is neces-
sary if we are to find a solution to our problems. In considering these actions,
we must bear in mind the salient fact that, as there are only a limited number
of actions that can increase supply in the short-term, these proposed measures
will have the greatest impact in reducing energy consumption. I would now like
to address each of these actions and briefly outline their impacts on the market
place.

IMPORT FEES

Import fees on crude oil were raised one dollar on February 1, and an addi-
tional one dollar on June 1. To ease the impact on regions heavily dependent on
imported petroleum products, such as the Northeastern States, a lower fee rate
of 60 cents per barrel was imposed on imported refined petroleum products.

The effect of these measures on our level of petroleum imports will be both
immediate and cumulative over time. By 1977, we estimate that our demand for
imported oil will be reduced by approximately 309,000 barrels per day-a short-
term goal that no Congressional proposal thus far tendered can match.

The price effects of the import fees will increase the average price of crude
petroleum by only $1.20 per barrel, not two dollars per barrel, because the price
controls on old oil will limit both the cost and conservation impacts of the
increased fee. Translated into consumer costs, the effects of the June 1 action
alone will cause a minimal rise in the Consumer Price Index of .2 percentage
points as it increases total expenditures for energy by approximately $2 per
month for each household. The combined effect of the February 1 and June 1
actions will most likely result in an increase in retail gasoline prices of approxi-
inately three cents per gallon.

DECONTROL OF OLD OIL

The President's plan to decontrol the price of old oil will allow the price of
controlled domestic oil, presently at $5.25 per barrel. to rise gradurlly to the
price level of presently uncontrolled oil over a 25-month period. The effect of this
plan will be two-fold. First, industry will be given an impetus to increase the pro-
duction of our own supplies of petroleum as domestic oil prices are permitted
to rise, and secondly, the subsequent increased overall price of oil will reduce
demand. In 1977, when the plan is fully implemented, the decontrol of old oil,
in conjunction with the increased import fees, will reduce imports by approxi-
mately 880,000 barrels per day. Of this amount, approximately 693,000 barrels
would be reductions in demand, and 187,000 barrels would be increases in domes-
tic production. By 1985, we estimate that incentives due to decontrol will result
in increased production of 1.4 million barrels of oil per day.

However, just as phased decontrol has the greatest effect on reducing petroleum
demand, it carries with it the greatest cost in the short run. Phased decontrol
over a two-year period, along with the increased import fees, will raise current
petroleum-related consumer energy costs by approximately 3%l during 1975. 7%
in 1976, and 4% in 1977. As a result of decontrol and the increased import fees,
the annual range of change of the Consumer Price Index will increase about 1.4
percentage points by 1977.

Gasoline prices can be expected to rise 2.5 cents per gallon per year over the
two-year phasing of decontrol, independent of the increase in import fees-a
total of five cents. The effect on electricity prices will be slight, less than 2% by
the end of 1977.

The effect of phased decontrol on GNP and unemployment will he minimal if
implemented in conjunction with a windfall profits tax and a rebate system, as
discussed by Secretary Morton. These rebates will maintain consumer purchasing
power in the fare of the higher petroleum prices, and hejice maintain the vital
economic activity that ensures economic growth.

NATURAL GAS DEREGULATION

Natural gas accounts for about one-third of the Nation's total energy require-
ments. In addition to being the dominant energy source for U.S. industry, it also
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provides heat for 55% of the Nation's homes. The Federal Power Commission
(FPC) has been regulating the wellhead price of natural gas sold interstate since
1954. This regulation is the result of a divided Supreme Court interpretation in
1954 of legislative language in the Natural Gas Act of 1938.

During the last decade, a steady decline in real prices in the gas fields has
resulted in declining levels of new discoveries, as regulation has failed to provide
the incentives to explore for and develop the increasingly costly gas reserves.
Unless long-term trends relating to drilling and discovery are reversed, the avail-
ability of natural gas is headed for a sharp decline in the years ahead. At the
same time, regulated field prices, along with other advantages of gas (e.g., its
convenience and clean-burning characteristics), have escalated the demand for
this fuel, especially in the industrial and the electric utility markets which
account for about 60%o of gas consumption. By increasing the demand for gas
and decreasing the amount supplied, FPC price ceilings have been instrumental
in creating a costly shortage of the Nation's cleanest fuel.

To reverse this trend toward declining natural gas reserves, the President has
proposed that the price of new natural gas supplies be deregulated to spur invest-
ment in the exploration and development of new reserves. Thus, the deregulation
of new natural gas would allow the average wellhead price to increase more
rapidly than continued regulation wvould permit. However. the effect on natural
gas prices paid by the residential customer would be small and gradual for two
reasons. First, as interstate gas is sold under contracts of 15 to 20 years, it would
be a number of years before all gas could ge deregulated.

Secondly, less than one-fifth of the residential price can be attributed to the
price of gas at the field. If price controls on new natural gas in interstate markets
had been lifted at the beginning of this year, the impact on the average annual
residential bill would be $6.38 in 1975, $10.21 in 1976, and $13.30 in 1977. In
percentage terms, this would mean an increase of 3.9% in 1975, 6.2% in 1976,
and 8% in 1977.

If new gas prices for gas sold interstate are not deregulated. the effect on the
Nation will be deleterious at the very least: (1) There will be further umemploy-
ment and reduced national input as a result of curtailments to industrial
customers; (2) as gas will be replaced by oil, and the volume of oil imports
needed to replace gas could rise to an estimated four million barrels per day by
1985, and at higher prices; (3) the extent that natural gas is not available, air
quality standards will be lowered by the use of oil or coal, and water quality may
be adversely affected by increased reliance on nuclear generating plants; and
(4) consumers in the interstate market will continue to be disadvantaged, be-
cause the interstate pipelines that serve them will be unable to maintain even
current sales levels.

We do not pretend that the actions discussed here are easy decisions to
accept-either economically or politically. But, coupled with a rebate system, as
Secretary Morton has discussed, the President's Program will work and will be
equitable.

In conclusion, I would like to review some of the broad choices we have before
us. In viewing the scope and consequences of today's energy situation, two facts
must be accepted. First, that a severe energy problem does indeed exist, and
secondly, that the era of cheap and abundant fossil fuels is over. The alternatives
wve face must be addressed with these two facts clearly in mind.

First, there is the alternative of doing nothing. But no action only postpones
decisions we will eventually have to make. If we do nothing, our bill for im-
ported oil, which was $3 billion in 1970, $26 billion last year, could reach $32
billion in 1977.

The Arab Embargo of 1973 resulted in a significant drop in our gross national
product and unemployment of perhaps one-half million members of our labor
force. Yet today, even more of our imports are coming from the Middle East than
did a year ago. Now over half of our petroleum imports come from sources out-
side of the Western Hemisphere. And, unless we do something, this dependence
on African and Middle Eastern sources will continue to grow. By 1977 imports
wvill reach eight million barrels per day, as compared with six during the last
embargo. Because virtually all of the increase will come from insecure sources,
in just two years we may well be twice as vulnerable as we were last winter.

Every month we hesitate will make it that much harder to achieve our 1985
goals. Those who say action is too expensive should reflect on the future cost to
the Nation if we do not act expeditiously.
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Another alternative would be the greater use of government controls-importquotas, allocation systems or rationing, Sunday closings of gasoline stations,no-driving days, etc. All of these actions and others were reviewed during theembargo. We chose some and rejected others. Those actions we chose weredesigned to help us through a short-term crisis. Bnt we now face a potentiallylonger term crisis. Each regulatory option would involve some form of self-imposed shortages, burgeoning bureaucracies, and disruptions in the lives ofAll American citizens. Also, to be effective, these controls, whichever are chosen,must be in place for a long period of time of up to ten years. It is our strongbelief that the American people would not be willing to accept, nor should theybe subjected to, such long lasting, pervasive controls over almost every aspect of
their lives.The last alternative requires the closest examination-a process we areengaging in today. This alternative is the development of a viable, compre-hensive energy program which demonstrates this Nation's willingness to takethe difficult and expensive steps to implement an energy conservation programand to develop new energy resources. The President's program remains, aftersix months' time, the only integrated plan for dealing with our vulnerability
to supply interruption and price manipulation by foreign powers. The Presi-
dent's program will set in motion powerful forces to reduce energy consumptionand to substitute domestic foreign supplies. The longer we delay action, thelonger it will take for these forces *to work. The longer it takes for the forcesto work, the more vulnerable our economy and our foreign policy become.The program the President put forward is a comprehensive one. It will reachthe goals the President has set forth. Ever since its submission, there has beenmuch talk and criticism on elements of it; but I repeat-still there is no con-structive alternative in sight. We all want to take the easiest path to reachour goals. This program does require sacrifice by all, but it is also equitable.I think this last aspect is what the American people have the right to demand
from their President and their Congress.

I again pledge the full force and cooperation of the Agency I represent inworking with the Congress in order to implement a comprehensive and timely
national energy program.

Chairman HulJNMPHREY. Would you take a moment to tell me how
an excise tax reduces prices? I have trouble with that.

Mr. ZARB. It does not reduce prices, nor does it increase them in
this case. Let me describe it. The import tariff adds to the import
price of oil. New oil in this Nation has thus far sought the world
market price. While it is not there now, it continues to move in that
direction. It gets very close to the import level which means that a
producer who is now charging $11 for new oil will begin to move that
up to the level of imported oil. That is the way the market operates.

The President's proposal would have taken this $2 off the top. It
would have come into the Treasury. It would not make consumer
prices any different than they would be ordinarily, and the money
would be returned to the American people. It was a very simple
device. It was part of the President's total program to collect $30
billion in conservation programs and return it all to the American
people.

I have not seen your study, but I have one question. Does the
study assume that the taxes that -we do receive, and have indeed
received already, would be returned to the American people in the
way that the President had described? The President's program
favored those in the middle income and lower brackets, so that they
would be getting more back than they would be paying in increased
conservation taxes.

Chairman HuMjPHRrY. Secretary Morton. we welcome you, always
welcome you.
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STATEMENT OF RON. ROGERS C. B. MORTON,
SECRETARY OF COMMERCE

Secretary MORTON. Thank you very much, M1r. Chairman and
members of the committee. I also have a rather complete prepared
statement I would like to submit for the record. I will only speak
very briefly so that you can get, as soon as possible, into the questions.

I would like to associate myself with what Alan Greenspan and
Frank Zarb have said. I would just like to make one or two points.

This is getting to be for me a very frustrating exercise. I have
appeared, since the President's message on January 15, on the question
of energy and the submission of his legislative package before many
committees both on the House and Senate side of the Congress. *We
have grone over and over and over again some of the elements of the
basic situation that we face: First a decline in production of particu-
larly petroleum and natural gas, more so for petroleum than for
natural gas, 'as we have faced a constant increase in demand for
these products. We have seen our vulnerability in a quantified way
increase from what it w as in Januarv to what it is now. These figures
have just been enumerated by Frank Zarb.

What is the problem? *Where are the answers? The President's
program in its scope is very similar to the program that was enunci-
ated by the leadership before the Congress in February of 1975. The
leadership said we had to do two things: We had to increase supply:
ve had to conserve energy, in other words, ameliorate demand. Also.
ve had to do this at minimum cost.

The President said we should motivate conservation. He recoin-
mended that we put a $2 across-the-board excise tax on petroleum,
a 37-cent tax on natural gas. He said that we had to encourage invest-
ment in the production effort across this country in order to get our-
selves out from under the vulnerability. He also said that the whole
package had to be economically neutral and had to have a minimal
effect on the well-being of the Nation, on jobs, on productivity, and
on the quality of life of the citizen.

He had a fourth element in his plan that I think certainly indicates
it was not a politically motivated plan. That was his willingness to
sit down and work out the best possible solution with the Congress
without beino arbitrary as to pride of authorship in the plan that he
submitted. There are these four elements in the President's program
and there are these same four elements in the congressional plan.

*Where have we gotten off the track? I think one of my great
sources of pride is that I have served in the House of Representatives
and have been a Member of the Congfress. I dlo not think that there
is any higher reward that anyone can experience. But I am beginninc
to be concerned. verv frankly, that the Congress is not organized or
institutionalized to deal with this problem. This worries me. Frank
Zarb just said that there has been an opportunity for over 6i months
to distribute back to the American consumer, for economic stimulus
or to preserve the neutrality of the energy program. funds in the
order of several billion dollars. That opportunity still exists from
this point forward.

There is no question about it. that an excise tax does raise the price
of gasoline. There is no question about it that the decontrol of prices



18

or changes in controlled prices will have a price effect. The real ques-
tion is what happens if you do not decontrol prices. What is the other
side of that coin? And unfortunately I think we are comparing a short
range situation with a long range situation, and the long range situ-
ation could very wvell spell a disaster and catastrophe for this country.

I come back to how it has been approached. There is no single com-
mittee in the House of Representatives that can handle this problem.
There is no way to simultaneously make the bread and the butter and
the jam come out even.

We have been talking about a windfall profits tax. We see the neces-
sity of a windfall profits tax to be an appropriate counterbalance for
decontrol. We see the necessity for reimbursement to the economy.
That has to be all tied together. There is no mechanism in the Congress
for tying these things together. The people in this country are getting
fed up, fed up with Government as a whole and their inability to
handle this issue.

I think that the Executive has brought to the Congress a plan that
first had equity, that had conservation and that had encouragement
for investment in production. It also had the safeguards that the in-
vestment would be put in production; it would not result in windfall
profits.

I have been around and around the circuit up here with the Interior
Committee, with the Commerce Committee, with the Finance Commit-
tee, with this committee now and with others. I am really disturbed
that we do not have a handle on this problem as a great legislative or
representative government should have.

I would be willing to help, day and night, to see if I can in some way
be a catalyst to get it all together in away that the Congress itself can
deal with the problem. I think the President has been exceedingly pa-
tient. We have had legislation that has now expired, that gave the au-
thority to the Executive to convert some installations to coal f rom other
fuels. That has expired. We are now up against another deadline. the,
expiration of legislation under which we are operating and find our-
selves almost in a crash position.

I really do not know, I think we have gone over the members. What
the Nation has to face and what the Congress has to face is that
this is not a time for band-aid legislation, not a time for short terim
expedients. This is the time that we are to solve the most pervasive
problem that forces our economy and the Nation that has occurred
in the history of the Nation. I am just in hopes that we can get the
job done.

If it is bogging down because of politics, this is a tragedy. I am
unwilling to admit that. The reason I am unwilling, to admnit that,
as Frank Zarb said, any President that puts a $2 tariff on oil and
increases the price of gasoline at the pump is not playing politics. It
was a tough economic, statesmanlike position, and I am really con-
cerned. I am concerned as an alummus of the Congress. I am con-
cerned as a member of the Government tryiing to solve this problem,
anud I really feel that the time for resolute action has come and the
American people are losing patience.

Thank you.
[The prepared statement of Secretary Morton follows:]
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PREPARED STATEMENT OF HoN. ROGERS C. B. MoRToN

Mr. Chairman and Members of the Joint Economic Committee: I welcome
this opportunity to discuss energy program and problems and their economic
ramifications.

The nature of the energy problem we face is complex, but it is so vital that
it must demand the attention of the whole government and all the people. A
solution must be worked out and soon. We need quickly to get ourselves into
a position where our supply/demand balance for oil does not depend to a critical
degree on foreign imports, especially OPEC imports.

A significant factor in the development of the energy crisis was the plhenom-
enai growth of energy consumption during the 1960's and 70's. During the 19Sf)
to 19(:5 period, for example, energy use increased approximately 3.8 percent
annually. However, during the 1965-1973 period, that figure jumped to 5.1 per-
cent per year culminating in a 5.4 percent increase in oil demand between
'972 and 1973.

The Arab oil embargo and the realization that America must conserve en-
ergy resulted in a 4 percent decline in petroleum use in 1974. When these
figures were released earlier this year, many noted hopefully that the country
had turned the corner on energy consumption and a return to previous growth
patterns was unlikely. Any such optimism, however, has already dissipated.
Petroleum consumption has increased over 2 percent during the first five months
and indications are that gasoline use may reach record levels this summer.
Obviously, the absolute need for conservation has not impressed the American
public. Indeed, the resumption of energy growth and dipping domestic oil
output only widen the gulf we are seeking to close.

Natural gas use has been even more profligate than oil. Under the double
impetus of the fuel, natural gas use skyrocketed during the 1960's. In the period,
1961 to 1970, overall natural gas consumption increased 72 percent. Moreover.
natural gas' contribution to overall domestic energy supplies climbed from 29
to 33 percent in the same period.

Concurrently, the inefficient use of natural gas as utility boiler was rising.
While general gas use was increasing over 70 percent, utility use of gas rose
an appalling 113 percent during the 60's. Quite clearly, growth of this nature
could not go unabated nor could we long afford to use such a precious fuel in
such inefficient fashion.

The curtailments which have increased in severity each winter during the
past years represent payment for our past wastefulness. Federal Power Coi-
mission studies indicate that demand for natural gas approach 30 trillion cubic
feet annually; unfortunately current supplies barely total 23 trillion cubic feet.
This gap between demand and supply will continue to plague us until we
revalue precious natural gas and provide adequate incentives to increase
production. Without such action, natural gas demand will only be constrained
by actual shortages.

What has been happening to our production of energy? In 'May 197.-,. the
'.S. produced 10 million bbl/day of crude oil and natural gas liquids. That s

502.000 bbl/day less than was produced in May 1974. This country experienced
a steady increase of production that averaged about 400,000 bbl/day per year
through 1970 when production was 11,397,000 bbl/day. Since 1970, production
declined at an average annual rate of about a quarter of a million bbl/day.

The number of exploration and production wells drilled has been declininz
since 1964 at an annual rate of about 2,100 wells per year from 43.486 in 1964
to 26,443 in 1972. This was caused by a variety of reasons, not the least of
which was the combination of price controls on old oil and the rising cost of
domestic drilling. In 1964. it eost an average of $12.86 to drill a foot of oil
well. In 1972. it cost $20.76. There has been a tough cost-price squeeze in this
industry. During the period 1956 to 1972 the price per barrel went up about
11%. oil field wages advanced 89%. the Wholesale Price Index for oil field
machinery went up 50.2%,. drilling footage increased 68% in costs. When the
i'riee per barrel and total drilling costs per foot are compared in real dollars.
between 19.6 and 1972 the price per barrel actually declined 21% and the cost
of drilling increased 8.6%lo. There is a very small inducement to risk investment
in such a venture as that if prices are going to be controlled by the federal
government.
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The natural gas situation isn't any rosier-in fact, it's far worse. Significantly
higher and more widespread curtailments of natural gas will occur this winter,
and next winter too. Unless some action is taken to deregulate wellhead prices
promptly, we're going to see the disappearance of gas from general use in the
United States before the 1990's. Natural gas production has risen from 1.5 trillion
cubic feet in 1964 to about 22.6 trillion cubic feet in 1973. While production and
consumption of gas has risen, exploration has decreased from 4,855 wells drilled
in 1964 to 3.8930 in 1971. But it is worth noting that exploration has picked up and
reached 6,385 wells in 1973. It vwas the evolution of the free intrastate market
that caused this recent upswing in exploration.

The regulation of the interstate market has become an invidious condition for
states that do not produce their own complete supply of natural gas and it's a
time bomb ticking away under the producer states. It is clear that a free market
can stimulate more production in the near term. The producer states are attract-
ing more industry and the nature of that industry is energy intensive. The vast
majority of states, all but Louisiana, New AMexico, and Oklahoma, cannot com-
pete for the supplies of new gas that the very recent increased drilling has
brought to production. Their industries that require natural gas as a feedstock
or as an intrinsic process element stand in real danger of having to move to
natural gas producing states.

Our proven natural gas reserves are not inexhaustible-at the 1972 rate of use
(22.4 trillion cubic feet a year) wve will use up our proven reserves in eleven
years. What that means is that unless new interstate gas is deregulated, there
wvill be an accelerated migration of natural gas-using industries to the produc-
ing states-a migration that has already started. This is a non-eeonomic and
uneconomic migration. It does not relate to the future energy resources that we
will rely upon such as gasified coal. Our present gas rich states stand in great
danger of being industrial graveyards in little more than a decade because
they will be concentrated in regions that have used up their prime energy
resource and they are not near the new sources of energy.

What possible logic is there for mandating the sale of our best fuel-our en-
vironmentally most acceptable combustible fuel-at a price that has an energy
equivalence to a $3.30 bil of oil? The original lawv mandating well-head pricing
was designed to cause us to burn up natural gas as fast and as widely as we
could because we were flaring it in the oilfields. The times have changed. We need
all the conservation of gas we can motivate.

Fuels, especially oil, gas, and coal, have been taken for granted by the
American society for so long that many fail to understand the degree to which
a shortage of any of them can cripple our economy and weaken our national
security. The Arab oil embargo of 1973/74 gave us a taste of what it can be like,
but was a light tap compared to what protracted inaction will bring us.

There is no doubt that we can and we should wring waste out of our energy-
use system, but that won't by itself be enough. We will have to develop domestic
oil and gas resources to provide us economic and political security while we are
shifting our center of energy reliance over to domestic coal and nuclear power
and performing the research and development functions required to bring us
eventually to major reliance on non-depletable energy resources.

To achieve this stimulation we need the increased production of domestic oil
and natural gas to get us to a position of independence from capricious foreign
manipulation. Our industrial complex uses about 46% of the natural gas, 17%
of the petroleum and 42% of the electricity that's marketed in the U.S. This is
a most vital sector of energy use. It drives our industrial complex. It creates the
jobs that employ the people.

The steady decline in i.S. oil production has been accompanied by a concur-
rent increase in the levels of imported petroleum, as foreign petroleum filled the
gap between domestic output and demand. Indeed, these imports have
reached uncomfortable if not intolerable levels and the prospects are for a con-
tinuation of this trend. Although the President's plan cannot eliminate the need
for imports, it wvill begin to limit them, and Congressional inaction on his pro-
gram serves only to exacerbate this already grave situation.

Imported petroleum now accounts for approximately 40 percent of our daily
oil requirements. Moreover, key regions within the country have heavier
dependence on foreign sources of oil; the East Coast is over 55% dependent and
the West Coast nearly 50% dependent. It was only 16 years ago that the prospect
of importing 18 percent of our oil was considered a threat to our national
security and led to creation of the Mandatory Import Quota Program. Although
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such quotas generated a number of problems and such an approach is no longer
an appropriate means of curtailing imports, it is odd that Congress seemingly
tolerates a doubling of the role of imports by virtue of its failure to pass

stringent energy measures.
Such reliance on foreign oil renders us highly vulnerable to future oil em-

bargoes. We all remember the difficulties and inconveniences suffered during the
previous oil boycott. Future embargoes will have greater devastating effects,
given the expanded role of imports in the U.S. energy economy.

Embargoes also have shattering consequences for our economy-consequences
that affect our standard of living and vital jobs. The Arab oil boycott imposed in
1973-74 is estimated to have reduced national GNP between $10 and $20 billion.
Many of our current economic woes may be attributable to the oil cut-off.
Furthermore, another em bargo will probably reduce GNP by more than $30
billion for each million barrel per day cut-off over a year with concomitant effects
on jobs, wages, and prices.

The problem of heavy import levels is compounded by OPEC. The international
oil market is dominated by this cartel which has set prices far beyond what

economic reason dictates. Accordingly, wve have paid the price of this dependence
and absorbed oil price increases which have exceeded 400 percent since August
1973. Incidentally, do not construe these remarks as evidence that U.S. domestic
oil prices should not go higher. While decontrol wviil result in higher prices, this
is needed not only as a cartel breaking mechanism, but as the cost of increased
economic security.

Our dependency levels also pose a threat to our ability to conduct independent
foreign relations. Heavy dependency spread among a host of producing countries
would be a less precarious situation; our imports. however, both crude oil and
refined products, originate largely from OPEC nations. In 1974, for example, ap-
proximately 75 percent of imported crude petroleum or over 2.5 million barrels
daily came from OPEC sources, compared to 65 percent in 1973. This trend
towvard OPEC reliance continues as Commerce Department statistics indicate
that during the first 4 months of 1975 OPEC supplied us with 77 percent of crude
oil imports or 2.7 mm b/d.

Many observers, however, have contended that our position is improving re-
garding Arab oil dependence. They note that Arab oil imports of over 700,000
h/d accounted for 21 percent of crude imports in 1974 compared to over 26 per-
cent the previous year. We will add two cautionary items. First, the drop in Arab
imports during 1974 is attributable to the embargo which prevented Arab crude
oil from entering the U.S. during the first three months of the year. The same
Comnnerce data cited earlier also reveals that the Arab component of crude im-
ports has surpassed the 1973 level and reached 28 percent or nearly one mm b/d.
Secondly, remember that the leader of the Arab states, Saudi Arabia, possesses
the vorld's greatest oil reserves; these reserves total 146 billion barrels and ac-
count for 2S percent of free world oil reserves. Only that country can significantly
increase production over the long term. Consequently, should the U.S. fail to
curtail the growth of petroleum imports, Saudi oil will play an ever growing role
in the future.

Other factors also add to the sense of urgency that surrounds our import situ-
ation. Canada, which for years has been our largest supplier of crude oil, has
announced that it will terminate crude oil exports to us by 1983. Canada shipped
the U.S. over 1 million barrels per day in 1973 but those imports have declined to
less than 500,000 b/d in recent weeks. When Canadian oil disappears from our
markets. Arab oil is the probable replacement.

A similar situation concerns oil imports from Venezuela. That nation's oil pro-
duction has been in decline and imports to the U.S. have been dropping steadily
since the mid-60's. They now stand at less than 300.000 b/d compared to 450.000
roughly 10 years ago. Oil lost here is also likely to be replaced by Persian Gulf
crude.

Lest we seem preoccupied with crude oil, we will note that the bulk of our 2.15
mm b/d of imported refined products-over 85 percent-emanate from Carrib-
bean, European, and Persian Gulf refineries which process OPEC crude oil. In
reality, nearly 5 million barrels daily or 80 percent of our imports originate di-
rectly or indirectly from OPEC. Allowing a well organized cartel to control
roughly 30 percent of vital petroleum supplies is something no sovereign nation
should tolerate.

American dependence on OPEC oil has not only diminished national security,
but it has burdened our economy. In the simplest terms, oil imports which cost
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less than $4.5 billion in 1972 cost our nation over $25 billion in 1974. Unless the
drift toward greater reliance on foreign oil is arrested, these costs will exceed $40
billion within 5 years. Dollar drains of this magnitude contribute to capital
shortages, weaken our economy, and contribute directly to unemployment. We
are courting economic disaster if these dollar outflows go unstaunched.

The growth of petroleum imports which accelerated dramatically during the
70's was not only due to the widening gap between domestic production and de-
mand, but the net result of many complex factors. Indeed, incessant government
intervention in the energy economy, beginnng with natural gas regulation in 1954,
spawned distortions, inequities, and a plethora of unintended consequences which
aggravated our energy position. A brief review of some of these Federal actions
illuminates the effects of intervention.

Natural gas price regulation is the most cited example of mis-directed Federal
regulation. Earlier, the direct consequences of these regulatons on natural gas
wvere covered. However, the artificially low price of gas also had a devastating
effect on our coal industry. For example, in the 1954 to 1971 period, coal use grew
merely 27% while oil consumption increased 89 percent and gas use soared
166%-largely because coal could not compete with cheap gas. During the same
period, coal's energy contribution declined to 18 percent from 38 percent in 1950.
The coal industry, vital to our goal of energy independence, is only now recovering
from the financial blow it suffered from Federal gas price control.

The refining industry also suffered at the hands of the Federal Government.
During the late 60's, the Mandatory Import Quota System precluded refiners from
lining up assured supplies of crude oil due to the uncertainty over obtaining im-
port tickets.

Accordingly, domestic refiners deferred or cancelled expansion plans: during
the 1970-73 period, U.S. oil use climbed 6.8 percent annually while refinery ca-
pacity increased but 2.4 percent per year. However, many new refineries were
built by U.S. firms-overseas where crude oil could be secured without govern-
ment licenses. The Interior Department has estimated that we "exported" al-
most 2 million barrels daily of refining capacity due to the quota program. This
"exportation" also diverted $20 billion in investment from our economy and cost
us over 100.000 iobs.

The last example to be cited, although many more are available, concerns the
imposition of wage/price controls in summer. 1971. This involves a classic case
of unintended results. Prices were frozen during the season when heating oil
prices are at their lowest and gasoline prices the highest. Because of the freeze.
manv refiners did not perform the normal turn around in refinery output to
maximize heating oil output during the fall and winter months. Conseqnently.
December 1971 heating oil production was 14 percent below December 1972 out-
mnt when the freeze had been lifted. The impact of the low 1971 production was
a fantastic drain on heating oil reserves-to meet demand-which depleted stocks
to suclh an extent that spot shortages occurred the next year. Accordingly. some
of the early fuel oil shortaees could not be blamed on OPEC, Arabs, or oil com-
panies. but on the Federal Government.

The President's eneryy progra.n
The foregoing review of trenls in energy consumption. domestic supnlies and

imports vividly demonstrates that our dependence on foreign sources of oil has
reached intolerable levels and grows greater with every passing day. Both our
national senrity and domestic economy are increasingly vulnerable to the actions
of the OPEC, nations. We must take stens now to reverse this sitiuation.

We all recognize what these steos are. First, we must limit the conqumntion
of oil to the minimum level required to keep our economy functioning effectively.
Every barrel of oil saved by roducing wsqte is one bNarrel less than we nTeed to
import. Second. we must stimulate domestic oil, gas. coal and nuclear Droduction
so that we onep again control our own energy supnlies. And third, we must

aceelerate the shift of our major denePdence on oil an(l gaq to coal and nuclear
in the next decade or so, and eventually to the non-depletable energy snlvreeq.

The President haq proposed a comnrohensive energv prorram that will aeeoin-
rlish these roals. Tt empnlovs a traditional American mechanism. price. to Sot
Ameriesus to think abont their use of energv. It also provides the economic
ilnwctiycp to develop now domestic energv resoureps. And it ineludeq a set of
melhnisms to insure that no seetnr of our societv is excessively burcldn-d h-

ranidly inereasine onorey prices. This is an integrated program-one fbh'f will
ruin on its own and can le fine tuned with a minimum of governmental inter-
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ference in the lives of individuals. With the windfall profits taxes, no individual
or corporation will receive excessive income. It is a program that will work.

The program the President presented on January 15 of this year, with subse-
quent modifications, has the following major elements:

Crude oil price decontrol
The President had intended to decontrol the price of controlled domestic crude

oil by April 1, 1975, following the provisions of § 4(g) of the Emergency Petro-
leum Allocation Act of 1973. This action has been held in abeyance to permit
Congressional review of our energy situation, but it is still the President's desire
to decontrol the price of controlled crude oil in an orderly fashion. This decontrol
is required in order to stimulate domestic production and check demand growth.

Deregulation on natural gas
As noted previously, the most serious immediate energy problem confronting

the Nation is the severe shortage of natural gas. The imbalance between supply
and demand has been aggravated by many years of price control in the interstate
gas market. As a result, industrial and commercial customers, even those with
firm contracts, are increasingly unable to obtain the gas supplies they need.
Their 'protection" from higher natural gas prices has in effect prevented them
from bidding on available supplies. To remove these distortions and to ensure
that the highest value uses of natural gas receive priority in the marketplace.
the President proposed removal of price regulation on new interstate natural
gas. This will make the price of natural gas newly dedicated to interstate com-
meree competitive with the price of intrastate natural gas in order to remove
obstacles to obtaining new gas supplies for the interstate market. It will also
halt the migration of industry to gas-producing states, which is often occurring
counter to sensible economics.

The lesson to be learned from the natural gas situation is that control of
prices generally leads to distortions and shortages. An orderly decontrol phase
should therefore be incorporated in any comprehensive energy program.

Import fees
Under the authority of the Trade Expansion Act of 1962 as amended, the

import fee on crude oil was increased by $1 per barrel effective on April 1. 1975.
It was the intention of the President to increase the fee to $3 per barrel in the
succeeding two months. This was done as a conservation measure and to en-
courage the development of alternate energy sources.

At the request of the Congressional leadership, however. further increases
were held in abeyance until June 1, 1975, when the fee for crude oil was raised
an additional $1 per barrel and a fee of 60 cents per barrel was imposed on
imported refined products. The fees were also modified in the case of products in
order to prevent undesirable regional inequities. The final $1 per barrel increased
on crude oil has not been directed by the President. The President remains
flexible on further increases and is awaiting action by the Congress.

Petrole7um excise tam
I have discussed the import fees and the desire of the President to return the

pricing of domestic petroleum to the free market. Our calculations indicate that
the import fee will reduce imports by 500,000 barrels of oil eouivalent per day
and will generate about $400 million per month in revenue. Concurrently, im-
position of a $2 per barrel excise tax on domestic crude oil has been requested.
The nmrpose of this levy is to ensure that domestic and imported oils are priced
at the same approximate level. Although the precise reduction is unknown.
these actions most certainly will curtail demand via the price mechanism, and
thereby reduce our dependence on foreign oil.

NVatural gas tax
To conserve our most precious fuel, natural gas, and to keep its price com-

petitive with oil, the Administration has 'asked for authority to impose a tax of
37 cents per thousand eubic feet on natural gas. On a heat content basis, this is
approximately equivalent to the additional tax to be imposed on petroleum.

'Windfall profits tax
To ensure that the end of controls on crude oil prices does not result in one

sector of the economy benefiting unfairly at the expense of other sectors. a wind-
fall profits tax has been proposed on the profits realized by producers of domestic
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oil. This tax would also recapture excessive profits which would otherwise be
realized by producers as a result of increases in international oil prices.

Tax reductions
To ease the burden of higher energy prices resulting from decontrol of oil and

gas, import fees and excise taxes, the President proposed permanent tax reduc-
tions for individuals and corporations. The higher cost of energy paid by 'State
and local governments 'would also be offset by additional Federal funds paid
through the distribution formulas applicable to general revenue sharing.

This proposal would replace funds taken out of the economy through higher
energy costs. Individuals, corporations and State/local governments could then
decide whether to conserve energy and spend the refunded money on something
else, or to meet the higher energy costs at previous rates of consumption.

In my opinion. this element of the President's energy program has received far
too little attention. If the decontrol of oil is considered in isolation, of course
it has an undesirable impact on the consumer, unemployment and other economic
variables. However, this program is an integrated one and must be considered in
its entirety.

I believe it is incumbent upon the Joint Economic Committee to focus on the
economic impact of not enacting the President's proposed energy program. The
economic consequences of inaction are far graver than any other course we could
choose. Without positive action on the President's program. we face the following:

Widespread industry shutdowns due to lack of natural gas, leading to more
jobless Americans and reduced national output.

A growing outflow of dollars to pay for imported oil. which weakens our
purchasing power abroad and reduces the American standard of living.

Stagnation of economic growth in the energy sector of our economy. since
controlled prices will not permit the accumulation of funds needed for new
investments.

Reduced economic growth overall, caused by deferrals of capital investment in
this continuing climate of energy uncertainty.

In the long run, greater economic vulnerability and higher prices due to in-
creased dependence on the OPEC cartel.

This Committee's concern with potential OPEC price increases in the fall is
amnle evidence that we must eliminate this dependence.

Finally, let me comment briefly on the various proposals forwarded as alter-
natives to the President's program. As noted earlier. the majority of these
schemes seek to expand the government's role as an energy manager rather than
diminish it. Based on this fundamental tenent alone. such proposals should be
scrnutinized suspiciously-past results have shown that an increase in Federal
jurisdiction over energy can only be counter-productive.

Extension of current price regulations on crude oil and even roll-back plans
have been offered to counter the President's efforts to lift controls on domestic
oil Pricing.

The ostensible purposes of these proposals are (1) to lower and/or stabilize
domestic fuel prices. (2) prevent the oil industry from reapninz windfall profits.
and still assure the industry a "fair" price which will stimulate exploration and
development.

As desirable as these objectives are. the proposals cannot assnre attainment
of such goals. For example. rolling back all uneontrolled domestic production
would theoretically save consumers approximately 4V per gallon on fuels. How-
ever. this savings would he illusory for such a cut in U.S. oil prices would merely
accelerate the decline in output which would necessitate its replacement with
imported oil at nearly three times the cost. The same situation is likely to occur,
but in less dramatic fashion, if efforts to continue price controls succeed.

The limitation of oil industry profit is another oft cited obieetive of crude oil
price roll-hacks. Two salient observations should be made in this regard. Firstly.
the Administration has already proposed a comprehensive windfall profits tax
measure which would ensure that the petroleum industry does not profit unduly
from our national energy predicament.

The other major alternative to President Ford's comprehensive program is the
imposition of import quotas. Again. we encounter a proposal that necessitates
massive government intervention in our energy economy. Quotas mean continued
allocation so that those regions that rely heavily on foreign petroleum do not bear
the brunt of this self-inflicted embargo.



25

Should quotas continue for a significant period, it means that the govern-
ment becomes a real energy and economic czar, deciding which firms and which
individuals can receive additional fuel allotments for specified purposes. If ever
we want to dismantle the free enterprise system full implementation of strict oil
import quotas is an exeremely efficient tool. Conversely, if such quotas are not
strict, and generate no shortages, they are not serving their purpose.

The quota approach also locks us into continuation of price regulation. Crea-
tion of fuel shortages without concurrent price limitations would result in mas-
sive bidding wars as energy users compete for a finite supply. A lengthy period
of pervasive government control of all petroleum prices wvill be difficult to dis-
continue, as we are now witnessing, and surely be as fraught with distortions
and inequities as existing controls.

Lastly, the imposition of quotas destroys any permanent effort to revalue
energy within our economy and to achieve concurrent reduction of energy con-
sumption. The strength the market system is that it enables each individual to
determine his appropriate response to revalued energy. Many persons place a
higher priority on the use of their autos and gasoline consumption; others would
prefer to curtail their electricity use. The essential point, however, is that these
choices wvill be made on an individual basis-not be imposed by Federal fiat.
An import quota program, with concurrent price controls, eliminates this needed
revaluation of energy and prevents the making of these individual selections.
Unless energy conservation is built into our economy on a permanent basis, our
only alternative is years of increasing government management of energy use.

Let me conclude with an observation regarding the fundamental nature of our
energy policy choices. We can either increase Federal management of the energy
economy or move in the direction of permitting individuals to make their choices
in responses to new economic ground rules. I am persuaded that extensive Fed-
eral management is unacceptable. When we talk energy, we are discussing the
lifeblood of this nation's industrial economy. It would be a severe blow to our
productive free market system to place control of the basic commodity in the
hands of government. Moreover, we have ample evidence that regulation of this
complex energy economy has been exceedingly difficult and counter-productive.
Witness the history of natural gas price controls and the distortions and inequities
engendered by existing regulatory schemes. I am convinced that the debate
between more or less energy regulation is not merely a rhetorical exercise but
a debate that illuminates the difference between an inefficient energy policy or one
that will help the nation meet its energy goals.

Chairman HU-MPHREY. Thank you. Mr. Secretary. I appreciate your
candor. Mfight I add that some of us have been equally critical of the
structural organization of the Congress in handling this issue. I have
long felt that there is a need for a Joint Committee on Energy. I also
think that there needs to be if not a joint committee, at least one com-
mittee in each House that handles this matter in all of its aspects.

You have been in the Congress long enough to know that Members
of Congress guard jurisdiction more than a mother guards her child;
it is one of the curses of our system.

Let me get back to the desire to get together.
We sent a letter from this committee to the President on the 25th

day of January, signed by all but two or three members of the com-
mittee, suggesting that there be an executive staff working with the
combined staff of the House and Senate to see if we could not hammer
out an energy program. That -was the 25th day of Janllary it -Was
signed. As I recall, my colleague. Cong ressman B'row-n of Ohio. signed
it: most of the members of this committee signed it. I am not blaming
anyone on that. I simply want to say that that was made because I
sincerely believed at the time that we were on a collision course. I
must say in all candor the President has presented a program. I do
not agree with all its facets. The Congress has been derelict in not
doing its job as it should, even though the Senate itself has passed a
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number of bills; and I note that as the hour is underway now, we are
having a Democratic caucus on the whole question of energy bills.
There are eight of them on the Senate Calendar that will be acted
upon very promptly in the Senate. The Petroleum Allocation Exten-
sion Act, fuel efficiency for automobiles, the Outer Continental Shelf
Act, the Elk Hills measure, the coal leasing and coal conversion legisla-
tion, extended authorities for ERDA, the Energy Production Board,
and the pricing of natural gas. All of those are on the front burner
of the Senate of the United States.

I can assure you that the energy tax bill, which came from the
House, we consider to be a minimum effort; there is no doubt but what
the Senate will greatly strengthen that measure.

Now I want to get back to just a couple of matters where we ap-
parently have some disagreement. The first thing that I would like
to ask of you, Mr. Greenspan, Mr. Zarb, and Secretary Morton, is to
take a look at the figures that I presented here, and see whether or
not you can give us any figures that are contrary to them. I imagine
that you are not unaware of the overall figures that we have men-
tioned, because the OPEC price figures have been clearly in the news.
The administration proposals are well known. and we have taken those
adminiistration proposals and the projected OPEC price, not the $4 a
barrel but the $1.50 which is the minimum pr-ice increase, and we have
projected it as it affects real GNP, as it affects unemployment, and as
it affects the Consumer Price Index.

I am sure these figures are not new to you. I noted an article in the
New York Times about a month ago which revealed an FEA report
showing that oil decontrol would not lead to significantly higher
productions from oilfields now under production. There is lno control
on new oil. There is no control on stripper wells. In fact, that report,
according to Mr. Everett Collins' article, shows without controls that
total oil production in 1985 will be 11.7 million barrels a day. It will
be 11.2 million barrels a day with the existing price controls.

In short, that report, according to the New York Times article, says
that decontrol will not significantly increase production. It will in-
crease price, not production. It will just drive up consumer prices
2 or 3 percent more a year, drive down consumer incomes by $15 or
$20 million a year, and raise unemployment anywhere from 300,000
to 400,000 per year. It will raise oil company profits from $10 million
to $20 million a year.

My question, Mr. Zarb, is why has not FEA released this study that
in substance disproves the President's contention that higher oil prices
mean more production?

I wvant a copy of that study in the Joint Economic Committee's
office this afternoon by 3 o'clock. I want that study.

Mr. ZARB. Whatever study we have, Mr. Chairman.
Chairman I Ui3rPIEREY. That study, I want that study, not whatever

study, that study.
Mr. ZArB. YOU will have the study. I do not recall the article.

Whatever study you are referring to, you will have it by 3 o'clock.
Chairman HuNmPIIREY. Do you have a study on the effect of oil price

decontrol on production?
Maybe you want to talk this over with Mr. Everett Collins. "Zarb

wants Congress to allow gradual decontrolled oil prices." It says:
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The unpublished administration figures show that decontrol would have noeffect on domestic oil production in 1977. It is projected that 10.4 million barrelsa day, including crude oil and natural gas liquids will be produced in 1977, withor without price control. For 1985 the projection is 11.2 million barrels a day,with the present $5.25 ceiling price, and 11.7 million barrels a day without
control.

Do you have that study or not?
Mr. ZARB. We have a study on the effect of decontrol on production,

which we will provide you.
[The study was subsequently supplied for the record:]

THE ECONOMIC EFFECTS OF PHASED DEREGULATION OF OLD OIL, AN ADDITIONAL $2INCREASE IN THE CRUDE OIL IMPORT FEE, AND 60-CENT INCREASE IN REFINEDPRODUCTS IMPORT FEE

(Study Prepared by the Office of Economic Impact and Office of Analysis, Federal
Energy Administration, June 6, 1975)

I. DIRECT PRICE EFFECTS ON ENERGY SOURCES
A. Energy price effects

The effects of phased decontrol and the increased import fees on petroleum
prices and on other energy sources are shown in Tables 1 and 2. Refined petroleumproducts prices increase by about 32 percent over the case of continued control
and no fees, and electricity prices rise slightly, less than 2 percent by the end of1977. Coal prices will rise very slightly in 1975 and then readjust as supply re-sponds. Natural gas sold in the intrastate (unregulated ) market will increaseaverage natural gas prices by as much as 12% by 1977.

TABLE 1.-CHANGES IN SHORT-RUN ENERGY PRICES (WHOLESALE PRICE PER BARREL) 1

1975 (July
to December) 1976 1977

Crude petroleum -$1.76 $2.95 $3.99Refined products -1.56 2.52 $3. 38

1 Assumes that all the increased fees are passed through and are reflected in wholesale prices.

TABLE 2.-PERCENT CHANGE IN WHOLESALE ENERGY PRICES RESULTING FROM PHASED DECONTROL AND FEE
INCREASE '

1975 (JulyType of energy to December) 1976 1977

Refined petroleum -15.0 25.0 32.0Coal--5-0-0
Electricity -- 4 1.3 1.8Natural gas ------------------------------- 7.0 9.0 12.0

X Since it is highly unlikely that all of the import fees will be passed through to consumers these estimated changesare the upper limits of the potential changes. For an explanation see: "Analysis of the Congressional Research ServiceEstimate of the $2 Import Fee and Phased Decontrol".

B. Petroleum consumption effects
Phased decontrol of old oil and the increased import fees will reduce importsby approximately 881,000 barrels per day by 1977 as shown in Table 3 below.

Petroleum demand rises between 1975 and 1977 due to the rapid recovery of theeconomy during this period. However, higher prices caused by decontrol and the
fees will offset some of this rise and will induce some domestic supply thus re-ducing the import requirements.
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TABLE 3.-SUMMARY OF THE PETROLEUM SUPPLY-DEMAND SITUATION

[Thousand barrels per dayl

1975 1976 1977

Demand (all products):
Base -16, 982 16, 875 17, 846
Phased decontrol and fee -16, 867 16, 504 17,152

Supply (domestic):
Base -10,653 10, 550 10,400
Phased decontrol and fee -10, 653 10, 550 10, 587

Imports:
Base -6,329 6,325 7, 446
Phased decontrol and fee -6,214 5,954 6,565

Import savings -115 371 881

II. SOCIO-ECONOMIC 11MPACT

A. Direct and indircct constouner costs
Table 4 below shows the effects of decontrol and the increased import fees on

the consumer costs of petroleum related energy. The increase in 1975 is approxi-
imately 2.5 percent of current petroleum related energy costs; this increase rises
rapidly to about 10.5 percent in 1976 and 14.3 percent during 1977. Gasoline and
motor oil account for approximately 85 percent of the increase.

TABLE 4.-IMPACT OF PHASED DECONTROL AND IMPORT FEE INCREASES ON DIRECT ENERGY EXPENDITURES I
(IN 1977)

Costs Costs due to increase
without

increase 1975 1976 1977

Gasoline and motor oil -$572 $23 $77 $105
Heating oil -69 4 11 15
Flectricity -228 1 3 4

Total -869 28 91 124

I Less natural gas.

B. Total Costs
The methodology for estimating total and indirect consumer costs of deregula-

tion is the same as the methodology reported in the paper entitled. "The Impact of
the President's Proposed Energy and Economics Program on Net Energy Costs to
Consumers," page 11. Table 5 below summarizes the results. Basically the
methodology involves forecasting the effects that the higher energy prices will
have on the Consumer Price Index (using a stage of processing model developed
by Data Resources, Inc.) and using this change to estimate the change in con-
sumer costs per household.

Phased decontrol and the increased import fees will cause about a 1.4 percentage
point increase in the annual rate of change of the Consumer Price Index by 1977.
Based upon this estimated change, the total cost per household of decontrol and
the fees is $190 and the indirect effects are about $66 per household. It is im-
portant to emphasize that the estimated consumer costs shown here are based
upon the assumption that all of the import fees will be passed on to consumers.
Recent data show that it is unlikely that all of the increased costs will be passed
through (see "Analysis of the Congressional Research Service Estimates of the $2
Import Fees and Phased Decontrol," PEA).

TABLE 5.-Estinzated total and indirect const suer cost.s-1977

1. Estimated personal consumption per household:
a. Estimated current personal consumption-------------billion __ $942. 8
b. Estimated number of households- - ________-------million-- 70
c. Consumption per household……---------------------------------$13, 469

2. Estimated costs per household:
Total 2-_...._____________________.$190
In d irect a…-------------------------------------------------------_ $66

XFrom DRI Apr. 2, 1975 Control Forecast.
Estimated as 1.4 percent times $13,469.
Total less direct costs.
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C. Direct consumer costs by income class
The lowest income class, those with an average income of $3,000, bear the

greatest burden (see Table 6). While the absolute increase in energy costs due to
phased decontrol increases as incomes increase, the increases as a percentage of
average incomes decrease from about 1.6 percent in the lowest group to about .7
percent for the highest income group.

TABLE 6.-AVERAGE INCREASE IN DIRECT ENERGY COSTS BY INCOME CLASS (IN 1977)

Lowest income Lower middle Upper middle Highest income
group ($3,000 group ($9,600 group ($16,800 group ($29,400

average average average average
increase) increase) increase) increase)

Gasoline -$32 $79 $143 $168
Heating oil -14 14 14 18
Electricity -, 3 4 5 6

Total - 49 97 162 192

Percent of average income- 1.6 1.0 1.0 0.7

Mr. ZA1RB. The fact is, Mr. Chairman, we cannot continue to think in
terms of how we are going to have 500,000 barrels a day here or there.
This recalls to me the recent experience with respect to both the Outer
Continental Shelf and the naval petroleum reserves, where each indi-
vidual area concerned with that piece of turf has asked how it is
possible that a nsillion barrels a day can make a difference between now
and 1985. Each says why not leave nuclear alone, leave the Outer Con-
tinental Shelf alone, leave Elk Hills alone. After all, it is a small part
of the pie.

We need every drop of oil we can get if we are going to make an
impact on the OPEC group.

Chairman I1IJTipuRiEY. I will not dispute that. I am only saying the
rhetoric that has been used, Mr. Zarb, and I am saying it very respect-
fully, that if you decontrol oil all of a sudden it will blossom out all
over. I am here to tell you that if you do decontrol oil, it means the
Arabs will set the price of American oil; that's what it means. That is
exactly what it means, that the world price will set the price of Ameri-
can oil, and they dominate the world market. I am here to tell you that
you do not get very much for it except an increase in consumer costs.

What about our coal conversions? What about coal gasification? You
have authority for that right now. What about moving actively on
some of this research?

You are the Energy Administrator.
Mr. ZARB. I would like to answer one or two of those questions.
Our coal conversion authority expired June 30.
Chairman hIEI'-IIREY. You had it up to June 30 and your authority

is continuing. We had an oil shortage all the time.
Mr. ZATRB. We have taken advantage of that in the last 6 months by

ordering 70 powerplants to convert. We are now in litigation on this
matter.

Chairman JHL-rPriiEy. How about coal gasification? You have
authoritv.

Mr. ZAiB. The gasification and liquefaction plans came up in the
early plan for full development. The. President asked for funding
in those areas. Bob Seamans indicated in his presentation that lique-
faction and gasification were priority items for this Government. We

63-134-76-3
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are not in any way willing to underfund those areas. We want to pursue
them, as they are developed. just as fast as we can.

Chairman Hu-.MPHREY. The author of that legislation is Senator Jen-
nings Randolph. Senator Randolph has repeatedly been complaining
about the lack of effort made under that legislation. There was not
even a request for funds in the first years of the legislation.

Secretary MORTON. This was in the Interior, Mr. Chairman. As soon
as the legislation was available, we knew we were going to have the
program, we started putting together, we classed four proposals. It is
a massive engineering undertaking. This involved perhaps a commit-
ment, a total of nearly a half billion dollars. It took a good many
months for the proposals to come in. The proposals are in. They are
now in the awarding process. That program is well underway. There
was no use in taking down a lot of money until there was an adequate
and proper way to spend it.

That is exactly where the proposal was. It was in Interior while I
was the Secretary. Now it is in ERDA, the Office of Coal Research, and
the program is underway.

Chairman Hu-,NPi[REY. My point is the sense of urgency that I think
is required here. Just as you have properly spoken of Congress, and I
think rightly so, Mr. Secretary, I just do not think that there has been
the sense of urgency on what I call alternate sources of fuel and the re-
search that is necessary.

Secretary MORTON. This is certainly a matter of judgment. We felt
we were spending money as fast as the state of the art and as fast as
the proposals for adequate research facilities and programs were
forthcoming.

We can argue the rate. This is a massive undertaking. As you know,
we have pilot plants now covering several different processes in the
latter stages of completion and operation. The next generation is a
demonstration-sized industry which is the forerunner of a massive
conversion.

I believe that 10-year timespan, which would be miraculous in terms
of the size of this industry, will be accomplished from pilot to commer-
cial production.

Chairman HrurrrHEY. My time has come to an end. I merely want
to point out the figures that we have thus far indicated that decontrol
will not add substantially at all to production. I think it is time that we
put that myth to rest. I noiced that Paul AIcAvoy, a member of CEA,
published a study for the American Enterprise Institute in 1974 that
showed little output change or price sensitivity between $7 and $11 per
barrel by 1980; the National Petroleum Council study shows the same.

Whether decontrol comes or not, and Mr. Greenspan thinks in fact
that it will come, I do not think we can delude ourselves that decontrol
has not brought on much new oil. According to studies, it would not
bring in much old oil.

11What it does is two things, increases prices and increases profits. It
does not add substantially to the supply of oil. I suggest that the same
amount of money that you have to expend, that the consumer would
have to pay for the decontrol, could be put into a much more fruitful
enterprise in the field of alternate supplies of energy and research, and
in conservation measures that can be mandated and legislated rather
than relying on the price mechanism.
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LIr. ZARB. Mr. Chairman, may I respond to that briefly?
Chairman HuimPHREy. Yes.
Mr. ZARB. The author of that document was Paul McAvoy?
Chairman HuMiPHREY. That is right. I said that.
Mr. ZARB. He and I talked yesterday. We are both in agreement that

decontrol will have the effect of a million barrels a day of additional
production. Under existing circumstances, investors., rather than fully
developing our old oil wells and associated wells to bring up the addi-
tional supply, are more likely to go in and invest their money in Alaska
in search of new oil.

From one standpoint, such a situation would benefit the State of
Alaska. But from the question of a national standpoint, Mr. McAvoy
believes in the decontrol mechanism. Those old oil fields do have the
capability of developing more oil. We need to make the incentive lucra-
tive enough to underwrite it.

Beyond that, Mr. Chairman, when you talk about additional profits,
I would just reiterate that we have submitted a relatively tough -wind-
fall tax program. We stand by our desire to move in that direction. As
things change, by depletion and what not, there should not be any in-
creased profits if those dollars are put back into the ground. That is the
administration's position.

Chairman HuirMPiiREY. I understand that and I basically support
your proposal in that area. My point, and I have to keep battering it,
I think there has been a little too much emphasis on the fact that de-
control is the mechanism that gives vou the answer. There may have to
be some adjustment upward. buat decontrol goes too, too far.

Congressman Brown of Ohio.
Representative BROWN of Ohio. Thank you, Mr. Chairman.
I would like to pursue the question of decontrol. As the chairman

phrased it, if we decontrol, we will not find any more oil. Secretary
Morton, you were formerly in the Department of Interior, and the
Geological Survey is related to that in some way; and I want to break
down this question. Is the oil out there, domestic oil, to be found? Is
there new oil to be found, or is their oil in existing fields where, if we
use secondary and tertiary recovery methods, we will bring in addi-
tional amounts?

Secretary MORTON. First, to answer your question, obviously there is
oil out there. There is always speculation as to how much and where.
The Geological Survey, for determining reserve, has always used the
range type of approach. They have calculated a minimum and maxi-
mum, and they are usually pretty far apart.

Representative BROWN of Ohio. Percentage of find chance, as I
understand.

Secretary MORTON. Yes. There are odds. of course. It is a gamble;
even in the best structures of the marine environment, you are apt to
get a ratio of 20 dry holes to 1 producer. You see, the exploration of the
North Sea bore that out. I think there were 20 or 35 major exploratory
wells dug before the first producer hit. Nonetheless. the industry is
willing to take the risk; and the geophysical data would indicate it is
worth it.

Representative BROWN- of Ohio. Let me ask yon-I have been told
that we looked at all the easy places in the United States. The day of
finding oil a few hundred feet beneath the ground, or a couple of
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thousand feet, in east Texas or Oklahoma or California or Ohio, is
over. It is going to be much more costly in the future to find oil in the
United States or the North American Continent. What are the cost
factors involved in bringing about the production of oil from fields
in Alaska or Alabama or Oklahoma, where I understand they are now
drilling at something like 3 to 4 miles in depth, or the Outer Continen-
tal Shelf, where -we have to approach the 200-meter line, or in second-
ary and tertiary recovery from existing wells. *We know where the
wells are, but we are going to have to invest heavily in those wells to
get the material out.

Secretary MORTON-. The costs obviously have been escalating from
both inflationary characteristics in the business, as well as the geological
characteristics. This is not something that has happened over-
night. The increase of costs, due to the paucity of favorable geologi-
eai conditions, have been going on for a long time, particularly
in explorations for natural gas, as we have gone into deeper structures.
Obviously, the costs are high in the marine environment. The Arctic
environment is also high. A single production well might cost as much
as $10 million in the Arctic. A single exploration may cost as much as
$7 million, just to prove the existence of a structure. This is obvious.

I would like to make one point that has not been made clear, as far
as old oil and new oil in existing fields is concerned. We are not talking
necessarily about tertiary or secondary recovery in the development of
an oilfield. An oilfield is unitized or considered to be a single property.
Therefore, a ncw well in an old field is not new oil under the regula-
tion, it is old oil. This is a matter of law. So the capital is not going
into the easy areas. There is certainly a real investment judgment to be
made as far as drilling for oil, which would be for additional drainage
of an old field.

representative BROwN of Ohio. I want to be sure I understand. You
have a $5.25 price cap on a. well in the old field. That is as much as you
would get for a barrel of oil.

Secretary lMORTON. A new well in an old field would be $5.25.
Representative BROWN of Ohio. If you produce from that field, you

get $5.25 a barrel. Put to bring out new oil, it costs you more than
that. You are not going to develop that barrel of oil out of that field
unless it is economical to do so. I am told that secondary and tertiary
recoverv methods will cost anywhere from 50 cents a barrel up to $4
to 14.50 a barrel. Is that right ?

Secretary MORrTON. There is no such thin ' as tertiary recovery. They
are bench model processes that are being w+orked on. 'We are thinking
of secondary recovery-water flooding. You are in the ballpark as far
as the figure is concerined.

Representative BROWN- of Ohio. It cannot be more than $5.25 a
barrel. Nobodv is going to put more than that in an old field.

SecretarY ATORTOTN. They are not doing it. The other thing is the
field's product ion. The field production base period is 1972. You do
not get new oil out of that field until the whole field is producing higher
than the base period of 1972. If we have a field out here with 40 wells
in it. an(d -we can get some more oil by interspersing more wells into
the field, ewe do not get the new price of oil until the. whole field pro-
duces at a greater rate than it did during the base period 1972.
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Representative BRow.N of Ohio. I am told that the cost of the drill--
ing platform rig, production platform, in the Gulf of Alaska is ap-
proximately $80 million currently. Can you give us some idea of the
escalation of costs of such things as the Alaskan pipeline during this
time? I hear the figure went up from an estimate of $600 million for
that pipeline to $4 billion. Is that within the ballpark?

Secretary MORTON. When I came on board the Department of the
Interior, the figure was considered at about $1.5 billion, which vas
up, I think, about twice what it orginally had been planned. I think
the current figure now is something on the order of $6 billion.

Representative BROwN- of Ohio. $6 billion?
Secretary MTORTON. I have lost touch with it in the last several

months. It is $6 billion, maybe it is higher-maybe $6 billion or $8
billion. This is a figure we can furnish for the record, the best current
estimate.

[The following information was subsequently supplied for the
record:]

WHAT HAS BEEN THE COST ESCALATION OF THE ALYESKA PIPELINE?

The cost of the Trans-Alaskan Pipeline has increased over 600 percent from
the preliminary estimates made in 1969. At that time, the system was estimated
to cost approximately $900 million. Since then the following have been the cost
estimates: November 1973-$4.088 billion; October 1974-$5.982 billion; April
1975-$6.375 billion. These figures were supplied by the Alyeska Pipeline
Service Co.

Representative BRO-WN of Ohio. It -would be helpful, because the
House established what the real costs are, rather than what we would
like to hope what the costs are.

Air. Greenspan, I am told that MIr. Charles Schultze, the former
Democratic Director of the Office of Management and Budget, has
said that the economic impact of decontrol of oil in the economy
would be somewhere between a one-tenth to two-tenths of 1 percent
increase in the inflation rate. Also, I am in the possession of a study
done by Robert Nathan, former AFL-CIO economist, now operat-
ing independently of that body. that states that the economic cost
of a barrel of oil in 1974 was something like $12.73 in the United
States. Do you have any figures on what the average cost of bringing
in a barrel of oil in the United States in these davs?

Mr. GREENsrAN. The underl)ying cost? I do not, but I assume this
will be furnished for the record by FEA.

Secretary MoRTOwN. I could shed a little light on it. One of the
things that is not usually figured on here is the dry hole cost. That,
you see, as the cost goes up for drilling, the drv hole cost goes up
just as much as the cost for a producer; and for example, in the
marine environment, 6, 8, 9, 10., to 1 ratios are experienced. So you
are up in the multitude as well as the front money just for the privi-
lege of drilling.

Representative BRO-w-N- of Ohio. The cost of an Outer Continental
Shelf well is going to be higher than the cost of a well in east Texas?

Secretarv MORTON. No question about it. If you will look at the
facts and figures that have been based on the investments that were
made in the past, nobody has made any money out of the marine en-
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vironment, as far as production of oil is concerned. There has been
no bonanza for anybody.

Representative BROWN of Ohio. Mr. Greenspan, I am in possession
of some figures from the energy economics section of the Chase Alan-
hattan Bank, which says, between 1970 and 1985, something like
$400 billion will be needed by the oil industry just for the production
of oil alone-the mining and production, the process of locating it
and then producing it. Another $370 million will be needed in addi-
tional capital investment for pipelines, tankers, refineries, these
types of collateral things that go to converting that oil to the use
by the consumer, wherever he may be located in the United States.
Is that within the ball park of the cost figure? Where is that capital
going to come from, and does it make a difference whether that capi-
tal comes from private investment or Government investment? Does
it make a difference whether it is invested in the United States or
abroad?

Mr. GREENSPAN. Chase Manhattan Bank has been well known,
Congressman Brown., as experts in the field for many, many years.
They are very careful in their procedures. We have not done specifi-
cally independent estimates to confirm it, but in the past, I have
found that they usually tend to be quite reliable in the methods they
use in making this kind of judgment.

There is no doubt that the huge amounts of moneys required to
fund our total energy industries, particularly our oil industry, is
as in the past, are going to have to come largely out of the cash
flow of private industry. I think that there really is no significant
alternative to that. We must make a judgment. Do eve allow sufficient
profitability within the industry to finance that type of expansion?
Or do we look forward to the very clear possibility that we will not
get those required investments and that -we would be unable to meet
the ener!,v needs required by this country for its long-term growth?

Representative BROWN of Ohio. What is the picture-Jack Ander-
son told me the other morning in the paper they are retaining huge
quantities of capital in their coffers. They are holding onto their
capital and not reinvesting it, and simply accumulating it for pur-
poses I am not sure were explained further in the article.

Mr. G-REENSPAN. I have no evidence to indicate that is true.
Representative BROWN of Ohio. What are they doing with the

funding?
AMr. GRFENSPAN. The problems that many of them have had very

recently have been inadequate cash flows. and as a consequence, this
has curtailed a certain amount of exploration.

Representative BROw.N of Ohio. Do the statistics show that the oil
industry in this country is investing more annually in finding new
oil than the profits they are making annually?

AMr. GrEr.N-sPANT. I cannot comment directlv on that.
Representative BROWN of Ohio. If you look into it, you -will find

that is true.
Secretarv MoRTo=N. I can give you some light on that, after having

talked to the oil companies. One major oil company involved in the
Alaskan pipeline uses a formula of 4 to 1. In other words, they can
have a capital appropriation within their company of four times
their net earnings. If their earnings go down at all, they reduce their
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capital appropriation. They are committed to the pipeline. They are
committed to certain refinery expenses that they actually have under-
way, most of which are incurred by changes in environmental regu-
lations. They are committed to the completion of certain drilling
rigs, and so on, in the marine environment.

Therefore. they have had to, for the year coming up, drastically
curtail-in fact, they spent only a fraction of their money for explora-
tion of new wells.

Representative BROWN of Ohio. I see that is not going to be before
the television cameras. Could you give some statistics for the record,
so we can use them when the time comes?

Secretary MORTON. This was confidential and proprietary informa-
tion on the part of this particular company, and another company I
talked to yesterday had to take similar action of reducing rather than
increasing their plans for capital investments.

Representative BROWN of Ohio. I think it is public information.
There are no reports of these companies required by the Securities
and Exchange Commission. I think the figures are available. I would
like to ask somebody at the witness table to supply those figures for
the record.

Secretary MORTON. I am not sure what they are.
Representative BROWN of Ohio. I am talking about the question of

investment and finding new oil, as opposed to the dollar inflow and
profits of the corporation.

Secretary MORTON. I do not believe they have to disclose the method
that they spend their capital, as far as refinery and pipeline rigs versus
exploration. I think that shows up in audit. Frank Zarb says that the
information is available, I do not know how specific. We will submit
a response for the record.

[The following response was subsequently supplied for the record:]

WHAT PROFITS HAVE U.S. OIL COMPANIES POSTED IN RELATION TO INVESTMENTS IN
PETROLEUM EXPLORATION AND DEVELOPMENT AcTrITnES?

The Chase Manhattan Bank preliminary figures for 1974 and first quarter 1975
indicate that petroleum production expenditures exceeded net income. For 1974,
aftertax net income is estimated at $6.1 billion; production expenditures are esti-
mated to be almost 28 percent greater or $7.8 billion. Early 1975 data yields the
same indications: Net income estimates are $1 billion, production expenditures
are approximately $1.3 billion.

Additionally, the Department of Commerce estimates that total petroleum
industry investment will be 30 percent higher in 1975. Some of this increase is
attributable to an estimated $10.4 billion investment in new plants and equipment,
the largest increase registered by any manufacturing industry.

Representative BROWN of Ohio. Mr. Chairman, my time is up.
Chairman HUMPHREY. I spent 4 hours with Mr. Lied, with a

Norwegian oil development company in Oslo. As you know, there
is a consortium of American companies that are working there in the
North Sea. He paid high tribute to their technological efficiency,
their competency. their expertise. I shall be filing a report on this
matter. which I want to share with you. I found that they produce
oil from the North Sea. the roughest waters in the world, at $3 a barrel.
That is interesting to me-how placid waters of the gulf coast can be
so much higher. These are American companies. By the way, they also
have a very heavy tax program on the oil companies. They are up there
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competing like blazes to get it, Mobil, Exxon, Conoco, and one other
American company.

I want to make it clear that the Norwegian oil authorities said they
were receiving the best, finest technology; outstanding work. And as
Senator Culver said, we would like to have the same kind of good
cooperation in this country, and I hope you can give us, for this
record, Secretary Morton, your analysis of this country's exploration.
The price was unbelievably low in light of the technological problems
they had, including pipeline costs, putting a pipeline in the North
Sea. It is like wrestling a python, you know, in a bathtub, and it is no
small trick.

Secretary MORTroN. Yes, sir, Mr. Chairman.
[The following information was subsequently supplied for the

record:]

WHAT IS THE AVERAGE COST OF PRODUCING A BARREL OF OIL WITHIN THE
UNITED STATES?

Although average production costs are difficult to calculate, due largely to the
great variance in drilling costs and finding rates, two independent analyses pro-
vide telling information. Robert Nathan Associates, in testimony before the
Senate Finance Committee, estimate that the after-tax cost of exploration, de-
velopment, and production plus a 15 percent return on investment amounted to
$12.84 per barrel in 1974.

In contrast, the same figure for 1959 was $3 per barrel. Moreover, the study
concluded that since the early 1960's, actual production costs have exceeded the
market price. This disparity persists due largely to continued price regulation.

Representative BROWN of Ohio. Mr. Chairman, I have to observe
that they are making a lot of money, because gasoline was $1.90 the
last time I was in England.

Chairman HumrInREY. That is right. That may be true; making
money is not unique to Americans. I am simply telling you. By the
way, the Norweigan Government is making the most of it.

Secretary MORTON. I can cite something a little sadder; that is, I
sold a dry structure to a major company in the Gulf of Mexico for
$200 million. They have five holes in it, and they are dusty.

Chairman HUMPHREY. And they are tax deductible.
Secretary MORTON. Yes, they certainly are, but the cash is gone.
Chairman HUMPHREY. And tax deductible; I am not opposed to

that-it is the incentive we need.
Secretary MORTON. I wish you would take a look at that, as well as

the other things in this committee. I am not so sure we are using the
Outer Continental Shelf in the most efficient and best manner.

* Chairman HUM1'PHREY. Thank you.
Senator Proxmire.
Senator PROXMrIRE. Thank you, Mr. Chairman.
The issue, really, is whether or not an increased price and relying

on price retarding consumption by price increase-whether we should
pay that price now. what effect that would have on unemployment,
what effect that will have on inflation. I think a part of that was
resolved very happily this morning in my mind by the colloquy be-
tween the chairman and you gentlemen. It seems to me that you have
reached the conclusion that, as far as increasing production is con-
cerned, that increased prices will have no significant effect for the next
5 years, and the hope for that effect is out about 6 to 10 years. Then
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it will be moderate, about 1 million barrels a day by 1985, 10 years
from now.

WVhat I would like to get into is the effect that this increased price
will have on conservation of energy and reducing consumption. The
President vetoed legislation suspending the oil tariff on 'March 4.
W7hen he did so. he said, "As an immediate step toward energy con-
servation." -Mr. Zarb, you indicated in a press conference a little later
that that would have very little effect on consumption. The extra dollar
would translate into a small increase in the price of gasoline, 1 cent
per gallon. And you felt it would have little or no effect on consump-
tion. Was the President wrong when he made the observation in his
veto message?

Mr. ZARB. No, sir.
Chairman HIUMPHREY. You would make a fine Vice President.
[Laughter.1
Senator PROX-MIRE. Nobody speaks with more authority on what

would make a fine Vice President than Senator Humphrey.
Mr. ZARB. Senator, the $2 tariff itself, as the President indicated,

was one part of his total conservation program. His program also
contained a deregulation mechanism for natural g.as. When we have
Cone through this recession, and realize that the increase in consump-
tion was less than expected. It will be tough to separate, with any
degree of probability, the effects of conservation from the effects of the
recession.

The $2 tariff, in our estimates, represents a quarter of a million
barrels a day savings by 1977. That is not very significant compared to
our national daily usage of 16 million barrels. With a recovery in the
economy we are headed to 20 million barrels a day. This will not
happen in the next year or two, but we are certainly headed in that
direction. The effects of the $2 tariff would have a meaningful impact.
The rest of the conseriation program would add to our savings in con-
sumption. These savings, combined with the additional production in
the near term from both new oil and the application of secondary and
tertiarv methods to old fields; the oil savings from the coal conversion
plan, the Elk Hills development, as well as increased usage of gasifica-
tion and liquefaction processes, will decrease our vulnerability to in-
secure sources by foreign crude oil by 1985.

Senator PROX.NrTRE. I want to concentrate on the consumption aspect.
I would be inclined to challenge that when you look at the overall
figures since 1972, the, price of gasoline has gone up very much-may-
be not doubled, but it has gone up 50, 60 percent or more. The price
of oil for heating and so forth has gone up, too. Yet we have a higher
demand now, effective demand. than we had in 1972. The huge price
increase has not really retarded consumption. It has not worked that
wav. It is mv conclusion that if the price goes up another 10 or 15
cents a gallon, it is not going to reduce consumption very much. It is
going to act as a tax on the American people. They will have less
money available to spend on other things, and it will increase unem-
ployment. We certainly do not have much evidence that this is going
to result in conservation of energy

Secretary MORToN. I think von are wrong about that. Senator, in
this respect-in the major energy consuming industries, there has been
a rather substantial increase in efficiency of energy use per unit of out-
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put. We have a 15 percent goal in the selected industries. We are well
down the road-we do not have the exact figures-we would like to put
those in the record, as to where we are now. Some of them have passed
the 71/2 percent mark. So there is a real effort going on in the economy,
particularly in the industrial economy.

[The following information was subsequently supplied for the
record:]

WHAT PROGRESS IS BEING ACHIEVED IN THE FIELD OF INDflSTRIAL ENERGY
CONSERVATION?

Under the auspices of the Voluntary Energy Conservation Program, jointly
managed by Commerce and FEA, significant increases in energy efficiency within
six industries have been achieved. The six industries, their energy efficiency im-
provement, and the 1980 efficiency goal are outlined below:

[in percent]

Energy
efficiency

Industry . improvement 1980 goal

Aluminum- 3. 4 10
Cement -1.6 10
Chemicals -7.5 15
Iron and steel -2.7 10
Paper -2. 5 10
Petroleum -7.8 15

In addition to the progress being made by these industries, four other indus-
tries-baking, copper, glass, and meat packing-have just begun participation in
the program. Similar success is expected from them.

Senator PRox1NIRE. I do not question the fact that some businesses
are responding very well. But the overall statistics do not show that
we are responding to this increase in the price of oil and the price
of gasoline by reducing consumption. If they do, I would like to have
the statistics.

Mr. ZA7iB. We would like to provide you with some statistics which,
I think, will convince you otherwise. You must consider the effects
of the recession that we have had over the last year, and use your judg-
ment in this matter, as we have.

Senator PROXAIJTRE. It seems to me the recession should indicate that
we would have a diminution in demand. Of course, real income is less;
on the other hand, the statistics I have here indicate consumption is
going up.

Mr. ZARB. Do you have the statistics on gasoline consumption for
the month of June, for the years 1972, 1973, 1974, and 1975, in front
of you? The month of June consumption of gasoline in the United
States?

Senator PROXMTRE. What, sir?
MAr. ZARB. For the month of June, do you have the statistics for the

last 3 years?
Senator PROXIMME. We have the month of June for 1974.
Mr. ZARB. Does that show approximately 7 million barrels a day?
Senator PRoxMrIRE. 6.9 million.
Mr. ZARB. I would say that the final numbers for June 1975 will be

approximately 7 million barrels a day. It is clear that rather than
having the normal escalation that represents an insatiable appetite for-
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energy, now, nationally, we have had some decline because of the re-

cession. I will not be so bold as to say that cost has done it all, as I

cannot separate the two.
Senator PROXmRmE. Let me interrupt. I do have the Bureau of Mines'

figures. They show only for 1972-74-there you have an increase from

6.8 million barrels per day in June of 1972 to 6.9 million barrels per

day in 1974. It has gone up, not much; it has gone up.
Mr. ZARB. With due respect to your position, we had an embargo ini

that time period. Certainly, you cannot use those numbers. Mir. Chair-

man, I think the numbers will show some effects of conservation. But

we will probably have to look back and demonstrate that, as a Na-

tion, we now use energy more wisely. Energy has a different value im

our society today. It has an impact on decisions regarding insulation
in attics to decisions on carpooling.

Senator PROX-MIRE. I agree with that. I agree eventually we will have

to do that. Timing is all important. We are now in the middle of the
worst recession we have been in in 30 years. It is a cruel, killing re-

cession, a recession in which we have almost 9 percent unemployment.
Do you expect us now to put into effect a program of higher oil and

gas prices that is going to aggravate the recessiont, is going to throw
more people out of work, is going to end the progress we have made
on inflation? It seems to me the timing is wrong. I think we have to

do this, perhaps, but not now, not this year, and perhaps not next year.

Mr. ZARB. Senator, I understand the situation. But I submit, in all

honesty, there will never be a right time in this Nation to promote
conservation.

Senator PRox-NaRE. This is the worst time.
Mr. ZARB. The program we want to put in place can be done with

an absolute minimum amount of pain. We must face the situation
here, and make sure that the increased prices are recycled to the Ameri-
can economy by enacting the President's excise tax and windfall profits
tax. One thing that discourages me is a vision of increasing our con-

sumption in the middle of this recovery by a million to 2 million bar-

rels a day between now and 1977. That happens when GNP grows.

All of this increase would come from the Middle Eastern countries.
If you share with me the worry I have with respect to national se-

curity, and the kind of havoc an' embargo can render on us in 1977,

and share with me the worry I have about the American consumer

you come to the conclusion that a comprehensive program is needed,
now.

Senator PROXINIRE. I share all those worries. I do not see any evi-

dence that higher gasoline prices are going to reduce the amount of

driving that the American public does, or higher oil prices will reduce
the amount of consumption.

Mr. ZARB. I will yield to my colleague.
Mr. GREENSPAN. Senator, you have to look at the historical patterns

of gasoline consumption in the United States, not in total, but per ve-

hicle. You will find, prior to 1972, that there were significant increases,

year after year, of rather large dimensions. One must measure the

impact of price changes in demand, not by looking at it in an absolute

sense of what has happened since 1972, but what would consumption
have been if the previous patterns of consumption continued under



40

the old prices? I submit to you, that the levels of consumption would
-how be significantly higher than they are today.

Senator PRox-3zRE. The spectacular reduction was in the fall and
)especially the winter of 1973, and early 1974, as you know. That is

when we had the allout drive, that is when we had the cars lined up
at gasoline stations. We had a big drop then. Since then, we have had
a recovery in demand, in spite of the recession, and an increase in con-
sumption, in spite of the higher prices.

Mr. GREE.NSPAN. The decline in consumption during the embargo
largely resulted from the fact that people, because they were not cer-
tain of their capability of getting gasoline when they took a longer trip,
tended to sharply curtail their intercity driving, because they could
never be certain they could get back. I think that period is clearly one
that cannot be utilized to measure elasticity.

First of all, there are two types of elasticity. One is the immediate
impact of higher prices on the utilization per vehicle; the evidence is
that that does react in the short run. The major impact is that there
is a tendency for a longer term adjustment process to take place by
which the car inventory or the number of cars on the road and their
miles per gallon, tends to shift very dramatically. We need only look
at the comparison of the United States, when gasoline prices were low,
compared with W1estern Europe, where they have always been high.
The size of the fleet, the average size of passenger cars and light
trucks is very significantly smaller, smaller cars in Europe than in
the, United States. I submit that is what is happening as a consequence
of these higher prices of gasoline that we have seen in the most recent
period, which is starting to prompt a very significant shift toward
smaller cars. In other words, that is part of the so-called long-term
price elasticity response.

I would submit that the evidence we have does in fact very clearly
suggest a very important price elasticity element as an important
conservation result of higher prices.

Senator PROX-MIRE. That may be, but I do not think the evidence
is very clear on that. I think there may not be too

Representative BROWN of Ohio. Will the gentleman yield?
Senator PRox-Irirr. Not at this point, since my time is almost up.
At any rate, AMr. Greenspan, would you tell us whether or not, with

a sharp increase in pl)ice or a higher gasoline tax, or whatever measure
we have, or deregulation, the administration would favor a tax cut,
and favor that tax cut to coincide with the increased price of gasoline
being used?

Mr. GREENSPAN7. First of all there are two issues here. First, we are
talking about the principle of recycling of funds into the economy, as
both Mr. Zarb and Secretary Morton have mentioned. Of course that
is the President's program.

If we are talking about a specific tax cut independently of that, or
over and above what has been discussed here, then clearly we camnot
look at that outside of the full context of overall economic policy.

I might just say quickly and very summarily with respect to some
of these numbers which I have looked at, which unfortunately I can-
not analyze quickly, that our estimates are nowhere near the size of
these.

Senator PRoxMTrE. What numbers do you get?
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Mr. GREEN-SPAN-. We do not have the same specific assumptions here,
so I cannot make a direct comparison. The effects we get on price
would be less than these. On some of these particular assumptions,
this gets us back to the conversations we have many months ago on the
so-called ripple effect. I do not want to get back into that. I would
really suggest that these are numbers which I would say are quite
debatable. Perhaps some other time we can get into it, after I have
had a chance to analyze it.

Senator PROxANRnE. If vou think these numbers are debatable, woul(l
you give us what you have for the record so we can have some basis
for comparison ?

Mr. GREENSSPAN. I should be glad to.
Mr. ZARB. Mr. Chairman, may I respond to one question that the

Senator raised; that is, the notion of a delay, a delay to induce what
we both agree needs to occur in the Nation, a more efficient use of
energy by virtue of price. A homeowner, a motor vehicle driver. or a
manufacturer all need to learn to use energy wisely. The question is
when do we begin. If we wait to begin until 2 years from now, with a
higher base of imported oil, or a higher price visited on us, we have
increased our vulnerability to the price increases of the future. This
is the tradeoff -we have to consider. Our vulnerability will grow bY
leaps and bounds if we do not take some meaningful action soon.

Senator PROXM3IRE. My time is up, Mr. Chairman.
Chairman HUMPHREY. Congresswoman Heckler.
Representative BROWN of Ohio. Would you vield for one question?
Representative HECKLER. Certainly.
Representative BROWN of Ohio. As I recall, the FEA figures for

gasoline consumption increased between 1963 and 1972, and on the
average, before the embargo, by 3.9 to 4 percent a year. Since the em-
bargo, and the consequent increases in prices, that increase has been
reduced to a total, as of last January, of 2.7 percent. It actually went
down for awhile and then came back up, and the total increase over
that 18 or 229 months or whatever that period is, was about a 2.7 in-
crease. Which -was, of course, considerably lower than 3.9 annual
increase.

If the economy picks back up, it may exceed the 4 percent unless
there is a discouraging factor like higher prices for gasoline.

Mr. ZARB. Congressman Brown. the way this Nation was headed in
terms of its treating the gasoline product at 19.9 cents per gallon,
which I believe is what you are talking about, if we had stayed on that
path, the reliance of this Nation on energy would be incredible. I can
see this in the State-to-State situation with natural gas. In one State
the concern is whether to use natural gas to run the boilers and gen-
erate electricity or whether to conserve a fuel which presently is
abundant an(l cheap; while two States away, people are going to be
unemployed because of lack of that natural gas. This is just an in-
credible juxtaposition. We, can see the effects of price on how people
treat a commodity.

In June. after adjusting for the economic recession, we are going
to see a flat gasoline consumption for the last 3 years. This should tell
us something. In July, we could see something of an upward trend
because of summertime vacations. We simply do not have the July
numbers yet.
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Chairman H-mTPIZIEY. Congresswoman Heckler.
Representative HECKLER. This hearing raises a most basic issue fac-

ing the Congress. We are poised between two competing tensions: On
one side the need to develop an energy policy which will avoid the crip-
pling effect of an Arab boycott of the future, which we suffered through
once and which could have worse effects later. And on the other side
we have the tension of an economy which, we are told, is recovering
but whose recovery is really not being felt at the grassroots as intensely
as we would like.

I find in my own congressional district that the potential recovery
is just a ripple in the air. There are few businessmen that report in-
creased activity; nonetheless, the unemployment rate in the two major
cities of my district is 12.7 percent.

In view of this, as a fact of life, not just a statistic, we in Congress
have a question of how to deal with the potential economic explosion
which will arise as a result of an increase of the price of oil, which is
the inevitable consequence of decontrol.

We have already seen in New England that our conservation efforts
in home heating oil has been effective. We have cut back consumption
of home heating oil by 17 percent in Massachusetts. There is virtually
nothing more than can be squeezed out, without simply saying that
people cannot afford to heat their homes at all.

In terms of gasoline, certainly there are potential conservation efforts
that can be effective. Nonetheless, how will the people-how will the
consumer-in this section of the country, which is not enjoying a very
dynamic economic revival, bear a higher price which this decontrol
policy will inevitably provide for them ?

Secretary MORTON. As you know, Congresswoman Heckler, the
President proposed that these higher prices be generated by the im-
rosition of an excise tax and the excise tax would be refunded with
particular emphasis on the low-income groups.

Now we have not gone about this legislation in a consolidated way.
It has been a piecemeal effort I think. It has been very disturbing to me
that we have not had the institution or mechanism to deal with the
whole thing and get it all together.

If we do not do anything, New England is going to be even more de-
pendent on prices set overseas.

Representative HECKLER. We all are. Whenever the OPEC countries
raise the price, domestic price raise is equal.

Secretary MORTON. Except for the producing States in the producing
areas. They have fuel. For example, Texas has natural gas; Oklahoma
has natural gas; Louisiana has natural gas. So the best possible thing
we can do is to assure a supply, and get enough oil as soon as possible,
so we have our supply competitive. As soon as we get some supply, we
will then be able, of course, to control our own price again.

But we are not going to be able to control it by regulating old oil
with old oil declining as a percent of new oil. The end point of that is
simply a slower rate of speed at which -we have new oil, because every
time now we get new oil, it comes in at the unregulated price and every
month and every day goes by we have less old oil than we had the day
before.

It is, as Senator Proxmire hinted, question of timing. By continuing
to reuiilate oil. we would simply be postponing the day, and we would
be tending to really inhibit the recovery of the economy because there
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would not be the effort there should be to develop new fields and new
supplies.

Representative HECKLER. The problem with the suggestion that the
administration has been making in terms of recycling the dollars, is the
fact that the initial burden is placed on those least able to pay. At the
outset, they must carry the cost until they obtain their rebate. In my
district, it is a common, predictable occurrence, that when I hold office
hours, people come to my office with their utility bills which are higher
than their mortgage payments. Utility costs are forcing these people
into bankruptcy. The utility bills are, at this point, directly related to
the cost of oil. These people cannot afford the enormous increases that
have occurred. If we decontrol oil, we can only predict that in the short
run this will cause an even greater tension to the same low-income
families.

Secretary MORTON. Not so much in New England. You would be less
affected by the differential than in other areas of the country.

I would also say I think some of the barriers that you have to supply,
mainly the construction of refineries, the development of nuclear
plants, which we have been trying to do, and the natural tendency that
you had to become totally reliant during the 1950's and 1960's on im-
ported oil, have been policies that have been working against the very
people that you are trying to help.

Representative Hi CKLER. I am happy you brought that up because I
think it is very easy in Washington to make New England the villian,
to say Massachusetts has not allowed refineries. I would like to bring
to your attention that I submitted this issue to my own district in a
questionnaire about a year ago in which 80 percent of the people said
that they would f avor the establishment of a refinery.

And, as a matter of record, we have a nuclear powerplant next to my
district. It has been out of operation periodically for reasons other
than public support, nevertheless it is there.

People in Washington say that New England won't accept refinery
because of a celebrated case in which a giant oil company tried to locate
a refinery at a site of its particular selection without consulting the
community. That case should not be taken as representing New Eng-
land's view on refineries. In fact, in Dracut, Mass., there was another
case in which a refinery was accepted by a vote of the town's populace.

I do think that it is time to put aside the myth about ANew England
resisting refineries when, in fact, there have only been two test cases.
In general there is a broad acceptance and there certainly is in my
district. I invite you to bring a suitable interest into the district and
find suitable land and I can assure you that there would be a supportive
point of view, providing that the environmental safeguards which
EPA has established would also be observed in the location of the site
and the construction of the facility.

Nonetheless. Secretary Morton. in your term as Interior Secretary,
you talked a great deal about coal. We have a potential coal resouree
in Massachusetts, interestinglly enough. The fact is in our existing

woxverplants, because of EPA regulations it is impossible for utility
companies to gain permission to burn coal. Therefore, the use of coal
for electricity generation is not really an effective alternative in New
England.



44

How can you resolve the environmental questions, in terms of the
usage of coal, at the same time asserting what wve need really is to
find coal as an alternative source, when EPA has really been the
main stumbling block?

Secretary MORTON. Let me say this, the proposition amending the
Clean Air Act was brought before Congress in January. It was part
and parcel of the President's energy message and eve have been stand-
ing by it ever since. Not only has Interior, but also EPA been in dis-
cussion with various appropriate committees of Congress since then.

We have not vet achieved a change in the regulations that would
give us an opportunity to convert to coal more expeditiously. The pur-
pose was not to change the standards. The purpose is, frankly. to buv
a little time in putting it in. I think it is very necessary for the Nation
to do.

Until we are, willing, as a total Government, to face this, I think
we are going to have great resistance in converting to coal.

Representative HECKLER. I would like to ask Mr. Zarb a question
about the recent gasoline price increases. Obviously, in this whole area,
we are questioning the substance of the issues and we are discussing
the. credibility of positions taken.

One of the difficulties in this whole question of oil decontrol, it seems
to me, is the lack of credibility on the part of the oil companies in terms
of how their extra revenues would be spent and howv the public interest
would indeed be served.

Just over the 4th of July weekend we all saw a fairly substantial
increase in the cost of gasoline-I think across the country, certainly
in the Northeast. What is the justification for these increases? What
was the reason for the timing of the increases? W1'hat is your agency
doing in terms of investigating what could be a case of manipulation
of the market. or seems to be to many people?

Mr. ZARB. Congresswoman Heckler, I do not awant to be in a position
of either defending an industry. or flailingr out against it. with in-
sufficient data. Under our rules, the refiners have the ability to pass
along certain increases once a month, if they remain within a certain
profit margin.

They are permitted to pass through either product costs or non-
product costs, according to our regulation. WVe do a normal desk audit
of each of these charges each month, so we know what oil company
has done what in terms of increases, each and every mouthl. In this
particular instance, as we do in most others, we will be doing an
onside audit of each adjustment to insure that the passthrough of
these latest price increases was done lawfully.

The timing of a price change is largely concentrated in the early
part of the month by most oil companies. I am not going to defend
the pre-4th of July move, just for the sake of defending it. I simply
say that we do have a law. We do have rules that are being enforced.
If there is any evidence that the costs that were passed through were
not legal or appropriate, then we -would take the necessary action.

Having said that, I want to point out somethilng that Congress can
do. An item that I spoke to before you arrived, Congresswoman
Heckler. We talked about increasing prices. This is relevant to the
people in New England and their inability to come to grips with elec-
tric costs which, for the most part, I am sure you will agree, are
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largely associated with the massive hike in imported oil prices in that
part of the country.

You use more imported oil, per capita, in New, England, than any
place in the Nation and probably any place in the world, except Japan.
'We ask, with the President's increase in tariffs, that we have an
excise tax on domestic oil and that excise tax be returned to the peo-
ple. This takes congressional action.

As you know., I have great sympathy for the people in New
England because they are in a tough predicament. They could surely
use this rebate. New England is in a tough position and they are really
trying to do something to meet the long-term situation. 'We have a
long way to go because the Northeast is extremely vulnerable to any
OPEC increases. It is the part of the country that is going to be
hurt the most.

Representative HECKLER. 'What -we are worried about is not only
the OPEC increases, but also the domestic increases. If that is our
only alternative, it seems to me that is the common result of this
proposal.

Mr. ZARB. It is a difficult discussion and I am sure it is difficult for
you in your district. The issue is whether or not we are going to be
tough enough as a Nation to put in place programs that will allow
us to bargain with the producers in a way that would limit their
ability to pass increases on as they have in the last few years.

I suggest that unless we put together some kind of program that
begins to limit our imports and bring on production, the producers
are not going to listen because they do not believe us.

Representative HECKLER. I want to return to this question of gaso-
line increases.

Chairman HuMLupiREY. Congresswoman Heckler, may I just ask
what is the reason why, when Canadian oil is $1 a barrel more than
OPEC oil, that gasoline prices in Minnesota are less-5 or 6 cents
less than in Massachusetts? Can you give a justification?

Mr. ZARB. I would have to look at the timing.
Chairman HU-NrPIIREY. It was over the weekend.
Mr. ZARB. Some companies-
Chairman HUNIPTIREY. Six cents or less, Amoco gasoline, as com-

pared to Minneapolis.
Mr. ZARB. As far as I know, I would really have to compare the

individual refinery passthroughs and see what they amount to. As you
know we have an entitlements program, a program about which some
of your colleagues in the Senate have been complaining. I hope, how-
ever, the entitlements program is not working in such a way that you
have 5 cent lower gasoline prices.

Chairman HUTMPHIREY. We have competition. They do not drive out
all the independents out there. I can tell You that the gasoline price
at home, when I go home and fill up my car, it will be 4 to 5 to 6
cents a gallon less.

Mr. ZARB. I will have an answer to that question in the future. You
made a good point in reference to secure sources oil around the world.
Our good friends to the north are charging us a little bit more than
the rest of the cartel.

Representative HECKLER. I do recognize the need to pass through
increased production costs, but the timing of this passthrough and the

63-134-76--I
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size of the increase and the particular circumstances raise doubts. It
so happens that on a specific corner in McLean, Va., that I happen to
pass frequently, there are two gas stations. Last week, one gas sta-
tion raised its price by 5 cents a gallon; the other raised its price by
1 cent. Is there that much of a different in basic costs of the oil? I

question it.
Mr. ZARB. There are two factors involved, Representative Heckler

Until we have all of the analysis, I cannot answer your question. It
takes a while to get the data to clarify the situation.

Keep in mind that individual retailers also have the capability of
passing through costs up to a legal margin. Some retailers have re-
mained below their legal margin and when they finally pass through
their allowable costs, these increases may be larger than those of other
retailers.

The real answer to your question has to come when we look at the
refinery passthroughs. We will make sure that they are legal and
correct. With respect to the individual retail situation, we will be
taking steps this summer, as we did last summer, to look at retail
price changes in terms of their legality.

Representative HECKLER. I want to assure you I have great respect
for your sense of integrity about this. I would like to know whether
you feel you have sufficient personnel and the mechanism and the
authority to really look into this and monitor what is happening? I
think this is a question that is concerning the Congress, regardless of
State or region.

Mr. ZARB. Congresswoman Heckler, I have already testified before
the Appropriations Committees that we will be asking for addi-
tional resources in this area, not only for this particular program, but
for many others that fall into the regulatory and compliance area.

The simple answer to your question is that we expect to be asking
for increases in the 1975 budget. For example there are 230.000 service
stations in the country. We have to use all kinds of alternative re-
sources to make sure that we police that sector in the summertime. At
the refinery level, we are just barely coming up to speed, but we have
enough resources to take a look at these particular increases and as-
sure the Congress that they were lawful.

Representative HECKLER. My time is running short. I would just
like an answer from you and Secretary Morton. The oil allocation law
has been an asset to New England, no doubt. I know both of you have
exhibited a concern for our region's problems, which are unduly harsh
because we are so dependent on imported oil.

I understand that there is a threat of a veto of the Emergency Al-
location Act. I do not know what the President's present thinking is.
What I would like to know from each of you gentlemen is what you
will advise the President to do.

Mr. ZARB. I will take the first step here. I would like to pass on what
my advice will be to the President. There is no need for that point of
confrontation to arise. We have ample time between now and August
1 to come to an agreement with Congress on the decontrol program.

And I just do not think we need to have that confrontation. I hope
we will do everything possible to avoid it.

Representative HECKLER. You would not advise him not to veto it?
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Mr. ZARB. I really would not like to say which way I would advise
the President. A lot depends on the circumstances at that point in
time.

Secretary MORTON'. Obviously I would reserve for direct discussion
with the President my advice on this. There is no way you can take a
position on whether you would advise a veto on a specific piece of
legislation until you see it. You can get into deep trouble doing that.
I agree totally with Frank Zarb, let us work together and try to come
up with what the best program for the country is for energy all over
the 50 States, and try to avoid the kind of legislation on which a veto
would be considered.

Representative HE-CKLER. MNr. Greenspan, our chairman has said
during his remarks that he believes, based on past performance, that
decontrol will not lead to increased production. How would you counter
that?

Mr. GREENTSPAN. It is always very difficult to deal with the effects of
price on new production, when you are dealing with a complex problem
such as this. In my experience over the years, there has always been a
tendency to underestimate rather than overestimate the supply re-
sponse to a price increase. I think that -we observe, for example, as a
consequence of the very sharp rise in the world oil price, that there
has occurred a huge number of newly-found reserves throughout the
world, especially in the non-OPEC areas. I would certainly grant that
there are difficulties in making these judgments.

I would say that one of them is the likelihood of being too low. And
more importantly, the importance to this country to secure supplies of
petroleum is so great that I think if we are going to take risks the rislks
should be in trying to get more, rather than less.

Representative HECKLER. Thank you, Mr. Chairman.
Chairman HUmPIIREY. Congressman Long.
Representative LONG. Thank you very much, Mr. Chairman.
Mr. Secretary, by way of comment, I would like to say I share your

concern about the ability of this institution to act on this program and
this problem in its entirety. I think it has to be treaed in its entirety
in order to come up with an adequate solution. That is one of the prob-
lems that we had in the House of Representatives.

I would also say that we missed you last November, when we were
trying to reorganize the jurisdiction of the House of Representatives.
We have 14 committees and subcommittees that deal in one aspect or
the other with this whole problem of energy. We ended up with so
many people who created their own-what I like to call not so rever-
ently dunghills that we are unable to break them down. As a conse-
quence, we did not succeed in our reorganization. I think if we had we
would have been much better able to treat it as one particular problem,
which I really think it needs to be treated. in its entirety.

I do say that I recognize some review of the feelings from many of
the people that were not in favor of it at the time, as they come before
the Rules Committee now enjoying the jurisdictional problems, they
say. "We wish we had looked at this thing the other way at that time."
I do think that is a part of the problem. I share with you in that
regard.
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Mr. Zarb, with respect to this question of the recommendation of
veto-and I would be particularly interested in your and Secretary
Morton's view on this-the Senate is soon coming out with a resolu-
tion on S. 1849, which will continue price control over old oil. During
the line of questioning of Congress-woman Heckler, if I recall cor-
rectly, you said this morning, that the administration is in a mood to
coordinate and to compromise and to cooperate with respect to decon-
trol. While I can recognize, again, that you are reluctant to give us
specifics in this regard, I do think in the spirit of cooperation, or in
the spirit of compromise .-what -would you see as an area of compro-
mise, or to use an overworked term, what are the parameters of com-
promise that you and the Secretarv might see between the Conaress
and the executive branch, with respect to the price and the deregula-
tion of world oil?

Mr. ZARB. Congressman Long, that has been an increasingly diffi-
cult question to answer, for a variety of reasons. I am sorry that Con-
gressman Brown is out of the room, since he is an intimate part of what
has happened the last 3 months.

The President asked for a program of immediate decontrol, with an
appropriate windfall tax, and so on. The mood of Congress was such
that the committees thought decontrol should be stretched out over a
period of time. We looked at both models. Originally, the President
said that he will favor a 2-year, 25-month phased decontrol; a -windfall
profit with a plow-back feature, and a return of the excess dollars
collected to the American economy.

The committee involved-and this was bipartisan as there were
both Democrats and Republicans-came up with three different ve-
hicles for decontrol. All were different from the President's program;
such as a 3-year decontrol, rather than 2 years. UTnder those circum-
stances, it seemed we were getting into an area where there could be
some sort of accommodation. It did not work out v-ery well. There was
a very, very close vote, and an amendment was attached to that bill
that, from our point of view, was contrary to our energy needs.

I might say, Conaressman Long, that a 2- or 3.-montih chance, one
way or the other, in the President's program, would not be meaning-
ful to anybody as an issue. The program gets us where we need to be
in the energy field. I know it is not popular; I know an increase in priep
is not popular. I have said time and time again that I am in fa r-- of
a windfall profits tax program. I think 'we have gone a long way in
terms of where the House wvas, before the latest breakup. I think we
probably had an opportunity to compromise.

Representative Lo-XG. Not looking at the past breakup, -we have
now got to look at some parameters relative to the length of time of
decontrol, what the price of it would be over the different stages of
the time period. W1"hile you might not have any firm views in that
regard yet, what are some parameters with respect to those that might
be accepted?

Mr. ZARB. Congressman Long, I do not mean to be evasive here. You
are asking a very difficult question. I do not know who -we are bau-
gaining with, who represents the other point of view, or what the other
point of view is.

Representative LONG.. Let me ask you another way. What do you
propose to do, to send up in the way of recommending legislation in
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that regard? What is your view? It is not a question of who you are
bargaining with.

Mr. ZARi. My office has recommended a 25-month decontrol plan
of 4 percent a month. That is a compromise in the direction of the
spirit of the Congress. There is no one entity within the Congress that
we knew had another point of view. We could not say, here is
the Congress' point of view; here is the President's point of view; and
this gave us the parameters within which to compromise.

I think the 25-month decontrol arrangement was close to the right
formula and does represent compromise.

Representative LONG. Mr. Secretary, do you have anything to add
to that?

Secretary MIORTON. Frank Zarb covered that very well. The prob-
lem, as you pointed out, and Frank Zarb pointed out, is that it is
a very difficult thing to sit down and talk about with the Congress as
a whole. You talk about taxes with one group; you talk about de-
control with another group, programmatically; and you are really,
in many respects, talking about supply development and supply
policy with another group. It is very difficult to put it together. But
this is a good position. I think you get there if you get the 4 percent
a month in 25 months.

I wish that we could talk to the same people about the question
of reimbursement, as well as the question of decontrol, so that you
could get a consistent position against which you could ne otiate
and compromise. I think we have let this thing get into politics when
it should not be in politics. I do not think it is a partisan question.
Everybody wants a solution; we are just not institutionalized prop-
erlV enough to get it.

Representative LONG. What would be the position of you, Mr. Zarb
and you, Mr. Secretary, in the event that the Congxress enacts legis-
lation to continue the price of old oil at its present level? Would it be
a recommendation to the President of the United States that he veto
this legislation?

Ir. ZARB. Congressman Long, again, I am not going to frame this
answer in responding to what my advice to the President will or
will not be. But I will emphasize that, in my view, the time has come
to deal with this issue, and to prolong it another 9 months or 2
years or 18 months, as someone suggested, is simply putting off a harddecision. M~y advice, to all who will listen, is that we have gone too
long in the Nation ignoring these kinds of decisions, and we are
laying a dear price.

As You can see. I am programmatically and substantively opposed
to prolonging this issue. *We have had some other people in this area
who have come forth with their suggestions. Unfortunately, their
sugg0estions have not been headed. It is a growing point of view that
the right thing to do is to face the issue. As you know, my judgment
is that we ought to face it. and face it now.

Representative LO-NG. Well, I recognize the risks that are involved
in any delay in the resolution of this problem. I have been one of the
ones who think-perhaps the majority view of this committee-that
perhaps we ought to treat the economic problems before we treat
the specific energy problem, and that that is where the emphasis had
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to be. But that is a matter which good willed people could disagree
on. I do not argue that.

Going back to that, and related to that, when you appeared on the
"Issues and Answers" program on January 19, Mr. Zarb, at the time

you were strongly supporting the proposed tax rebate feature, which

relates to both of these problems, perhaps more so than a lot of the

other things do to the President's energy program. As I recall it,

you said that the average family would actually get back more in

the way of tax rebates if he conserved enough gasoline than he would
have to pay in higher prices in the gasoline that went up at the time.

Have you in the administration pulled back from that position, or

do you still maintain the position that you maintained in January
with respect to that? Do you still maintain the same position in
that regard?

Mr. ZARB. I do not think my response on "Issues and Answers" in

any way changed that position. I think it reinforced it. We have

said right along, a tax rebate is the right thing to do. One of the
major struggles we had originally with our recommendations on the

energy program was the equity problem, Congressman Long. The

equity problem is simply this. If we had any vehicle to conserve
energy-let us assume an allocation recording system-the people in

our society who would have the most problems under those cir-

cumstances are the people with the lowest economic force. If you

want to see some horror cases, as to what happened during the em-
bargo and what we prevented from happening, I would be glad to
go over them with you.

Let me finish my answer. When we look at a solution by way of

price mechanisms there also is a potential for inequity to some people
in the country. There is already in place a system brought on by
the OPEC nations which hurts people on the lower half of the in-

come scale more than others. Because of the worldwide inflation, the
tax tables were distorted. Therefore, we proposed a simple tax table,
one that could have been modified, and on which we certainlv were
willing to work. Every single dollar that was raised by windfall,
excise taxes, or other conservation taxes was to be returned to the
American economy, especially to those people that were hurt more
than their fair share. We have not changed that goal.

Representative LONG. You have not?
Mr. ZARB. No, sir.
Representative LoNG. My time has expired. Let me ask you one

other question-it will take me just a minute, and maybe there is a
yes or no answer. Did you have any input into the determination
by the administration to break up the highway trust fund and move
that money, or some recommendation to move that -money, into mass
transit?

Mr. ZARB. Yes, sir.
Representative LONG. That necessarily leaves me in a position where

I cannot just rely on a ves or no answer.
Mr. ZARB. Could we talk about decontrol, Congressman Long? What

particular question would you like me to respond to? I did have input
on the decision; I was asked for my views and information with respect
to mass transit, its potential contribution, what time frame might
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work, and what might not work. There are two schools of thought on
that question. There are folks around the country who have studied
this question, saying that there will not be as much savings as we have
predicted in energy conservation for a lot of reasons. The use of high-
ways to circumvent cities, for cross-country travel and its potential
for gas savings, is a science in itself. It has some holes in its argument.
I gave facts as I knew them. I was one of many advisers on this ques-
tion, and in my view, I think I made the wisest and best possible
decision.

Representative LONG. Thank you, Mr. Chairman. My time has
expired.

Chairman HtmPHREY. Senator Kennedy.
Senator KENNEDY. Thank you very much, Mr. Chairman.
I regret that I was not here to hear your opening statements to the

panel. I appreciate very much the chance to explore some of these
matters.

Chairman H=PmREY. May I interrupt to say that Senator Kennedy
will be chairman of our new Energy Subcommittee of the Joint Eco-
nomic Committee, which will be continuing investigation and study of
the economics of the petroleum decisons that are made here. The sub-
committee has had so many applicants for membership that we have
not, as yet, determined who will be on it.

Senator KENNEDY. There is a place for you, Senator, any time.
Chairman Humrpmmy. I though I would pop in whenever I could.

It will be a very active subcommittee.
Secretary MORTON. May I interrupt the proceedings for a moment?

First, I wonder if there could be available to us the study from which
this is a summary?

Chairman HUMPHREY. Yes; we will see that it is
Secretary MORTON. Could we have that maybe today?
Chairman HUMPHREY. It will be made available to you today, two or

three of you.
Secretary MoRrON. This is a matter of logistics. I would like to know

what the Chair's plan is here on these hearings? I have some problems
as to my own schedule.

Chairman HrNiPHREY. Let me ask my colleagues here. I will tell you
what we will do. We will try to close off at 1 o'clock. Is that all right?

Senator Kennedy.
Senator KENNEDY. Thank you very much.
At the outset, I would like to applaud the willingness of Secretary

Morton and Mr. Zarb to meet with us in the New England area about
some of our particular problems. I think this was extremely helpful
in making them better aware of some of our particular needs. Mr. Saw-
hill met with us first some time ago, and it provided us with a much
better opportunity to bring some of the facts of the dangerous situa-
tion we were facing in New England to the administration's attention.
We are hopeful of being able to get some action. We have pointed out
to Mr. Zarb on occasion, the fact that the development of any national
energy policy, as it affects the importation of oil and gasoline, has a
particularly adverse effect on those sections of the country that are most
dependent on it. And we in New England are 90 percent dependent on



52

petroleum products, in terms of our energy needs, unlike the rest of the
country, which varies anywhere from 45 to 65 percent.

This has been impressed on us in instance after instance as the part
of the country that has the most serious unemployment problem.

I was talking to the owner of a major textile mill the other day,
one of the few left, and he was pointing out that his energy bill had
doubled in the last year, and now it is 21/2 times as high as it was
a year ago. Under the administration's program, he expected that
increase to be up anywhere from 31/½ to 4 times as high in the next year.

As we are developing a national program, I think it is important
to have the program justified. Quite frankly, because of the oil tariff,
I do not think it can be-but if it can be, there should be no section
of the country that is more adversely effected than other parts of the
country. We are finding that, with all the different considerations that
have been made by the development of the adminiistration's program,
that this is not the case.

The fact of the matter is. even with the various rebate proposals
on home heating oil, you do not heat youi- honies in Mississippi or
Georgia with the same amount of home heating oil that you use in
Massachusetts, where 6 percent of the population consumes 22 percent
of the heating oil. This is a matter of particular importance and
consequence and we have exchanged ideas with -Mr. Zarb on it.

I have listened to the administration people tell me: "Senator, if
we do not raise these particular rates of the oil import program, we
are going to find the Arabs will. We might as well recover our particu-
lar resources in this country so the money does not go out of the coun-
trv." Of course, that argument has another part to it.

The leaders in Saudi Arabia are saying, "Senator, you talk about
vour economic situation. You talk about the economy-you have a
$j1.5 trillion economy, and you try to impress us with the dangers of
economic recession. Nonetheless, we see your own President unilaterally
raising the price of the oil products to the consumers in your own
country. Your economy could not be that bad, if your own President
is prepared to raise prices. Why should we listen to Mr. Simon say
that we do not have any right to raise the price of oil when your own
President is virtually unilaterally going ahead and raising the price
upward?"

Quite frankly, I found it a most difficult argument to answer. We
were tragically unable to impress on any of the oil-producing states
the seriousness of our economic health. I found that they had a very
false view of the severity and dimensions of the problem. They were
quick to point out that if such a situation existed, you would not have
a national policy to keep raising the price of oil and gas to the Ameri-
can consumer, by the action of the President.

What I am interested in finding out, as far as the administration's
position is concerned is, if we follow-and I am not sure we will-a
further deregulation policy in the area of oil, with all the money and
resources that entails. it will significantly reduce the purchasing power
to the American consumrer. And I believe that one of the major factors
affecting our economic difficulties-during the recent years-has been
lower purchasing power coupled with the increased price of energy
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and food. Now you propose deregulation and the billions of dollars
that is going to cost. What do you have to say about this current situa-
tion that we are facing?

Some describe it as bottoming out of the economic recession, some
define it as getting back on the road upwvard. But I do not think there
is any question, if we go the route you have suggested, that we are
going to put the economy through an economic wringer.

I myself feel that it has been the actions of our own leaders who
put the economy through the economic wringer, even more dramatically
than it has been foreign action. I feel there are many people who dis-
agree with that, but at least that is my observation.

DMr. ZARB. Senator Kennedy, I also acknowledge the particular
problems of New England. I think we should realize the unusual
problems of that sector of the Nation in any energy policy that we
consider.

With respect to the OPEC nations, excuse me for being somewhat
skeptical. It was only several months ago when some leaders from that
part of the world wvere saying, with some amount of scorn, that this
Nation treated energy so cheaply and used it so unwisely that we ought
to have a program in place to create some respect for it.

The OPEC nations used no reason or rationale to increase our oil
prices 500 percent in 18 months. The increase was done unilaterally to
increase their revenues. No matter what we do they are going to try
to maximize their revenues.

With respect to a tax cut, I think that is an important question. We
ought to insure that taxes are cut, or that we are returning the money
to the economy, whichever way you would like to phrase it. The Con-
gress of the United States had a plan in January that, if accepted,
would return $2.5 billion to the American people. It consisted of a
$2 excise tax that would have no permanent impact on consumer prices
and the $1 and $2 import fees. I think we ought to get on with that
portion of the job.

With respect to the effects of decontrol and other taxes that we may
place on the economy, they should, too, be recycled 100 percent, every
penny back to the American economy, with a maximum amount given
back to the American people. We ought to return it with some care
and be sure that we are addressing the equity issue.

Senator KEN-NEDY. Mr. Zarb, what do vou' anticipate that the OPEC
countries -will do. given the fact that AMr. Simon and others think
that anv kind of increase is completely unjustified for this country?

Mr. ZARB. Senator, I am probably the least informed with respect
to background in terms of international politics and international eco-
nomics. I will give you my judgment.

The OPEC nations have, in our view, withstood a very serious test.
The world has gone through a very deep recession which curtailed
consumption of energy around the world. The operations were able to
shut-in capacity and did not break. If the world economy is recovering
and I think it is, along with ours, the demand on their product is going
to increase. In the face of this nation not having a very tough program
in place that demonstrates that we are going to change the dimen-
sions of this equation and use less of their product over a period of
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time. I think they will feel free to increase prices-how much and
when, I am not sure. I do not know whether there will be an increase
in September or ,xhether there will be one next February. The point
is. as long as we increase our imports, as we are today and, by the fall,
increasing more than we did during the summer, as long as we stay
in that posture, they are going to feel free to raise their prices.

Secretary AORTON. I would agree, Senator Kennedy. I think they
are going to try to do everything they can to make it more difficult to
trv to anticipate what they are going to do.

'Senator KENNEDY. Let me just ask Mr. Greenspan, if I could, one
final question on the tax cut.

Are you going to be prepared to recommend that the tax cut be
extended for another year? If so, when should the Congress act?

MNr. GREENSPAN. Senator, I think that the benefits to the economy of
having advance notice on whether in fact the tax cuts will be extended
are small in relation to the issue of what is the appropriate fiscal policy
for the next year. I think the latter issue requires that we have in front
of us the maximum amount of information about what is going on in
the economy at the time the decisions are made. The complexity of
what is happening in our economy now and in the world economy as
well, limits our capability to forecast what the whole spectrum of
those events will be later this year. I think it is clear that we are going
to have a far more sensitive and complete assessment of what our op-
tions are and what our polices should be later in the year than we do
now. So, at this point, I think it is premature to make that judgment
and. in fact, I do not think that one should make that judgment at this
early stage.

Senator KENN-EDY. When do you think it will be made? Obviously,
we do not want to wait too long.

Mfr. GR.EENSrANr. I think one works backwards from a legislative
calendar and decides by what point specific decisions have to be made
within the timeframe, of having as much economic information as is
possible when we close the book.

Senator KENNEDY. The real question is, How long do we really have
to wait? A number of us-I think the chairman included-introduced
a tax cut over a year ago in the summer of 1974 and were criticized
about the $7 billion tax proposal. W1'e were accused at that time that
we offered too strong a medicine, and that the economic indicators
were not sufficiently depressed to justify it. We found out 6 to 8 months
later that a $23 billion cut passed. It is only appropriate to ask
whether we have to go over the cliff before we take any action, or
whether we should be prepared to consider the recommendations of
the administration about the continmation of the tax cut for next vear.

Mr. GREENSPAN. Senator, I think it is clear at this stage, on the basis
of the recent data, that the economy is bottoming and the next phase,
we believe, is one of a recoverv. The evidence that I see in no way sug-
gests that this economy is sputtering along or losing its momentum or
anvthing of that sort.

I would be very surprised to find that the requirement to move up a
decision on this should become urgent in the next couple of months
or so.

Senator KENNEDY. Thank you.
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Chairman HiirPnmws. Gentlemen, for my purposes now, I would
like to summarize what I tried to outline here in my dialog and
interrogation.

If you would look at the charts,' I think that two things would be
noted in this projection, based on econometric models; we had the
WTharton group, and the Data Resources group. By the way, I believe
DRI is used by the executive branch. Two things have been phased in.
No. 1, a 25-month decontrol plan; so that is included in the projections
we made. No. 2, we included continuation of the tax cut for another
Year. Even including that, we find that the delay in recovery-in other
;words, the leveling off and getting things back on the road to some
recovery-would be delayed about a year if the administration's pro-
posal of a 25-month decontrol and the OPEC price rise of $1.50 to $2
a barrel took place.

On the matter of rate of growth, decontrol cuts the rate of growth-
using these econometric models-by approximately a third. Insofar
as the unemployment picture is concerned, and even including a con-
tinuation of the tax cut for another year, if you would put in the
energy program of the tariffs, the decontrol, and the 15-percent in-
crease of OPEC, you would have continuing unemployment of 8.5 to
9 percent next year.

I submit that this kind of evidence-and it is not stacked evidence,
it is an honest effort to take a look at what the possibilities of the pro-
jections may be-it presents a totally unacceptable economic picture
for this country.

What it boils down to is that consumer incomes will be slashed by
almost $40 billion, you will have continuing high rates of unemploy-
ment of between 8 and 9 percent, and you will have a drop in your
gross national product rate of increase by about one-third. At best,
vou would be able to absorb only the new entrants into the labor force
atnd leave relatively untouched the existing numbers of unemployed.

These are the things that concern me. I believe Senator Proxmire
most effectively outlined these concerns when he asked the question
about the timing of whatever energy measures we take that relate to
price. There is an honest difference of opinion here as to the matter
of decontrol as it relates to increased production. I am not unaware of
the fact that any increase in production is desirable. The question is:
At what price are you willing to pay for it?

I tend to agree with what You have said, that the price rise has com-
pelledc greater efficient use of fuel and energy. In my mind, I think that
is substantiated. I am concerned about the fact that the No. 1 issue
facing this country today, not just today, but for the foreseeable
futulre. for at least the next 2 or 3 years based on the projections of
the Office of Management and Budget and your own office, Mr. Green-
span. is a problem of unemployment. There is not any doubt that the
rise of the price of oil, particularly at the crude oil level, will permeate
the economv in terms of other increased prices, and it will add to the
consumer price index, it will increase wholesale prices, it will increase
the cost of living. I do not think anybody can deny that it will have
that effect. The question is whether or not that effect is more adverse

1 See charts, pp. 4-5.
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than the problem which has been so well outlined here by Mr. Zarb
and Secretary Morton, relating to the long-term energy crisis that we
face.

I believe that it is also relevant to keep in mind that when we say
you cannot raise the price to the OPEC countries, because you are
going to cause great economic dislocation in our country, they turn
it around by saying that the administration decided to put on a $1, $2
tariff, which is just the same as if the price were raised by the Arabs
or by Venezuela or anybody else who belongs to the OPEC cartel.

Regarding decontrol, I think there is a question of timing. If you
go into any kind of decontrol, there is a question of the duration of
the period of time of decontrol. I understand what Secretary Morton
had to say about what we call the oilfield, where you define what you
mean by old oil and new oil. Those are the things we need to look
at and need to look at very carefully. Everybody has the same
objective today, here.

Let me now bring to your attention a matter that is known as Proj-
ect Speculator, which I believe, Mr. Zarb, you have been involved in.

What have you been doing about the scandalous price of propane.
the incredible economic ripoff that affects millions of people in this
country? I understand that propane now sells from 25 to 30 cents
or more a gallon. Frankly, out our way, it sells for a whole lot more;
I can assure you it does. May I say, we heat a home I own with
propane. I think I pay 33 cents a gallon for that propane. This is
three to four times what it costs to produce. This is just skimming
the cream when it comes to your profiteering. What are you doing
about that. Mr. Zarb? What penalties, what investigations are you
making? Who are you prosecuting? And if you are not, why are
you not?

Mr. ZARB. Mr. Chairman, I would like to give you a summary,
an update report as to where we are.

As you know, we have not only Project Speculator. But in two
other areas we have endeavors underway.

Chairman HUMPHREY. Could you give us a written summary on
what you are doing on this?

Mr. ZARB. Yes.
Chairman HI:PaRiEy. Am I wrong on this? My figures on

propane?
Mr. ZARB. I do not have the current numbers in front of me. You

seem generally in the right range; I do not have the current price
numbers in front of me.

Chairman HUMPHREY. You realize in my part of the country, and
throughout the entire agricultural belt, propane is used for drying
crops.

Mr. ZARB. Yes, sir.
Chairman HIfu3PHREY. Yes. When you use natural gas, you have

another problem here. This is a very costly item. You know, we had
propane prices up here a year and a half ago to 47, 48, 50 cents a
gallon. Then it was found out that they were just robbing people,
so they dropped the prices. Now, they are doing junior robbery here,
a junior Jesse James. I think we ought to take a look at this. Are you
looking at it seriously?
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Mr. ZARB. Yes, sir. I will give you a full report as to our exact
status on that program.

[The following information was subsequently supplied for the
record:]

PROPANE PROJECT, MONTH ENDING APR. 21, 1975

Closed
Investi- Closed voluntary Re- Analy- Estimated Person-

Cases gations no vio- compli- medial sis and violation nel
Region assigned pending lation ance NOPV order review amount Refunds assigned

1- 2 1 0 0 0 0 1 0 0 2
2- 3 1 1 0 1 0 0 10,000,000 0 3
3- 1 1 0 0 0 0 0 0 0 1
4- 0 0 0 0 0 0 0 0 0 0
5- 12 3 1 0 1 0 7 569,061 0 16
6- 53 21 2 5 4 1 20 56,001, 400 3,842,557 13
7- 24 7 5 4 0 3 5 10,762,563 170,838 18
8- 5 1 1 0 0 2 1 24,146 24,945 2
9------- 4 1 0 0 0 0 2 1,643,897 0 2
10 -4 2 0 0 0 1 1 838,930 0 2

Total 108 38 10 9 6 8 37 79, 840, 797 4,038,340 59

Chairman HU-mPliREY. Now I want to give 'Mr. Greenspan a real
tough question, because this is one that comes in from out in the
countryside.

I)id you ever hear of anything called jar lids for canning?
Secretary MORTON. I know about themnbecause my wife and I are

canmers and we are having a, hard time getting them this year.
Chairman Hum)PTREY. I find out there are all kinds of jars, but

they are short of lids.
Secretary MORTON. That is correct.
Chairman HuarPIMMY. I found the steel industry is operating at

80 percent of capacity. I want to know why somebody in this adminis-
tration is not telling that crowd to make some lids. There are millions
of housewives across this country that have been encouraged to go
into gardening and canning. I can assure you there is no hotter issue.
If you want to have somebody really work you over, you meet a group
of these housewives who have just been to the local supermarket and
cannot get any canning lids.

Secretary AMORTON-. I could not agree with you more, because I hear
it every day, all day long.

Chairman HUMPHREY. It is personal.
Secretarv MORTON-. Yes; it is. I had a choice once between roof bolts

and jar lids. Because life was at stake, we went for roof bolts, but I
never heard the end of it.

Actually. Ar. Chairman, one of my former colleagues that worked
for Ball jar was in town today; apparently there is some light at
the er d of the tunnel. There has been a lot of pressure put on the
steel industry to make more lids but these have certainly not shown
up in the stores yet. I cannot answer why. I know they are under a
lot of pressure.

Chairman IhUMPIrEY. By the way. I am going to ask the staff of
this committee to write a letter to everv steel company in the United
States that is big enough. to ask them to get busy on some jar lids.
Between now and Sentember. you are really going to hear about it.

Secretary M1ouToN. Let us not wait until then.
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[The following supplementary information was subsequently sup-
plied for the record by Secretary Morton:]

WH3AT Is THE SUPPLY SITUATION REGARDING JAR LIDS USED FOE HOME CANNING?

The following summary, prepared by the Department of Commerce, outlines
the problem involving jar lid shortages:

(1) A home canning unit is originally sold as a glass jar, a screw cap and a lid.

The jar and screw cap are reusable; the lids are not.
(2) Home canning popularity peaked in World War II when over 3 billion

lids were produced. Purchases declined to approximately 1 billion lids by 1972

and all but four suppliers dropped out of the market.
(3) An estimated 10 million new home canners joined the ranks between 1973

and the present.
(4) Many canners could not buy jars or lids in 1974. This brought complaints

to White House and Congress.
(5) BDC worked with the Department of Agriculture, the trade associations

and manufacturers to increase production. There are no accurate statistics avail-

able on the market needs-only educated guesses. It has been estimated that in

1975 there is a market for just under 2 billion replacement lids and 300 million

new jars, caps, and lids, and that total production of lids for the 1975 season would
approximate 2.5 billion. A tight situation.

(6) Jar manufacturers since 1972 have been upped from two to seven and
the supply should be adequate.

(7) Lid manufacturers have increased from four in 1972 to seven at present,

with the original four greatly expanding output. One lid maker has cooperated
by sending product into areas where dealers have had no supplies.

Re paragraph (5), recent information indicates 410 million new jars with

caps and lids will be produced this season to further tighten availability of lids
for replacements.

Re paragraph (6), 4 additional manufacturers are now contemplating entry
into the field for a total of 11.

Re paragraph (7), the lid maker supplying product on an emergency basis to

areas where dealers had no supplies had to cease the practice because he was
swamped with requests.

Recent congressional hearings have concluded that manufacturers were doing
all possible to help relieve the situation, but the combination of overbuying by

some housewives and supply being so close to demand has resulted in an inequi-
table distribution of the available production. Manufacturers have substantially
increased production and distributed output proportionately on the basis of

recent years purchases. The question of how the independent distributors were al-
locating their stocks was not answered.

In an effort to help the manufacturers avoid a similar situation next year,

the Bureau of Domestic Commerce is seeking permission to survey the producers
in order to get sufficient facts on production capacity and sales to provide better
planning for 1976 and 1977.

Chairman HuMPnnREY. I do not know, Mr. Zarb, if you have anything
to say about this business.

Mr. Greenspan, how about giving some comment on this. Mr. Green-
span, you scare the living daylights out of people every once in awhile.

Mr. GREENSPAN. I have no use for jar lids, so I do not have personal
experience.

Chairman HUMPHREY. You, apparently, do not get as much mail as

some of us. Please look into it.
Senator Proxmire.
Senator PROXnIRF. I -will just take a minute.
I want to concur first with the chairman on jar lids. No question

about it;. I have been out in my State now about 60 days this year. I
want to tell you there have been more questions on jar lids than there
have been on inflation, unemployment, and gun control combined.
Those are the other three big topics. Really, I am serious about that.
The housewives are just furious. They cannot understand it. They think
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they are being deliberately ripped off, that these could be produced,
but they are holding out for higher prices. Of course, the unfortunate
aspect of this is that people who are responding to the President's re-
quest to hold down the price of food by growing their own food and
canning it so they 'will have a lower price this winter and a little less
demand for some of these foods, they cannot comply because the jar
lids are not there.

Chairman Hurmmrry. Jars, but no lids.
Senator PROX3=RE. Let me get into something else briefly. But I think

this is most fortunate. As you know, within the last few days, the Con-
gressional Budget Office has made a new projection on what we have
to do if we are going to do something about this unemployment and
inflation, and they have made some very reasonable assumptions on
what has changed in the last few months since they made their first
projections. What they have found is startling. By far the most devas-
tatingr effect on both inflation and unemployment are energy prices. In
fact, what they say is, if we have an increase in the money supply, it
will have a desirable effect-you may not agree with this. Mr. Green-
span-on both inflation, which they say will go down, and umemplov-
ment, which will also go down. They say if we have a tax cut. it will
have a desirable effect, a slight inflationary effect, but very slight, and
a desirable effect on unemployment.

But these are overwhelmingly dwarfed by the impact of the energy
policy the administration is pursuing: A continued $2 a barrel on oil
tariff, a general decontrol of old oil, and the OPEC nations raising
their international price, which s something beyond any of our control.

What they say is that it will have an effect of reducing production
in real terms by $21 billion; it will increase inflation, from what thev
otherwise say would be about 7.5 percent to 10 percent; and they say it
would increase unemployment by 600.000.

So, this pretty much coincides with the estimates made by the staff of
the Joint Economic Committee.

Chairman H1'TrPiRFY. Ours are a little more conservative.
Senator PROXMMRE. That is right.
The Congressional Budget Office is a highly professional, competent,

objective group that we are very proud of.
I would like to ask you. MAr. Greenspan, if you could contradict

this or tell us where they are off, or confirming.
Mir. GREENSPAN-. There are several elements involved in this. In the

first instance, it is a projection that estimates the effects of the various
oil and energy price increases but does not embody the offsettingx effects
resulting from the reevelinp of funds that have been incorporated as
an integral part of the President's policy proposals.

The impact that they are getting is corresp-ondingly overstated. It
is what I would call a zgrowth imnact, an impact largely being inferred
from the econometric structure that is built on the type of models they
are using.

Senator PROXMTRE. Let me interrupt to say that you have a re-
cycling bv $2.5 billion, which wa vn one of the suggestions of 'Mr. Zq rb,
that would (lo almost nothing. Reevcling,. to have a balancing effect.
would be a tax cut in the area of about $30 billion to $40 billion.

Mfr. GREF'-SPAN-. Let me sav-
Senator PROXMITRE. As far as unemployment is concerned.
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Mr. GrrEENSPAN. The recycling that Mr. Zarb was talking about was
not specifically the numbers he' was talking about, but the principle
that is involved. First of all, I must say it is an excellent report, a very
thoughtful document, for which I would like to compliment them.
AWe do disagree on a number of issues involved, but it is an issue of
disagreement involving how one reads the areas of uncertainty in
economic forecasts.

I would sav that I think this is a complex issue that essentially re-
quires a fairly detailed analysis of the various aspects of where the

effects are coming from. The degree of recycling that can be done in
this economy in order to offset the effects, for example, of decontrol of

oil is ouite a different type of thing than how one reacts to an increase
in OPEC prices. An increase in OPEC prices must be distinguished
from the issue of decontrol. which is really a shift of income from one
sector of the U.S. economy to another segment of the U.S. economv.
It is cl:arly a recycling concept, as the President has addressed it in
his program.

The difficult problem that we have with respect to offsetting an
OPEC: price increase is that. in the longer run, the economic forces
largely ill balance out and there is no total employment factor. What

happens is that a larger share of what is prodiced in the United States
belongs to foreigners. It is a standard of livinr, not an employment
factor. It is certainly true that in the short run, in the period of transi-
tion. that a significant price change in, say. oil products does reduce
the total purchasing power for nonoil products by consumers. The
effect, I think-

Senator PROX-mTRF. I am sorrv to interrunt. but there is a rollcall

going on, so TI am going to have to be as specific on this.
You would agree we have to have recycling. Can vou give us some

notion of what this means in terms of the size of the tvx reduction or
the rebate that we woiuld hove to have? Do you agree it would be $25
or A?,0 billion? Something of that kind?

Mr. GRrEX5PrAN. In this context, it is very difficult to disassociate it
itself from what is C~oing on in the economy. As the report says, these
estimates are very inexact and I conenr. *W'e are looking at all these
various and different seenarios that are being projected not only by

the( Congressional _Budget Office but by others, and at the appropriate
time we will have numbers for presentation.

Senator PRoxMNTrrx. Let me sav there is one other element, of course.
we eannot escape from. that you will have a verv serious inflationary
effeet. Reveling widl not heln that; in fact, it might aggravate it.
They estimate an inflation increase of 2.4 percent on top of the 7.5
perccnt we have otherwise. Wle wonld get to a 10-percent inflation.

Mrr. G(IFNSr-5AN. Senator. T think that number is too high. That has
a ri-nle ef"et concept in it that we do not ascribe to.

Cheirrman ITrrn-TREY. May T interrupt, to sav that I believe an anal-
vsis of this report hv you. to both the nudget Committee and to us,
wonucl be helpful. Whenever we can find the common ground on eco-
nornie matters and statistical interpretation. it is helpful to the gen-
eral public and most helpful to the economic community. And you
could fret an analvsis of the Joint Economic Committee study we pre-
sented here today in your report too.
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Senator PROXxmIE. A corresponding analysis to what the Congres-
sional Budget Office did would be extraordinarily helpful. It is diffi-
cult to do this and not politically wise, but without it we do not know
what we are talking about. We have to have specific estimates of one

kind or another.
Mr. GREENSPAN. We will try to address it in the best way we know

how.
Mr. ZARB. I would like to leave the record straight on the $2.5 billion,

before we leave. That was a rough estimate at the taking off of the ex-
cise tax and the tariff thus far. We will provide a more precise number
for the record. It was an illustrative number as to what we could return
to the economy.

[The following information was subsequently supplied for the
record:]

The revenues resulting from the excise tax and import fees, in force between

February 1 and July 10, approximates $4 billion.

Chairman HIuMPiEREY. On behalf of the subcommittee, I want to
express our thanks to the three of you, Secretary Morton, Mr. Green-
span, and Mr. Zarb, for your cooperation, your patience and willing-
ness to give us all this time. I hope that this is going to be a helpful
dialog even though there are some conflicts.

Thank you very much.
The subcommittee stands in recess.
[Whereupon, at 1:15 p.m., the subcommittee recessed, to reconvene

at 10 a.m., Monday, July 14, 1975.]
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THE ECONOMIC IMPACT OF FORTHCOMING OPEC
PRICE RISE AND "OLD" OIL DECONTROL

MONDAY, JULY 14, 1975

CONGRESS OF TrE UNITED STATES,
SuBco~ntrrEu ON CONSUMER ECONOMICS

OF THE JOINT ECONOMIC COMMITTTE,
Washington, D.C.

The subcommittee met, pursuant to recess, at 10:15 a.m., in room
1202, Dirksen Senate Office Building, Hon. Gillis W. Long (member
of the subcommittee) presiding.

Present: Representatives Long and Brown of Ohio.
Also present: William A. Cox, Robert D. Hamrin, Jerry J. Jasinow-

ski. L. Douglas Lee, George R. Tyler, and Larry Yuspeh, professional
staff members; Michael J. Runde, administrative assistant; George D.
Krumbhaar, Jr., minority counsel; and M. Catherine Miller, minority
economist.

OPENING STATEIENT OF REPRESENTATivE LONG

Representative LONG. The hearing will come to order. This is the
second day of hearings before the Consumer Economics Subcommittee
of the Joint Economic Committee on the impact of the administration's
energy policies.

Our chairman, Senator Humphrey, is caught in Minnesota this
morning and, looking at the weather we have had over the last couple
of days, he might be on his way swimming back instead of trying to
fly back. But maybe he will be in a little later.

In the meantime, I think that we shall proceed. I would like to insert
an introductory statement with a constituting review of the position
taken by the administration's witnesses last Thursday. Prior to their
appearance on Friday, that is, last Thursday, the committee issued a
staff evaluation of the impact on real GNP, unemployment, consumer
prices, of the administration's energy policy-a policy which to us
emphasizes higher and higher energy prices.

This evaluation of the committee, was based on staff econometric
models. The evaluation compared two cases. First, a situation reflect-
ing the administration's program of the phased, 2-year decontrol of so-
called old oil prices accompanied by 15 percent, which is $1.57 per
barrel rise in OPEC oil prices. and a continuation of the President's
oil import duties.

Second, this situation was compared with one where price controls
on oil continued through 1976. and the President's tariff was reduced
to offset any OPEC price hike. The results on real GNP growth and

(63)
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unemployment in these two cases are presented in the charts ' that are
displayed here again today.

Now let me briefly review these findings. The administration's pro-
gram will transfer upward of $40 billion over the next 2 years from
consumers to oil, gas, and coal producers and to the oil-producing
OPEC nations and prices, as measured by the Consumer Price Index,
will rise about 50 percent faster in 1976 under the administration's pro-
gram than with price controls remaining in place.

More significantly, perhaps, the reduction in consumer disposable
income due to the administration's higher energy prices will retard
recovery in the real gross national product holding at a growth rate
barelv sufficient to allow for natural labor force expansion, without
giving any consideration to the other problems therein involved.

This low growth rate, which declines to about 4.6 percent in the last
half of 1976, will prevent any significant attrition in unemployment.
In fact, unemployment is projected to remain essentially at present
levels into early 1977. If Congress, however, defeats the administra-
tion's price increases, unemployment next year should decline to
8 percent, or slightly less, in the fourth quarter of this year.

In short, the administration's energy scheme will delay our eco-
nomic recovery for at least 18 months. In addition, it will force con-
sumer prices up to about 7172 percent from the projected 5 percent in
the second half of 1976.

Mr. Greenspan, the Chairman of the President's Council of Eco-
nomic Advisers, testified Friday that no specific tax cut is contemplated
now by the administration to soften the impact of oil decontrol. and
any OPEC price rise that might occur this fall.

Rather, he spoke of plans to recycle funds from fuel taxes back
into consumer hands. Of specific interest to me and the subcommittee
are independent evaluations of the economic impact of the adminis-
tration's energy program.

Some of the questions are: Will it slash the real national product
growth by one-third next year? Will it needlessly force 400,000 men
and women out of work? Of equal interest are specific evaluations of
how the devastatin- impact of the administration's energy policy can
be softened: Can a series of energy taxes be imposed that will prevent
the predicted slash in disposable incomes? What sort and size tax cuts
should Congress be looking at to complement or substitute for higher
energy taxes? For example. taxes on their excess profits. Should Con-
gress pursue an effort to roll back the import duties on foreign oil
to soften the blow of the October 1 OPEC price jump that is
contemplated?

We have with us todav Charles Schultze of the Brookings Institu-
tion and Michael Evans of the Chase Econometrics in Philadelphia.

I welcome both of vou Gentlemen. Mr. Evans, we are glad to see
that you could make it. We were worried about you perhaps having
to swim, but I do welcome both of you gentlemen and hope you will
enlighten us on some of these and any other questions and related
items that you have.

Mr. Schultze, if you please.

' See eharts. pp. 4-5.
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STATEMENT OF CHARLES L. SCHULTZE, SENIOR FELLOW,
THE BROOKINGS INSTITUTIONl

Mr. SCHULTZE. Thank you, Congressman Long. My prepared state-
ment is relatively brief and I think I might as well proceed to read
it. If it appears to be getting too long, I might skip some parts.

It is difficult to select temperate language in discussing the prob-
lems which developments in oil pricing now pose for the American
economy. Unless large-scale fiscal and monetary measures are under-
taken to offset the effects on consumer purchasing power of the changes
in oil prices that now appear likely to occur, a disastrous blow will be
struck at the economy. The gathering forces of recovery from the
deepest recession in 30 years will be aborted. The Nation will be con-
demned to many more years of exceedingly high unemployment and
lowered living standards. Yet I see no signs of any effort on the part
of either the administration or the Congress to begin designing the
necessary fiscal actions to prevent these consequences. If I may inter-
polate, Congressman Long, the central trust of my remarks at this
stage is that whatever the outcome of the debate between the President
and the Congress on oil prices is, it is absolutely critical that whatever
happens that carefully laid fiscal plans be made to offset what are
bound to be, no matter what the outcome, what are bound to be some
deleterious effects on the economy.

If anyone came before the Congress today and urged the adoption
of a tax increase designed to siphon off some $25 to $45 billion a year
in consumer income, even the most conservative and dedicated budget-
balancer would find the proposal ludicrous. And yet that kind of drain
on consumer purchasing power is exactly what is threatened by the
developing pattern of oil price increases that I shall outline in a
moment.

The recession which this Nation, and the rest of the industrial world,
is now suffering was partly caused by last year's oil price increases.
The sudden runup in oil prices drained some $35 billion in purchas-
ing power from American consumers. As a consequence they had
that much less to spend on buying other goods and services. The pro-
ceeds of this "oil excise tax." and that is what it was, went principally
to two groups of recipients-the OPEC countries and the domestic
oil companies. *While OPEC purchases from us and investments by
domestic oil companies did increase, these increases were only a small
fraction of the increased oil receipts. For that reason jobs and output
lost in the consumer goods industries because people were not buying
so much, were not replaced by new jobs and output in industries pro-
ducinei goods for export and investment.

With hindsight it is clear that early last year, stimulative fiscal and
monetary measures should have been taken to restore the purchasing
power lost to the "oil excise tax," in order to prevent its recessionary
consequences. Mly colleague, George Perry, has recently estimated that
failure to do so was responsible for perhaps one-third of the increased

IThe views presented In this testimony are those of the author and not necessarily
those of the officers, trustees, or other staff members of the Brookings In~stitution.
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unemployment we have experienced in this recession-a matter of
some 11/2 million jobs.

History may judge lightly last year's failure-it was after all a novel
situation. But it will surely judge harshly a President and a Congress
who, with benefit of immediately past experience, make exactly the
same mistake again-at the expense of 1 million or more unemployed
American citizens.

Let us take a look at the future course of oil prices. Between the
fall of 1973 and January 1975, the average price of crude oil in the
United States rose from $4 a barrel to about $9.50 a barrel.

As you know, the domestic pice of oil is an average of three different
prices. About 40 percent is old oil subject to price control and selling at
$5.25 a barrel. Another 40 percent is imported oil, both crude and re-
fined, selling in January at about $12.50 a barrel. And about 20 per-
cent is domestic new oil, exempt from price controls, produced domes-
tically, and selling at a price about $1 less than imported oil, a very
high price.

In February the President imposed a $1 fee on imported oil and in
June another $1 was added. The price of imports and the price of new
oil are adjusting upward by the amount of those fees.

The President has also proposed to decontrol old oil over a 2-year
period. Old oil prices would move up to equality with new oil. With a
$2 import fee on top of the world oil price, the average price paid for
a barrel of crude oil in the United States would rise from about $9.50
or $10 to about $13.50 or $14, over a 2-year period.

The law under which the price of old oil is controlled expires on
August 31. Continued control depends on enacting a new law. The
President's demonstrated ability to sustain a veto probability gives
him the power to negotiate a compromise extension bill very nearly
meeting his own objectives-say gradual decontrol over 3 years instead
of the proposed 2 years.

Finally, Mr. Chairman, the OPEC nations have given every indica-
tion that they will raise the price of oil this September. No one can now
predict the size of that increase. But, barring unexpected problems
among the members of OPEC, a rise of $2 is by no means out of the
question. Such an increase in OPEC prices, under a regime of decon-
trolled oil prices in the United States, would result in a further rise
in all U.S. crude oil prices, to an average of $15.50 or maybe $16 a
barrel.

When oil prices rise the price of competitive fuels-coal and
natural gas-also increase. About half of natural gas sales are in the
uncontrolled, no price controls, intrastate market. Even if natural gas
prices were not deregulated, the price of the unregulated one-half
would gradually rise, as old contracts expire or are renegotiated at
higher prices. A similar phenomenon would occur in the case of coal.
Altogether energy prices across the board would increase sharply and
steadily for several years.

What would be the impact of energy price increases? I have calcu-
lated the increased costs to all buyers of energy in the United States,
of the following price increases:

First: The President's $1 increase in import fees imposed on June 1.
The January import fee I have treated as "water over the dam," and
its effects are assumed to have been taken into account in the economic
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forecasts underlying the "First Concurrent Budget Resolution." I
am only counting the second $1.

Second: A 3-year phased decontrol of old oil prices beginning in the
early fall of this year.

Third: A $2 increase in world oil prices imposed by OPEC, to take
effect on October 1 of this year.

The price of unregulated natural gas is assumed to move up on line
with increases in the average price of domestic oil, but only gradually
as intrastate sales contracts are revised upward over a 2-year period.
Similar assumptions are made about coal prices, except that a 3-year
period is allowed for the rollover of existing contracts. Increases in
raw fuel prices are assumed to be passed on to consumers and other
final buyers of products using energy, on a straight dollars and cents
passthrough with no percentage markups. The passthrough takes
place not instantaneously, but over a relatively short period of time.

Table 1. attached to my statement, presents the estimated additional
energy costs, by half years through 1977. The allocation of costs to
consumers is also shown. The remainder of the costs are paid by Fed-
eral, State and local governments, and by those buying export and in-
vestment goods which themselves use energy in production.

[Table 1 follows:]

TABLE 1.-ESTIMATED INCREASES IN ENERGY COSTS, 1975-77

ln billions of dollars; annual rates]

1976 1977

Source of increase 1975-11 1 11 I 11

$1 import fee -2.8 3.5 4.4 4.8 5.3
3-yr decontrol of old oil -1.7 4.9 8.5 12.6 17.7
$2 OPEC price increase -2.3 7.1 11.8 13.3 15.4

Total -6.8 15.5 23.7 30.7 38.4
Allocated to consumers -5.4 12.4 19.0 24.6 30.7

Mr. SCITUTrzE. As you can see, the total costs rise steeply, to $24
billion a year from now, and to $38 billion in the second half of 1977.
That is, consumers of energy and products using energy, by the second
half of 1977, will be paying $38 billion more for the oil and other
energy they are buying. Further increases would continue to occur in
1978. If decontrol occurred over a 2-year period, as the President had
originally proposed, the cost would have risen even faster to $30 bil-
lion by the end of 1976, and $45 billion by the end of 1977. Table 2,
attached to my statement, reflects these figures in greater detail.

[Table 2 follows:]
TABLE 2

1ln billions of dollars; annual rates]

1976 1977

1975-11 1 11 I It

Total costs 7.7 18.0 27.9 37.0 44. 9
Allocated to consumers 6.5 15.3 23.7 31.5 38. 2

Mr. SCnuLTZE. What are the major routes by which these additional
costs would affect the economy, and how large would those effects be?
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In the first place, just as in 1974, a very substantial amount of pur-
chasing power would be drained away from consumers. The amounts
would be huge compared, for example, with the increase in consumer
income made possible by an extension of the 1975 personal tax cut.
Table 3, attached to my statement, reflects these figures in greater
detail.

rTable 3 follows:]
TABLE 3

[In billions of dollars; annual ratesi

1976 1977

Loss to higher oil prices I- -12.4 -19.0 -24.6 -30. 7
Gains from extending tax cut - +10. 5 +9.5 +10.0 +10. 5

Net loss -- 1.9 -9. 5 -14. 6 -20. 2

I Assumes 3-yr decontrol scenario.

Mlr. SCHurTzE. You will notice from table 3, for example, that in
the first half of 1976. already the drain in consumers from higher oil
prices would exceed the gains from extending the tax cut. And, by the
end of 1977, the losses from higher oil prices -would be triple the gains
from extending the tax cut.

*While some modest increase in exports to OPEC nations would
ultimately occur on account of the higher price, and domestic energy
investment might increase above its present path, there would be
little offset from these factors in the next several Years, given the very
large increase in receipts already experienced by foreign and domestic
energy producers.

As a consequence, consumer purchases would fall sharply, and would
not be significantly offset by higher sales in the export or investment
goods industries, certainly not in the next several years.

In addition. State and local governments would be faced with higher
energy costs. I have assumed, for purposes of making my estimates,
that one-third of the additional State and local costs would he met
bv cutbacks in existing expenditures and the increases in taxes would
give a. further downward' shock to the economy. Even before taking
into account any problems for the monev and credit markets created
bv higher energy prices, these developments alone could result in a
rise in unemployment. compared to where it otherwise might be. of
0.4 percent by a Year from now and 0.9 percent by the second half of
1977.

Some $45 billion of national output would be lost and an additional
1900.000 people added to the unemployment rolls by the end of 1977.
And the losses would still be growing.

The storv does not stop there. however. The rise in energy prices
will also increase the Consumer price Index. The direct effect of energy
price increases on a straihzt dollar-and-cent passthrough should
raise consumer prices some 2 percent by the end of 1976 and 3 percent
bv the end of 1977.

Higher consumer prices, in turn. will influence wage bargains and
further drive up wages and prices. Given the high rate of umemploy-
ment, the wage effect of the initial pi-ice increases may be quite moder-
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ate. But using very conservative assumptions about wage reactions the
overall consumer price rise induced by the increase in oil prices should
be some 3.6 percent by the end of 1977 and exceed 4 percent not long
thereafter.

Higher prices for energy raise the need for working cash balances,
on the part of people throughout the economy, business firms and
others. The overall price level in the economy is higher and as a conse-
quence additional money supplies are required in order to prevent the
added demand for cash balances from increasing interest rates.

Very roughly, under the developments outlined above, the money
supply would have to grow for the next several years by 2 percent
a year more than would otherwise be the case. If the Federal Reserve
Board does not recognize this fact-as it did not in 1974-an addi-
tional depressing element would be felt throughout the economy.
While I cannot quantify the results, it is clear that the extra unemploy-
ment occasioned by higher oil prices would lie between 1 and 1½/2

percent by late 1977, or somewhere between 900,000 and 4 million
unemployed.

In the absence of a sharp increase in energy prices and given an
extension of the 1975 tax cut for the next several years, I think it is
likely that the economy would experience a significant, even if some-
what less than desirable, recovery over the next 2 years.

The average annual rate of growth in real GNP might have been
between 61/2 to 71/2 percent a year. By the end of 1977 the unemploy-
ment rate could have fallen to somewhere between 61/2 and 7 percent,
perhaps. As I indicated, my own view is that this rate of recovery
would be somewhat less than desirable, and even in the absence of an
oil price increase a fiscal stimulus might have been required modestly
larger than a mere extension of the 1975 tax cut.

Given an oil price scenario of the kind I have described, however,
the situation changes radically. In the best of circumstances, the rate
of growth in real output would be cut to something not much above
that needed merely to hold unemployment steady. By the end of 1976
the unemployment rate would probably still be above 8 percent, and a
year later still above 71/2 percent. In addition, the gradual deceleration
of inflation we are now witnessing would be halted, and high rates of
price increase would persist for some years.

The estimates I have made of the impact of higher oil prices is
probably an optimistic one. It does not take account of adverse dynam-
ic reaction. especially with respect to business investment decisions.

As the initial economic recovery begins to limp, when the oil price
sbock is increasingly felt and the indirect effect of oil development on
interest rates begins to occur, business investment plans could be
revised down significantly.

It is possible that the recovery could be aborted in late 1976, and
turn into a new recession leading to an absolute increase in unemploy-
ment above the level we are now experiencing. I do not predict that
this will happen, but it has a far from insignificant probability.

Let me turn to policy measures. As I indicated earlier, it is not my
purpose to discuss oil pricing policy itself. Should old oil prices be
decontrolled, and if so, how fast? Should the President remove his
$2 import fee if OPEC raises the world oil price?
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These are very important issues, as is the broader question of
developing a national energy policy-a comprehensive policy. My
central point is that however these matters turn out, it is absolutely
imperative that the loss of consumer purchasing power from whatever
oil price increases do occur, be offset by appropriate fiscal actions.

Similarly, it is also critical that monetary policy take into account
the effects of oil-induced price increases in raising the required rate
of growth in the money supply. Unless this is done, you can almost
certainly expect an exceedingly sluggish recovery, a long period of
very high unemployment, and a reduced level of real income for

American citizens. Moreover, you will be running some risk of the
sluggish recovery turning into a renewed recession.

In more specific terms, offsetting the effects of new oil price increases
will require substantial tax reductions for next year, over and above
an extension of the 1975 tax cuts.

In general, the tax cuts should be slightly less than the purchasing
power loss. The higher OPEC prices may lead to some increase in the

demand for exports over the next several years and some additional
domestic energy investment may be expected. But these offsets will
be small in the next 2 years.

The fiscal measures need not anticipate the situation far in advance.
That is, the 1976 loss can be estimated later this year after the current
debate on energy policy is settled and after the September OPEC
meeting. A 1975 tax reduction can then be enacted. As events develop
in 1976 further estimates can be made of potential effects in 1977.
and further action taken next year if necessary. And I suspect it will
be necessary.

Two major obstacles are likely to stand in the way of pursuing the
necessary economic measures.

First: The import fees and taxes on the additional corporate profits
gained from old oil decontrol as oil company profits rise, will show up
as additional Federal revenues.

But a large part of the proceeds from higher oil prices will not.
Thev will go to OPEC and to domestic oil producers. A tax cut large
enough to offset them will add to an already large deficit. This deficit
addition will not be inflationary, since it merely restores purchasing
power and consumer demand destroyed by the energy price rises. But
the myth that added deficits during recovery are automatically in-
flationary may stand in the way of taking appropriate action.

Second: The impact of higher oil prices will as first be small and
then gradually increase. On the other hand, the forces making for
economic recovery in the next 6 to 9 months are likely to be vigorous,
led by a sharp turnaround in inventory investment.

The economic signals in the latter months of this year may be very
bullish. There appears to be some tendency on the part of the adminis-
tration and the Federal Reserve to take the position that once recovery
starts no further stimulus is necessary.

The strong economic signals likely to be forthcoming later this year
may, therefore, create the worst of all possible worlds. That is! the+ are
likely to be very misleading about the future strength of the economy-
given a sharp runup in oil prices-but thev mav engender an atmos-
phere in which it will be Tolitieallv verv difficult deliberately to incur
an added deficit to ward off an oil-induced calamity.
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Somewhat the same scenario occurred in early 1974 and helped get
us in today's difficulties. The underlying downward drag on the econ-
omy from the 1974 oil price increase was just getting underway. But
its effects were temporarily masked by a late spring snapback from the
oil embargo and by a general belief that we were experiencing a tempo-
rary oil spasm. Unemployment rose very little during the first 6
months of 1974. As a consequence it was impossible to get anyone to
take seriously the threat of a substantial oil-induced recession which
was then gathering force. Monetary policy was tightened rather than
loosened. A large surplus in the full employment budget was allowed
to build up. Nothing was done to offset the oil drag on the economy, and
when its effects began to be felt they came with a rush.

I realize it is difficult to make fiscal policy on the basis of what is a
threat rather than an actually experienced reality. And yet if we do not
take seriously last year's hard earned lesson, the American people will
surely experience once again last year's economic consequences.

Thank you, Congressman Long.
Representative LoNG. Thank you, very much, Mr. Schultze.
Mr. Evans, like Mr. Schultze, you need no introduction into this

subcommittee at all, and what we might do at this point in the pro-
ceedings is that if you would proceed we will get into a roundtable type
of discussion here with respect to some of these very complicated issues
and perhaps by doing it that way we can put them in a little better
perspective.

If you would proceed, Mr. Evans, thank you.

STATEMENT OF MICHAEL K. EVANS, CHASE ECONOMETRIC
ASSOCIATES, INC.

Mr. EVANS. Thank you very much, Congressman Long. I am glad to
be here this morning. I am sorry for the day in view of the weather
conditions. I think if we could only turn oil into water, then we would
have all of our problems solved.

First this morning, I would like to discuss several steps which I
think would be a more rational energy policy that could be taken, and
then I would like to talk about some of the problems which could be
involved if these were not taken; and particularly in view of the pos-
sible OPEC price increases, and the possible decontrol of oil, it seems
to me that any rational energy policy would like to accomplish three
things. First of all, it would like to decrease the rate of growth in
demand for energy. It would like to increase the domestic supply, and
it would like to reduce the effect which we have on imported oil. I think
almost everyone can agree with these three items, and yet when the
actual task comes as to how we implement these, there is a great deal of
disagreement, and rightfully so. Because, as Congressman Long has
just mentioned, there are very complicated issues.

I think there are four points which I would like to see as corner-
stones to what I have termed the more rational energy policy. First,
I think that eventually, we do need to have price controls removed on
old oil. I am not suggesting that these be removed immediately. As a
matter of fact, I think that would be a serious mistake. On the other
hand, I do not think that old oil prices should stay at $5.25 a barrel
indefinitely. I do not know what the equilibrium cost of production of
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old oil is. There have been a large number of figures around, none of
which can be accurate, because we do not embark on forces determining
them; but the essence of qualified opinion appears to put these figures
in the range of $7 to $7.50 a barrel.

On the basis of these figures and some of my own calculations, I
would suggest that we have an increase in the price of old oil of $2 a
barrel on September 1. After that, I suggest that old oil prices con-
tinue to be allowed to rise at a rate equal to the overall rate of inflation,
plus about 5 percent a year; the additional 5 percent a year figure re-
flecting the fact that oil extraction is an industry which has long-run
increasing costs, because it becomes more expensive to find oil, as we
have witnessed in the past 2 years. Just because I think a $2 a barrel
increase in the next month or two is a good idea does not mean I think
that old oil prices should be decontrolled immediately and without any
restrictions left.

First of all, the supply of labor and capital to the oildrilling explo-
ration and production industry is fairly inelastic. Therefore, if we
triple the price of old oil, we do not necessarily call for an increase
in supply in labor and capital in the oil industry, because it does not
exist right away. It exists over time. If we have a rational plan to in-
crease prices gradually, then we can expect the increase of supply in
labor and capital to the oil industry. But if we take the controls off all
at once., we will simply have another rampant round of inflation in oil-
producing commodities, such as we did last year, which will serve very
little use.

The second factor which I would call a cornerstone to a more ra-
tional energy policy includes reducing the demand through an excise
tax in gasoline. Last November-that is, November 1973-I proposed
that we have an excise tax of 30 cents a gallon for gasoline. This plan
has been defeated by various Members of Congress, various House and
Senate committees, and I realize the odds for passing it are not great.
I think that perhaps the reason for that is, it has not been packaged
properly. I think that the excise tax should definitely include rebates
to personal and corporate income taxes, should include money for re-
building our mass transit system, and should include further money
for research and development in energy uses. As a rough rule of
thumb, we can sav that if 1-penny-a-gallon increase in gasoline taxes
raises about a billion dollars, so a 30-cent-a-gallon tax might raise as
much as $30 billion, or as little as $25 billion. But it is not mv idea for
the Government to impound this monev. I think it should be returned
in the wavs in which I have mentioned. But I think it is an effective
measure for reducing the rate of growth and demand for energy
products.

A third factor which I would see as a cornerstone to a rational
oner-v poliey would h- a tax subsidy Fs-stern of newv cars. Avin, this
is not a new idea. It is one which has been bandied around for many
months. But the general idea would be that all cars which had an
average miles-per-gallon usage which was greater than some figure
would receive a subsidy. All those which have less than that would re-
ceive some sort of tax. and the number I propose is that we start at 15
miles ner gallon. All cars that have an average miles per gallon above
15 miles a gallon receive a subsidy of $50 per mile per gallon. and all
*cars that are less efficient have a tax of $100 per mile per gallon. In
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other words, that would mean that a car that averaged 10 miles pergallon would have a tax of $500. A car which averaged 25 miles per
gallon would have a subsidy of $500. I think that the 15.-mile-per-gal-
Ion number should move up 1 mile per gallon per year. until in 10
years, the break-even point, so to speak, was 25 miles a gallon.

Finally, my fourth cornerstone for a rational energy poliey wouldbe one which would reduce imports, and here. I think that the rate ofreduction should be targeted at about 10 percent per veal of the re-
maining oil imports. This target could be relaxed if necessary for do-mestic stringencies, but at least it should be a target at wvhich we should
aim.

Now, these are my ideas for a rational energy policy. but I realize
that there is a guarantee that any such plan would go throughi. and
that is a matter of fact. Various elements of this plan which have been
tried have been found to be wanting by both Houses of Congress inmany cases. Therefore, I think we need to turn to the mlole immediate
problem of what would happen if we would have immediate decontrol
of oil, or if it would have an increase in OPEC prices, both to come
later this fall. In my prepare statement. I have-prepared a number of
tables. If you will turn first to table 1, which describes the economic
impact of a $4 a barrel increase in imported oil. We have also assumed
that new oil would also rise to these new levels. In other words. that
of the 17 million barrels a day that we use of oil, approximately 10
million would be affected by the $4 a barrel increase. This means, in
the weighted average, assuming that old oil stayed at $5.25 a barrel,
would stay at-would be at $2.35 a barrel, depending upon exactly
how this was loaded on gasoline. we could get different answers. B3u1t
taking realistic numbers, we have estimated that this amounts to about
a 4-cent-a-gallon increase in gasoline.

The effects on the economy are fairly noticeable, as can be seen from
this table. By 1977, we find that real GNP and industrial production
both declined by about 1 percent. The unemployment rate increased
by about 0.2 percent, or about 200,000 workers. New passenger car sales
are particularly hard hit, and declined 400,000 in 1976, and somewhat
less in 1977. As the shock effect of higher oil prices wears off. we find
that the consumer price index increases about 1 percent, the whole-
sale price increases about 2 percent. Thus. the effects of a $4-a-barrel
increase in imported oil, while they are much less severe than the in-
creases which the OPEC nations have favored us with in the past,
still are significant, and have a marked effect upon the economyy.

We now turn to table 2 in my prepared statement, in which we
compare these effects with the economic impact of the decontrol of
old oil. The price of oil is about $10.50 per barrel at the Persian Gulf.
To that we have to add, in order of magcnitude of about $1.50 plr bar-
rel for transportation charges, and about $2 a barrel representing the
Presidential tariff. So this comes to about $14 per barrel. If we were
to have the decontrol of old oil without any restrictions, then the price
of old oil would rise from $5.25 a barrel to $14 per barrel, an increase
of almost $9 per barrel. This would cover seven-seventeenths of the
total domestic petroleum pyoduction. and therefore would work out to
an increase of just about $4 a barrel on a weighted average. This $4
a barrel is, of course, somewhat higher than the $2.35-a-barrel figure,
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which would occur from the $4 increase in OPEC prices. In fact, it is
about 60 percent more.

As a result, then, at least as a first approximation, we would expect
the economic effects to be about 60 percent more severe, and that is
what we find in table 2. Thus, GNP and industrial production fall
about approximately 11/2 percent in 1977. The unemployment rate in-
creases hy 0.3 percent, or approximately 300,000 workers. New car
sales decline by 640,000 units, and so forth. We find that the increase
in the Consumer Price Index is 1.2 percent. and the increase in the
Wholesale Price Index is approximately 2 percent. Thus, we find re-
sults that are slightly larger in terms of real declines, and are only
slightly larger in terms of price increases, because the dollar increase
in domestic oil does not have exactly the same effect as the dollar in-
crease in foreign oil, because prices of world trade commodities do
not rise as much. In other words, when domestic oil prices go up, the
United States pays more. When OPEC oil prices go up, the whole
world pays more, and this has a somewhat larger inflationary impact.

Now, I think that we must consider Mr. Schultze also testified to the
fact that fiscal and monetary policies can be used to offset these in-
creases, if the Congress so desires, and if the Federal Reserve System
so desires. We have estimated what the effects would be, and turning
first to fiscal policy, we find that in the first case-which is to say, a $4
a barrel increase in OPEC prices-this effect could be offset with a $15
billion reduction in personal income taxes. With respect to the de-
control of old oil, we find that these effects could be offset by a some-
what larger amount of $25 billion increase in personal income taxes.
However, I should make clear that if these tax declines are to occur,
they must occur concomitantly with at least a benevolently neutral
monetary policy on the part of the Fed. In other words, if the Govern-
ment has a $25 billion deficit, larger than would otherwise be the
case, and the Fed decides to completely offset this as it can, then of
course we would have no gain at all. So we do include here a sup-
position that the Fed would give the further tax increases its blessing,
a fact which of course is quite tenuous, and an assumption which
perhaps should not be made. But one gets out of the machine what he
puts into the machine. If one wants to assume that the Fed will com-
pletely contravene the effect of the tax cut, then of course he gets no
effect. We have assumed not the worst for Federal Reserve action.
although in view of 1974. that may not be the correct assumption.

Finally, we turn the prepared statement to table 3, in which we have
piggybacked, so to speak, the effect of the $4 a barrel increase in im-
ported oil and the decontrol of old oil. In this case, we find that the
results are much more severe, and we find that the decline in GNP and
industrial production is about 21/2 percent. The increase in the unem-
ployment rate is about one-half of 1 percent, or 500,000 jobs. New pas-
senger car sales drop by 1 million units in 1976. and prices are
substantially higher. We add 2 percent to the Consumer Price Index,
and 31/2 percent to the Wholesale Price Index.

Now, just as we did for the previous results. it is possible to calculate
the offsetting tax cut, and here we find that it comes to about $10
billion. However, a further tax cut of $40 billion, unless very skill-
fully done. creates substantial problems in the money capital markets,
and represents problems that the economy could not recover from
easily. So, I personally do not see any good way out of an impasse
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which would be created by both a $4 a barrel increase in imported oil
and a full, immediate decontrol of old oil. Of course, we could always
put the pieces back together, but the puzzle would not fit very well.
There would be jagged edges all over the place, and the economy for
practical purposes would not recover very far from the recession that
we are now just emerging from.

Therefore, while I would like to see a rational energy policy pursued,
I realize that time is short. The President may not wait for the Con-
gress, and the Arabs certainly will not wait for the Congress. Thus, I

have indicated what types of measures, and what amounts, could be
taken for fiscal and monetary policy to upset these changes. But I
conclude on the note that if we have both decontrol and a $4 a barrel
increase from the OPEC nations, that the situation for the economy
does indeed look grim.

[The prepared statement of Mlr. Evans follows:]

PREPARED STATEMENT or MicHAEL xK. EVANS'

When I was teaching Economics 1 many years ago, we sometimes gave multiple
choice exams. A typical question today might be the following:

The President and the Congress have both agreed that it is vital to U.S.
interests to reduce our dependence on imported oil. The best way to accomplish
this is:

(A) Encourage exploration of domestic energy sources by removing price
controls

(B) Reduce gasoline consumption by increasing the excise tax on gasoline
(C) Use taxes and subsidies to increase the average miles per gallon of new

cars
(D) Place a maximum quota on imported oil
(E) None of the above, but pass a law exhorting Americans to drive more

carefully and turn down their air conditioners.
While few concerned observers would choose (E), it is a puzzling but none-

theless undeniable fact that nothing else has yet been done to reduce oil
consumption.

My own answer to the above multiple choice question is a combination of all
of the first four points given above. However, there is a right way and a wrong
way to go about achieving these objectives. An unbalanced plan which affects
only demand or only supply does not offer an optimal solution to our energy
problems. A plan which is haphazardly thrown together because of the inaction
or unwillingness of either the Executive or the Legislative branches of govern-
ment to develop a comprehensive and balanced approach has very little to recom-
mend it. Changes in income distribution are far better accomplished through
alterations in our tax structure rather than by massive changes in energy prices.
We should bear these points in mind when trying to formulate what we consider
to be an optimal energy policy.

In these remarks I would like to consider three separate but related facets of
the energy question. First, we present what could be considered an optimal
energy program. Second, we examine the effects of a sudden decontrol or further
increases in OPEC oil prices without compensatory fiscal and monetary policy.
Third, we indicate what types of policies would offset these substantial increases
in oil prices if they were to occur.

A SUGGESTION FOR AN OPTIMAL ENERGY PROGRAM

As was mentioned above, any program which deals successfully with the cur-
rent energy situation must seek answers and solutions to the following three
problems. First, it must increase domestic supply. Second, it must decrease the
rate of growth if not actually diminish domestic demand. Third, it must at a
minimum diminish the proportion of imported petroleum that we use; this would
be a sharp departure from previous trends.

We first consider the factors concerning an increase in supply. While there are
still a few diehards who believe that somehow we can get more oil and gas out

I The views expressed are those of the author and do not necessarily reflect the opinions
of The Chase Manhattan Bank, N.A.
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of the ground by decreasing the price, this viewpoint is not really worth dis-

cussing. Because of the increasing cost nature of all extractive industries, the

price of oil and gas will eventually have to rise faster than the overall rate of

inflation in order to increase production. This is best done by decontrol of oil and

gas prices. However, it does not follow from this that decontrol should all occur

immediately on September 1, 1975. The analysis and results that follow indicate

that the adverse effects of such a move would far outweigh the benefits which
would accrue to the economy.

Increasing the price of old oil from $5.25/bbl. to the current world price, which

is now about $14.50/bbl. including transportation charges and the $2/bbl. excise

tax, would add little to production in the next year or two because of the lags in

exploration and drilling and the limited amount of labor and machinery available

in the oil-drilling industry. On the other hand, it is likely that some production

of domestic crude petroleum is being restricted because of the artificially low

price for old oil. I do not know what the equilibrium production cost of oil is,

but most qualified observers have put it in the range of $7.00-$7.50/bbl. Thus I

favor an immediate increase of $2.00/bbl. in the price of old oil, to be followed

by further annual increases which are equal to the overall rate of inflation plus

5%1o to take account of the fact that oil production is an extractive industry and

hence operates on a long-run increasing cost curve. Such a plan would allow for

balanced growth in the supply of labor and capital equipment to the oil industry.

In addition, I strongly recommend that decontrol of oil, whether by the amounts

I have given here or by larger amounts, be accompanied by an excess profits tax

with a plowback provision for investment in the petroleum industry. It is true

that such a set of laws would have the effect of directing more capital into the

petroleum industry and away from other sectors, but I do find this to be a worth-
while objective in any case.

Since only about 747 of percent U.S. oil consumption comes from old oil, an

increase of $2/bbl. in old oil prices would raise the average price of crude oil by

only about 824/bbl., or about 51W°,%, at the wholesale level. The effect of this on

the economy would be quite modest; the overall CPI would rise 0.3%o, real GNP

would decline 0.3%, and unemployment would rise less than 0.1%. In my opinion.

these magnitudes are small enough so that they are outweighed by the benefits

of increasing domestic energy production through an immediate $2/bbl. increase
in the price of old oil.

One of the problems of present energy policy-or perhaps non-policy would be

a more accurate description-is that we have been deluding ourselves by trying

to live on cheap energy at a time when it is no longer cheap. In general, de-

preciation reserves against all assets should be valued at replacement rather than

original costs. In the case of fixed capital assets, the problem until recently was

not too severe because the fairly modest rate of inflation was offset by the fact

that tax lives were on average shorter than physical or economic lives. Now.

however, with the much more rapid rate of inflation, depreciation reserves have

fallen seriously behind the actual cost of new capital. which will result in a push

toward increased rates of return and thus more inflation during the next several

years. The problem is even more serious for energy: capital goods industries

are basically long-run constant cost industries, where extractive industries are

long-run increasing cost industries. Hence pricing oil at original cost rather than

replacement cost gives a very distorted viewpoint of the true relevant costs of
using fuel.

Based on this argument, one might be tempted to argue that energy prices

should he even higher than they are now. Such an argument would ignore two

major points: the redistribution of income effects stemming from sharply higher

oil prices. and the inflationary effects of raising one of the major costs of doing
business for many firms.

These problems do not vanish entirely. but become much less severe, if we

restrict the major increase in energy prices to the use of gasoline used for

private travel-i.e.. excluding uses for public transportation and agriculture.

Such a plan would mitigate the most severe aspects of income redistribution. and

would eliminate the pass-through effects which would otherwise add to infla-
tionary pressures.

Thus the second cornerstone of the energy policy which I would recommend is

a 30/gallon excise tax on gasoline. Using a useful rule of thumb, we find that

a 1¢ increase in gasoline excise taxes would raise about $1 billion in revenue.

Even if we allow for lower levels of demand at these higher prices we would
raise revenues of at least $2.5; billion.

I am fully aware of the fact that similar types of bills have all met an un-
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happy fate at the hands of Congress. Yet this may well be because only the
negative aspects were considered of this bill, rather than the positive ones. Be-
sides the reduction in tax rates for lower income individuals, this money could
be used to rebuild the mass transportation system of the United States on both
an urban and intercity basis, and could also be used to fund research for new
methods of production and more efficient uses of energy.

The third facet of my proposed energy plan is a system of subsidies and taxes
on new cars which average more than or less than a certain number of miles per
gallon. For some reason this subsidy-tax system has been approached as a puni-
tive measure to punish Detroit for not correctly anticipating the consumer re-
sponse to the energy crisis, rather than a method of reducing gasoline consump-
tion. It has degenerated into a system of all taxes and no subsidies, and as such
has been vigorously opposed both by automobile manufacturers and organized
labor. What is needed is a plan which provides subsidies to buyers who purchase
new cars averaging over a certain mpg, with additional taxes being levied on
cars which average under this figure.

This tax-subsidy program should be proportional to the deviation from the
average mpg figure. Furthermore, this figure should increase over time as a
spur toward development of more efficient fuel technologies for automobiles. How-
ever, the supply response cannot occur immediately, and hence measures which
set this figure at unrealistically high standards next year will not accomplish
anything. I proposed that this figure start at 1.5 mpg and increase 1 mpg each
year for the next ten years, with a subsidy of $50 for each extra mpg and a tax
of $100 per extra mpg. In other words, a car which averaged 10/mpg in the
first year would be taxed an extra $500; a car which averaged 25/mpg in the
first year would be subsidized by $500. By the tenth year of this program a car
which still averaged 10/mpg would be taxed an extra $1500, while a car which
averaged 25/mpg would receive neither tax nor subsidy, although a car averaging
35/mpg would still receive a $500 subsidy. While some commentators have ob-
jected to keeping this plan in effect indefinitely. some control would undoubtedly
be needed if the mix of sales were not to shift back toward less efficient cars.

If we can accomplish these steps, we can then incorporate the option of reducing
our dependence on imported oil. It could be arkued that this would follow
naturally from an increase in supply and a decrease in demand. but I think it
would be useful to state publicly the amounts by which we will try to reduce
foreign oil usage. We now import about 6 million barrels per day: I suggest that
this figure be reduced by 10% of the remaining imports each year. In other words,
the figure would be set at 5.4 million barrels per day next year: 4.86 the follow-
ing year, 4.37 they ear after that, and so forth. Thus our dependence on imported
oil would not drop to zero, which is probably an unrealistic target in any case, but
would be significantly reduced, thus saving foreign exchange and also lessening
the chances of our succumbing to the blackmail of another oil embargo.

These four points represent my strategy for an optimal energy policy regarding
petroleum. Unfortunately, however, we may not have the luxury of considering
such a bill at all. For we are faced with the twin problems of total decontrol within
two months time and another increase of up to $4/bbl. in imported oil prices a
month later. Thus we next turn to a consideration of how these changes would
affect the economy, both in the absence and presence of compensatory fiscal and
monetary policy.

THE EFFECTS OF HIGHER OIL PRICES

The price of imported oil is currently about $14.50/bbl: $11.00 at the Persian
gulf, $1.50/bbl. transportation charges, and a $2.00/bbl. import tax. A $4/bbl.
increase would raise the price to $18.50/bbl., a 27.6% increase. We assume that of
the 17 MMBD of oil used in the U.S. economy, 10 MB31D would be affected by
this increase, as follows: 4 MMBD imports of crude oil; 2 MMBD imports of
refined petroleum products: 4 MMBD new domestic oil; 7 MMBD old domestic
oil will not be affected Thus 10/17 of total oil consumption would be increased by
84/bbl., so on average the price of oil would rise $2.35/bbl. This works out to a
22% increase in crude oil prices or approximately a 16% increase in the WPI for
petroleum products.

If the price elasticity for petroleum products were zero, our oil import bill
would be increased by 0.006 X 365 X 4 billion dollars. or $8.75 billion. We assume
an overall short-term price elasticity of -0.1, and if this all comes out of imports.
total consumption of petroleum products will decline by about 1½%, or 0.09
MIMBD which is 0.033 billion barrels per year. This would reduce our oil import
bill by about $0.55 billion, leaving a net increase of $8.2 billion in oil imports.

63-134-76 6
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It is not immediately clear what the total effect of this would be on our net
foreign balance. First, the reduction in real GNP and industrial production would
reduce our demand for other imports somewhat. Second, the OPEC nations would
be able to purchase more goods and services from the U.S. as well as other nations.
Third, the increase in oil prices would lead to an increase in export prices, which
would partially offset the gap in current dollars. On balance, we estimate that net
exports would decline only about $3 billion as a result of a $4/bbl. increase in oil
prices. Summary comparisons for other key variables are given in Table 1.

The results of this $4/bbl. oil increase are significant but not overwhelming.
GNP and industrial production are each reduced by about 1%, while the unem-
ployvuent rate is increased by 0.2%. The WPI for industrial commodities rises
almost 4%, but this works out to only a 1% increase in the total CPI. Auto sales
are dininished by 400,000 units the first year, but only 230,000 the second year a.-
the shock effect of higher gasoline prices wears off. Housing starts are slightly
depressed because a higher rate of inflation leads to higher interest rates.

In this run we have assumed that gasoline prices rise 7.3%, which is equivalent
to about 40/prallon. By comparison, if all the price increase were loaded onto
gasoline, the price would rise $2.3.5/42, or 5.6¢/gallon. If the price increase were
passed through equally to all petroleum products, the increase would be about
2.3¢/gallon. Thus we have chosen what appears to be a realistic middle estimate.
If all the increase were loaded onto gasoline, the initial rise in the CPI would be
greater but the eventual increase would be smaller, since the higher costs of
petroleum used in business will eventually be passed along to consumers with the
normal markups. Hence a move not to penalize gasoline prices would eventually
result in a somewhat higher level of inflation.

TABLE 1.-ECONOMIC IMPACT OF A $4 PER BARREL INCREASE IN IMPORTED OIL

Ist 2d 3d 4th Ist 2d 3d
quarter quarter quarter quarter quarter quarter quarter

1976 1976 1976 1976 1977 1977 1977 1976 19771

GNP, 1958 dollars:
No increase 817.4
$4 per barrel increase -811.7
Percent change -. 7

Index of industrial production (1967=
100.0):

No increase ---- - 117.7
$4 per barrel increase --- 117.3
Percent change --- - -. 3

Unemployment rate (percent):
No increase -- - S. 6
$4 per barrel increase -- - 8.7
Actual change --- .1

New passenger car sales (millions):
No increase 8. 81
$4 per barrel increase 8.44
Actual change -. 37

Housing starts (millions):
No increase ------ 1.57
$4 per barrel increase ---- 1.52
Actual change - 05

WPI, industrial commodities (1967=
100. 0):

No increase ---- 176.9
$4 per barrel increase ---- 181. 5
Percent change -- - 2. 6

WPI, total (1967=100.0):
No increase -- 182. 5
$4 per barrel increase -- - 185.1
Percent change 1.4

CPI, gasoline and motor oil (1967=
100. 0):

Nn increase --- - 168.0
$4 per barrel increase - 180. 4
Percent change 7. 3

CPI, nondurable goods (1967=100.0):
No increase 171. 0
$4 per barrel increase -- 173.1
Percent change -- 1.2

CPI, total (1967=100.0):
N oincrease ----- 168.6
$4 per barrel increase -- 169.7
Percent change ---- - .7

832.6 846.7 859.5 868.6 876.2 880.1 839.0 876.8
824.7 838.8 850.8 860. 1 868.1 872.3 831.3 868.8
-1.0 -1.0 -1.0 -1.0 -. 9 -. 9 -. 9 -. 9

121.8 125.8 128.7 131.1 132.6
120.8 124.5 127.3 129.8 131.4
-.8 -1. 0 -1. I -1. 0 -.9

8.1 7.8
08.3 7.9
.2 . .

9.47 10.05
9.05 9.64
-.42 -.41

1.65 1.64
1.60 1.60

-.05 -.04

7. 4
7. 6
.2

10. 41
10. 05
-. 36

1. 63
1. 58
-05

180.1 182.6 185.6
186.0 188.9 192.2

3.3 3.5 3.6

185.2 187.8 190.7
188.7 191.7 194.8

1.9 2.1 2.2

169. 5
181. 8

7. 3

173. 7
175. 9

1. 3

171. 5
172. 7
.7

7. 3
7. 5
.2

10. 67
10. 37
-.30

1. 53
1. 49

-.04

188. 7
195. 6

3.7

193. 7
198. 1
2. 3

7.2
7.4
.2

10. 82
10. 58
-.24

1. 45
1. 42

-.03

191. 8
199. 1

3. 8

196. 8
201. 4
2. 3

133. 3 123. 5 132. 7
132.3 122.5 131.6
-.8 -. 8 -.8

7.2 8.0 7.2
7.4 8.1 7.4
.2 .1 .2

10.87 9.69 10.81
10.68 9. 29 10. 59
-.19 -.40 -.22

1.38 1.63 1.42
1.35 1. 58 1.39

-.03 -.05 -.03

195. 9
203. 4

3. 8

200. 6
205. 4

2.4

169.6 170.6 171.9 172.8 173.2
181.9 183.0 184.4 185.3 185.8

7.3 7.3 7.3 7.2 7.2

176.6 179. 8 183. 2 185.6 189.0
178.8 182.1 184.7 181.1 191.6

1.3 1.3 1.3 1.4 1.4

174.4 177.8 180.9 184.6 188.2
175.7 179. 1 182.4 186.2 189.9

.8 .8 .8 .9 .9

181.3 194.5
187.2 201.7

3.2 3.7

186. 5 199. 1
190. 1 203. 8

1.9 2.4

169. 4
181. 8

7. 3

175. 3
177. 5
01.2

173.0
174. 3

.8

172. 8
185.4

7. 3

187. 4
189. 9

1.3

186.4
188. 0
.9

I 4th quarter estimates are extrapolated.
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We next consider the effect of total deregulation of old oil prices. Under this
scenario, we could assume no further increases by OPEC nations, which means
that imported and decontrolled oil prices would stay at $14.50 per barrel. Old oil
prices would also rise to $14.50 per barrels. Thus the average price of crude oil
would rise $3.81 per barrel, for an increase of 35.6 percent. This works out to a
26-percent increase in the WPI for petroleum products, or 1.62 times as large as
the previous scenario. The comparable results for key variable are given in
table 2.

The results are not exactly analogous, since import prices do not rise; this
effects not only oil but prices of all other imported goods. In other words, if the
OPEC nations raise their prices, all nations of the world face another increase
in prices and another decline in real income; if old oil is deregulated, only the
United States faces these consequences. Hence worldwide inflation and the de-
cline in worldwide demand is not as severe under the deregulation case for equal
cost increments. However, the much greater cost increment associated with de-
regulation does in fact lead to more severe effects, although not by the full pro-
portional amount in all cases. Hence GNP and industrial production are each
reduced about 1-/2 percent, while the unemployment rate is increased by 0.3 per-
cent. Auto sales decline by 640,000 units the first year and 330,000 the second
year. All these results are approximately 1.6 times those given in table 1.

We find less than proportional increments for price increases primarily
because the prices of imported goods do not rise. Thus by 1977 the industrial
WPI is 3.1 percent higher and the total WPI is 1.8 percent higher compared
to 3.8 percent and 2.3 percent in table 1. In other words, wholesale prices
actually rise less even though the increase in oil prices is greater. This reversal
does not follow through at the consumer level; the price of gasoline is up 11.6
percent, compared to 7.2 percent in the previous run, and overall CPI is 1.2 per-
cent higher, compared to 0.9 percent. This comparison is instructive in showing
the significant degree to which the U.S. WPI is influenced by world commodity
prices.

TABLE 2.-ECONOMIC IMPACT OF DECONTROL OF OLD OIL

1st 2d 3d 4th Ist 2d 3d
quarter quarter quarter quarter quarter quarter quarter

1976 1976 1976 1976 1977 1977 1977 1976 19771

GNP 1958 dollars:
No increase-
Decontrol-
Percent change -

Index of industrial production (1967=
100.0):

No increase -
Decontrol-
Percent change

Unemployment rate (percent):
No increase-
Decontrol-
Actual change-

New passenger car sales (millions):
No increase-
Decontrol
Actual change-

Housing Starts (millions):
No increase -
Decontrol-
Actual change .

WPI, industrial commodities (1967=
100.0):

No increase-
Decontrol-
Percent change-

WPI, total (1967=100.0):
No increase-
Decontrol-
Percent change

CPI gasoline and motor oil (1967=
100. 0):

No increase-
Decontrol-
Percent change -

CPI, nondurable goods (19E7=1OC.0):
No increase - --
Decontrol-
Percent change

817.4 832.6 846.7 859.5 868.6 876.2 880.1 839.0
808. 1 819.2 832. 1 844.8 854.4 862.9 867.6 826. 0
-1.1 -1.6 -1.7 -1.7 -1.6 -1.5 -1.4 -1.5

117.7 121.8 125. 8 128.7 131. 1 132.6 133. 3 123. 5
116.9 120. 0 123. 4 126.2 128.6 130. 4 131. 4 121. 6
-.7 -1.5 -1.9 -1.9 -1.9 -1.7 -1.4 -1.6

8.6 8.1
8.7 8.4
.1 .3

8.81 9.47
8.21 8.78
-.60 -.69

7. 8
8. 1
8.3

10.05
9.39
-.66

7. 4
7. 8
.4

10. 41
9.83
-.58

1.57 1.65 1.64 1.63
1.48 1.57 1.60 1.59
-.09 -.08 -.04 -.04

176.9 180.1 182.6 185.6
181.7 186.0 188. 4 191. 1

2.7 3.3 3.2 3.0

182.5 185.2 187.8 190.7
185.0 188.5 191.0 193.8

1.4 1.8 1.7 1.6

168. 0
188. 0

11.9

171. 0
174. 3
1.9

169. 5
189. 2
11.6

173.7
177.2

2.0

169. 6
189. 2
11.6

176.6
180.1

2.0

7.3 7.2
7.6 7.5
.3 .3

10.67 10.82
10.20 10.45
-.47 -.37

7. 2
7. 5
.3

10.87
10. 58
-.29

8. 0
8. 2
.2

9.69
9.05
-.64

1. 53 1.45 1.38 1.63
1. 52 1.46 1.39 1.56

-.01 .01 .01 -.07

188.7 191.8 195.9 181.3
194.4 197.8 202.0 186.8

3.0 3.1 3.1 3.0

193.7 196.8 200.6 186. 5
197.0 200.3 204.3 189.6

1.7 1.8 1.8 1.7

170.6 171.9 172.8
190.5 191.9 192.8
11.7 11.6 11.6

179.8 182.3 185.6
183.5 186.1 189.5

2.1 2.1 2.1

173.2
193.3
11.6

189.0
193.0

2. 1

169. 4
189. 2
11.7

175. 3
178. 8

2.0

876. 8
863. 9
-1.5

132. 7
130. 6
-1. 6

7. 2
7. 5
.3

10. 81
10. 48
-.33

1. 42
1.42
0

194. 5
200. 5

3. 1

199. 1
202. 7

1.8

172. 8
192. 9
11.6

187. 4
191. 3
2. 1
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TABLE 2.-ECONOMIC IMPACT OF DECONTROL OF OLD OIL-Continued

Ist 2d 3d 4th lst 2d 3d
quarter quarter quarter quarter quarter quarter quarter

1976 1976 1976 1976 1977 1977 1977 1976 1977

OPI, total (1967=100.0):
No increase - 168.6 171.5 174.4 177.6 180.9 184.6 188.2 173.0 186.4
Decontrol - -170.3 173.4 176.4 179.8 183.1 186.8 190.6 175.0 188.7
Percent change - - 1.0 1.1 1.1 1.2 1.2 1.2 1.3 1.2 1. 2

X 4th quarter estimates are extrapolated.

We now turn to what could be called the worst possible case-a $4/bbl.
increase in imported oil plus total deregulation of domestic old oil. It is hard
to believe that this scenario would satisfy anybody, and in fact the lack of
knowledge about how much more OPEC nations will raise oil prices in the
future is another argument against total decontrol of old oil. In any case, I
would like to stress that we consider this worst case to be quite unlikely, and
present these calculations in that spirit.

Since imported oil now sells for approximately $14.50/bbl. including trans-
portation and tariff, a $4/bbl. increase by OPEC nations would raise the price
to $18.50/bbl. We assume that all domestic oil, both "new" and formerly "old"
will also rise to this price. We estimate that the current average price of oil
in tre 11.S. is $10.69/bbl., so this amounts to an increase of 73% at the crude level,
or 53% at the wholesale level.

If such an unlikely sequence of events did in fact transpire. the results on the
economy would be quite severe. Real GNP and industrial production would re-
main near 8% instead of declining near 7%. The auto industry would suffer a
decline of 1 million units in 1976 and one-half million in 1977. The rate of inflation
would be 4% higher for wholesale prices and 2% higher for consumer prices: the
actual rate of inflation in 1976 under these circumstances would approach 10%.

TABLE 3.-ECONOMIC IMPACT OF A $4 PER BARREL INCREASE IN IMPORTED OIL AND DECONTROL OF OLD OIL

lst 2d 3d 4th Ist 2d 3d
quarter quarter quarter quarter quarter quarter quarter

1976 1976 1976 1976 1977 1977 1977 1976 1977 0

GNP, 1958 dollars:
No increase .
Decontrol plus $4 per barrel
Percent change

Index of industrial production (1967=
100.0):

No increase ---
Decontrol plus $4 per barrel ---
Percent change -- --

Unemployment rate (percent):
No increase-
Decontrol plus $4 per barrel
Actual change.

New passenger car sales (millions):
No increase
Decontrol plus $4 per barrel -
Actual change -------

Housing starts (millions):
No increase .
Decontrol plus $4 per barrel
Actual change -------

WPI, industrial commodities (1967=
100.0):

No decrease .
Decontrol plus $4 per barrel ----
Percent change

WPI, total (1967=100.0):
No increase-
Decontrol plus $4 per barrel
Percent change

CPI, gasoline and motor oil (1967=
100.0):

No increase -
Decontrol plus $4 per barrel.
Percent change-

817.4 832.6 846.7 859.5 868. 6 876. 2 880. 1 839.0
802.6 811.9 824.4 837.2 847.0 855.9 860.9 819.0
-1.8 -2.5 -2.6 -2.6 -2.5 -2.3 -2.2 -2.4

117.7 121.8 125.8 128.7 131.1 132.6 133.3 123.5
116.5 119.0 122.3 124.9 127. 5 129.4 130.6 120.7
-1.0 -2.3 -2.8 -3.0 -2.7 -2,4 -2.0 -2.3

8. 6 8.1 7.8 7.4 7.3
8. 8 8.5 8.3 8.0 7.8
.2 .4 .5 .6 .5

8.81 9.47 10.05 10.41 10.67
7.86 8.40 9.02 9.52 9.94
-.95 -1.07 -1.03 -.89 -.73

1.57 1.65 1.64 1.63 1.53
1.42 1.51 1.56 1.55 1.48

.15 .14 .08 -. 08 -. 05

7. 2
7. 7
.5

10. 82
10. 24
-.58

1.45
1.42
-.03

7.2 8.0
7.7 8.4
.5 .4

10.87 9.69
10.42 8.70
-.45 -.99

1.38 1.63
1.36 1.51
-.02 -.12

180.1 182.6 185.6 188.7 191.8 195.9
191.8 194.5 197.5 201.2 204.9 209.4

6.5 6.5 6.4 6.6 6.8 6.9

185.2 187.8 190.7 193.7 196.8 200.6
191.9 194.6 197.7 201.2 204.8 208.9

3.6 3.6 3.7 3.9 4.1 4.1

876.8
856.9
-2.3

132. 7
129.7
-2.3

7. 2
7. 7
.5

10. 81
10. 29
-. 52

1.42
1. 39
-.03

181.3 194.5
192. 5 207. 8

6.2 6.8

186. 5 199. 1
192.9 207.2

3.4 4.1

168.0 169.5 169.6 170.6 171.9 172.8 173.2 169.4 172.8
200. 1 200. 8 200. 7 202.1 203.8 204.5 205.1 200.9 204.7

19.1 18.5 18.3 18.5 18.6 18.3 18.4 18.6 18.5
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TABLE 3.-ECONOMIC IMPACT OF A $4 PER BARREL INCREASE IN IMPORTED OIL ANDDECONTROL OF OLD OIL-Con.

Ist 2d 3d 4th Ist 2d 3d
quarter quarter quarter quarter quarter quarter quarter

1976 1976 1976 1976 1977 1977 1977 1976 1977 '

CPI, nondurable goods (1967=100.0):
No increase -171. 0 173. 7 176.6 179.8 182. 3 185.6 189.0 175.3 187.4
Decontrol plus $4 per barrel - 176.3 179.1 182.1 185.6 188.4 191.8 195.3 180.8 193.6
Percent change -3.1 3.1 3.1 3.2 3.3 3.3 3.3 3.1 3.3CPI, Total (1967=100.0):
No increase -168.6 171.5 174.4 177.6 180.9 184.6 188.2 173.0 186.4
Decontrol plus $4 per barrel .-... 171.4 174.5 177.7 181.2 184.6 188.4 192. 2 176.2 190. 2
Percent change -- 1. 7 1. 7 1.9 2.0 2.0 2. 1 2. 18 2. 0

1 4th quarter estimates are extrapolated.

MITIGATING THE EFFECTS OF HIGHER OIL PRICES

The results presented in the previous section are all calculated under the
assumption that no action is taken by the Federal Government to offset the
decline in real income caused by higher oil prices. It is conceivable, of course,
that such inaction could continue indefinitely. However, we believe it is more
likely that additional legislation would be passed that would return GNP and
unemployment to their previous levels.

The best blend of policy should combine monetary and fiscal policy in order
to stimulate both consumption and investment. However, this is extremely
unlikely to occur, given the predilection of the Federal Reserve System to
tighten monetary policy whenever the rate of inflation increases. Thus we have
not programmed in a move toward easier money, but have stayed with the
samne level of unborrowed reserves and other key monetary factors and used
fiscal policy exclusively as the offset mechanism.

In performing this last set of simulations, we have decreased personal income
taxes by an amount sufficient to return real GNP and unemployment in 1977
to the levels which would have been obtained if no further increases in oil
prices were to take place. Under the first scenario, namely the $4/bbl. OPEC
increase, we find that a $15 billion personal income tax cut would be required.
This would solve the problems of growth and employment, but not inflation.
The WPI, which was up 2.4%, would be 2.5% higher, and the CPI, which
was raised 0.9%, would be 1.1% higher. As might be expected, the slight addi-
tional increase in inflation stems from a higher level of economic activity and
hence higher wages and prices.

Since the second scenario, decontrol of old oil, reduces GNP by 1.6 times as
much as $4/bbl. increase, it should come as no surprise that the tax cut needed
to restore GNP and unemployment to their former levels is approximately $25
billion. The increases in inflation are also 0.2% to 0.3% higher than they
would be without compensatory fiscal policy.

When we move to the worst case scenario, things become somewhat more
complicated. It is true that a $40 billion tax cut could return the economy to
its previous position, but the financial markets could not handle a tax cut of
that size without undesired side effects, namely a crowding out which would
reduce all fixed investment but particularly housing. As a result, the invest-
ment/consumption ratio diminishes even further and productivity gains are
further eroded. Given the present resources of the economy, we are not able
to find any satisfactory method of coping with both a $4/bbl. increase in im-
ported oil prices and total deregulation of old oil.

SUMMARY

Our suggestion for an optimal energy policy includes the following elements:
(1) An immediate increase of $2/bbl. in the price of old oil, to be followed by

further annual percentage increases equal to the overall rate of inflation plus
5%.

(2) A 304/gallon increase in the excise tax for gasoline, to be offset by a $25
billion personal and corporate income tax cut and an increase of $5 billion for
expenditures for mass transit and energy research.

63-134-76 7
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(3) A tax on new cars which averaged less than 15 mpg, and a subsidy for
new cars which averaged more than 15 mpg, with the 15 mpg to increase 1 mpg
per year to a maximum of 25 mpg.

(4) A decrease of 10% per year in imported oil.
In the absence of speedy legislation to accomplish these ends, it is likely that

oil prices will rise substantially, either because of an increase in foreign oil
prices or total deregulation of domestic old oil prices. A $4/bbl. increase in foreign
oil prices would reduce real GNP and industrial production by 1%, would raise
unemployment by 0.2%, and would increase wholesale prices an additional 2.3%
and consumer prices an additional 0.9%.

A total deregulation of old oil prices, in which case they would rise to the
equilibrium level of approximately $14.50/bbl., would reduce real GNP and in-
dustrial production by 1.5%o, would raise unemployment by 0.3%, and would in-
crease wholesale prices an additional 1.8% and consumer prices an additional
1.2%. All of these calculations are based on the assumption that no compensatory
fiscal policy would be taken.

A "worst case" scenario in which we had both a $4/bbl. OPEC increase and
complete deregulation of old oil prices would reduce real GNP and industrial
production by 2.3%, would raise unemployment by 0.5%, wholesale prices by
4.1%, and consumer prices by 2.0% in the absence of offsetting fiscal or monetary
policy.

A personal income tax cut of $15 billion would be sufficient to offset the nega-
tive effects of a $4/bbl. increase on real GNP and unemployment; under such a
policy the consumer price index would rise another 0.2%, for a total increment
of 1.1%. A tax cut of $25 billion would offset the negative effects on real GNP and
unemployment of decontrolling old oil prices; the CPI would then rise 0.3%
more than otherwise, or a total of 1.5% more. Finally, a $40 billion tax cut would
restore real GNP and unemployment levels to their previous positions in the
"worst case" scenario, but only with serious side effects in money and capital
markets.

Representative LONG. Thank you very much, Mr. Evans. If it is all
right with you, Congressman Brown, what we will do is, rather than
pursuing the questioning individually-since there are two of us here-
is that any time you feel that you want to add something to the dis-
cussion, you just proceed with it.

Mr. Schultze has presented his testimony, and what I gave You is a
summary of that, and we could perhaps do it a little more easily that
way. Mr. Schultze, I read your statement over the weekend, and also
listened to it this morning; and certainly it is a powerful statement,
and in many respects very alarming, if your conclusions are correct,
and they are hard to argue with, particularly if you rely upon what the
Joint Economic Committee staff has done, because in many respects it
is very similar to the conclusions that they had reached as to what the
effect would be upon this program; and they made theirs, of course, as
you know, last Thursday, the Joint Economic Committee did, regard-
ing the impact of oil decontrol and OPEC price increase. I wanted to
explore that, but I would like one additional point to be discussed,
perhaps if we could, at this time, that perhaps seems to me to have not
been given by anyone, and I do not mean necessarily the two of you, or
those of us here today. But in the whole consideration of this problem,
that if we look at the whole thing of domestic oil production, and then
if we look at, rightly or wrongly, the removal of the method of financ-
ing that had been used by independent oil producers, particularly over
many years, or the limitations of it by the Congress in removing the
oil depletion allowance, or limiting it to the extent that it did, that we
are going against market considerations. But, not having a realistic
incentive for the search for domestic oil production, this seems to me
to be a factor that is somewhere down the road going to have to be
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given a substantial amount of consideration by everyone. And yet, it
seems to have been, to some degree, overlooked.

Mr. Schultze, would you comment on this, what might be a realistic
price? Because, as Mr. Evans stated and as you stated, and I think
that everyone knows as we go further out into our waters, looking off-
shore, looking for oil, the price goes up. And finding it, as we go into
Alaska to get it out, the price goes up. If we go off the eastern shore
of the United States and go into deeper waters, again the price goes
up. If we add nothing but the very fact of inflation, the price goes up;
and what we have got to do, as I see it, is if we are going to increase
domestic production at all, we have got to find some sort of an incen-
tive. I would be interested in both of your views with respect to this:
One, as to what might be a realistic price in this regard; and second,
the impact that this has, and the necessity for this, if my assumption
is correct, in order to put this thing in proper focus as we move into
the discussion of the other questions, and the effect of the whole prob-
lem on our economic progress or lack of progress or recovery or depres-
sion, as we see it coming, starting perhaps in the fall of this year.

Mr. SCHULTZE. Congressman Long, let me talk a bit about the price
of oil, the cost of finding oil, and the impact of that on policy. Let
me preface my remarks, in case I forget it later, by noting that the
estimates which I have made of the impact of the scenario of OPEC
increases and decontrol is about the same as the committee's staff. I
carried it out another half year. It is also, by the way, about the same
as that recently done by the Congressional Budget Office, although
again they did not carry it out as long as I did.

rith respect to oil pricing, a number of comments. First, I think
that nobody really knows what price it is going to take to increase
significantly the drilling and production of new domestic oil. I think
there is some evidence-not very good, but the only evidence we have-
that it is quite high. I have done some work-I do not want to push
this very hard, because it is still very tentative-and I have seen
other work which would indicate that in 1974, for example, the cost
of bringing on new oil in the United States from drilling, not from
secondary recovery but from newly drilled oil, probably was, with a
reasonable rate of return to investment, somewhere in the neighbor-
hood of $10 a barrel.

Now, that is an average; some of that oil came in a lot higher than
that, and some lower. But $10 a barrel is a high number.

Representative BROWN of Ohio. Robert Nathan says the economic
cost is $12.73.

Mr. SCHTULTZE. That is where I got my $10. T went through his esti-
mates and made some corrections. I think he is basically in the right
direction. I think he is a little high. My only point is, that the neces-
sary price is high, Congressman Brown.

Representative BROWN of Ohio. Can you speak to the reason for
that ?

Mr. SCHULTZE. Yes, sir. From the point of view of the national
economy, the Nathan estimates, as part of the cost of bringing on new
oil, include lease bonus payments. They should not. The lease bonus
payment is, in effect, the windfall which a producer can expect to get
by getting a favorable tract, and comparing his costs with his expected
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price. If the costs of drilling for oil go up, that least bonus payment
will decrease. So that, for estimating the national resource costs of
finding new oil, I do not think you should include the lease bonus
payments.

Second, the Nathan estimates assumed a 15 percent after-tax rate
of return to be required on all capital expenditures. I would think a
15 percent rate, or even a little bit higher, is probably required for
exploration, but not for development expenditures; that is, when you
know the oil is there, it is a question of putting down producing wells.
You probably should not need to allow for a 15 percent rate of return
on that.

Representative BROWN of Ohio. Really, what I was directing myself
to, or trying to direct you to, was the fact that we found all the easy
oil in the United States, or most of it; and that where we are going to
find it in the future is going to be at extreme depths, such as the Ala-
bama field, which I understand is hitting 18,000- to 20,000-foot
depths-or on the Outer Continental Shelf, where we are in some
difficulty because of the nature of the terrain, or in Alaska, where we
are in some difficulty because of weather and other factors that make
the work expensive and difficult.

Mr. SCHULTZE. Congressman Brown, fundamentally, I agree with
that, in view of which my own policy recommendation would be, No.
1, not to roll back the price of new oil; and No. 2, do not put a windfall
tax on new oil. That new oil should not be rolled back. There is a lot
of push to roll that back, and I think probably nobody knows but you
probably would forfeit some potential domestic production if you did
it, or if you left the price the same and put a big windfall tax on new
oil. I think the story for old oil is quite different. Old oil is a compli-
cated story, but I think it is worth telling.

The current definition of old oil, used in the regulations, says that
old oil is, in effect, your 1972 base from an existing property. Any oil
produced up to that base, you get old oil prices for it. Then, on a given
property, on anything over that 1972 base, you get barrel for barrel
a release of old oil. That is a bad definition, and it discourages second-
ary recovery.

The way nature works in an oil field is, you get a decline rate.
Production from a fully developed oil field naturally declines. As a
consequence, if you take account of that, the costs of bringing on that
oil are not terribly great. The well has been sunk; it is there. It is the
operating cost, fundamentally. Therefore, it seems to me an ideal way
to decontrol old oil is to change the current definition, and say that
old oil is the 1972 base minus the average decline rate-12 percent a
year, or 13 percent a year, or 14 percent a year if you want to bend
over backward to make sure you are not discouraging anything. Any
oil produced over an amount equal to the 1972 base, minus 12 percent
new drilling paid in that old field. You have drilled it up. At the pres-
ent time, I am convinced that a lot of secondary recovery is not being
brought on. Take an old field in 1972 which was all developed. No more
new drilling paid in that old field. You have drilled it up. At the pres-
ent time. that field could be producing. maybe, at 65 percent of its
base, 70 percent of its base-secondary recovery cannot get you up to
100 percent, normally. Secondary recovery cannot get you a 30-percent
jump. Therefore, if you put in secondary recovery in that field, you
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would not get new oil prices. But you read in the newspapers that old
oil is going to be decontrolled, so you hold back on secondary recovery.
If you defined old oil correctly, they way nature does it-by putting
a decline rate on the 1972 base-you would have a very gradual increase
in the proportion of oil that is new oil, and a very gradual decrease in
the proportion of oil that is old oil. You would stimulate secondary
recovery. You would have a new oil price high enough, I think, to do
reasonably what is possible in the $12 neighborhood. Nobody knows.

Do not put a windfall tax on that new oil. My own judgment is,
take off the tariff, and then I would follow basically Mr. Evans' recom-
mendations on gasoline taxes and new car taxes. But I realize that
has already gone through the mill.

Representative BROWN of Ohio. 'VWhy do you say take off the tariff?
Mr. SCHULTZE. The reason I would say to take off the tariff is that,

while we do indeed need to slow down the rate of growth of consump-
tion in the United States, raising the price of crude oil across the
board is not the way to do it. I will give you several reasons why I
think that. Think of crude oil as being used in three major places;
for gasoline, for public utilities, and for industrial direct uses of all
kinds.

Representative BROWN of Ohio. What about heating?
Mr. SCHuLTZE. You are quite right-and heating for consumers.

If you look at what has happened first to the price of oil used in those
various uses, you will find the price of gasoline has gone up about 35
percent. but the price of oil to industry and heating oil has gone un
anywhere from 100 to 200 percent already. Hence, what you have had,
because of the structure of the industry-which has nothing to do with
good. bad, or indifferent; it is just the way the oil is priced, for a lot
of reasons-you have had actually a very small increase in gasoline
prices. and already a very large increase in other uses. It seems to me,
therefore, that.it makes sense to concentrate additional use penalties
on Zasoline usage. That is point No. 1.

Point No. 2, if you look at the use of oil in public utilities, the
central question over the next 5 to 6 years is the conversion from oil
to coal, and making sure that new plants coming on are not oil. There
are not very many of them, a couple of hundred plants totally in-
volved. The decision is going to be made on environmental regulations,
anyway and you can do that one by regulation. Normally, I believe in
the market, but here is a case where I think raising all oil prices to
induce a switch in utilities, when the switch is going to be determined
by environmental regulations, is an unnecessary penalty on the con-
sumer that does not accomplish anything. Therefore, I would say, you
do not want to raise crude oil prices across the board. You do want to
decontrol old oil gradually. You do not want a windfall tax on new
oil. You do want to put an additional penalty on gasoline and on gas-
guzzling new cars, and it seems to me that makes, or gets you, as near
as any other mix will toward lowering consumption gradually with-
out unnecessary penalties to the consumer.

Representative BROWNT of Ohio. Ahd you do suggest that you do
want-I gather from your testimony-I have not gone through it
all-that you do want a rebate tax of some kind to equalize those who
have against those who have not. Everybody has to use some kind of
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futel and pay a higher price, and the rebate system was proposed
initially by the administration, but never enacted by the Congress.

Mr. SCIFuLTzr. I think this is the essential thrust of my testimony,
Congressman Brown, is that however the energy debate comes out,
while that is important, it is 20 times as important to make sure that
however it comes out you take the necessary fiscal and monetary
action to make sure that whatever does happen does not depress the
economy as it surely will unless we do something about it.

Representative LONG. Mr. Schultze, the administration's witnesses
were here on Friday, and I tried to pursue with them, as did a couple
of the other members of the committee, this whole question of tax
rebate, or whatever fiscal or monetary policies might be required in
order to solve this whole thing upon the economy, and, as I said
earlier, you certainly seem to share the view of the committee staff
that it is going to be very, very substantial, perhaps, equal to or even
as serious as the one that we had last year in the fall of the preceding
year.

As I tried to pursue this with Mr. Greenspan and some of the other
witnesses, Mr. Morton, they kept talking up the recycling of this, and
I could not pin them down or get from them as definitive a position
as they had pursued a year or so ago, or a few months ago, when they
had presented this as Congressman Brown had said to the Congress,
and Congress really never acted upon that particular recommendation.
But I gathered from their unwillingness to come to specifics with re-
spect to this, that they had moved back from a position as definitive
as the one that they had previously taken and that they are now talk-
ing something about recycling. Maybe they are talking about excess
profits taxes on oil companies as one of the vehicles. I am not sure, and
maybe for political reasons at this stage, justifiable political reasons
at this stage, they did not want to discuss that.

But, let me pursue that point a minute, and then I would like to
come back to Mr. Evans with respect to this incentive situation which
I see running all the way through this. Is this question of incentive
for domestic production which, I think, you outlined very well, the
fact that there is a substantial need for it, but if we do decontrol oil
and OPEC raises its prices by, say, the 15 to 20 percent that has been
in the news media and some of the OPEC people have talked about,
how much of this higher resulting energy cost that we are going to
have will ever show up as domestic purchasing power, that is, as
money actually spent in this country. Have you done any thinking
along that line'?

Mr. SCHULTZE. Yes, sir, although I do not think I could quantify
it for you.

Representative LONG. It is very difficult to quantify.
Mr. SCHUiLTZE. We made some attempts just at this particular set of

numbers. I do not remember them exactly. First, to go back to the
original point about recycling any funds siphoned off by higher oil
prices. Let me make one critical point on that. It is important to re-
cycle not only any additional money we get through taxes; that is,
suppose OPEC raises the price of oil. As an initial approximation
this all goes to OPEC, not to the U.S. Treasury, and yet you need to
have some fiscal action to offset that because it is going to reduce con-
sumer purchasing power and help abort a recovery. So, it is critical
in thinking through what kind of "recycling" you do, that you look
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at the total drain of consumer purchasing power. not how much does
the Government get out of this through windfall taxes or anything
else. It is important even if it all goes to OPEC to initially, for the
next couple of years, to restore that loss of consumer purchasing
power.

Second, of the money going to OPEC, how much is recycled back
to the United States for purchases from the United States as imports
by the OPEC countries. You know, again, that is a very hard question
to answer, but maybe you could think about it this way. You can
break the OPEC or the oil-producing countries into, maybe, three
groups. There is one group of countries, relatively small, and usually
underdeveloped. Some of them are not even in OPEC, like Mexico,
who are going to spend every dime of those proceeds, or at least com-
mit it fairly quickly.

Representative LoNG. Nigeria.
Mr. SCHIULTZE. That is the next group, somewhat larger countries

like Nigeria, Indonesia, and Iran. Two things are going to happen.
On the one hand, if the price of oil goes up, then gradually over time
the world market will shrink a little, and the smaller countries will
cut back production. The Iranians may cut some, the Nigerians will
not at all. But they will increase their imports from the United States,
over a period of time. It may take 3 or 4 years before that catches up.
Finally, Saudi Arabia and some of the sheikdoms, they are going to
be the ones that have to cut back production to balance the market
at a higher price, and if they get more money, they are not going to
increase their imports very much from what they already are.

On balance, therefore, we add all of this up and what you find is
that over the next several years, an increase in OPEC prices will not
mean much more of export industry sales, but as you look at 3, 4, 5,
6 years, there will be a very significant increase in exports from the
UInited States to these countries. Now, that is a complicated answer,
but it says the next several years it will all be negative in terms of
sales, consumer sales down, not much increase in exports, but then as
you go out, 3, 4, 5 years, export sales will really be moving up.

Representative BROWN of Ohio. Why does it move up later?
Mr. SCHrLTZE. Take a country like Iran. Mty assumption would be

thiat any additional revenues the Iranians get, they are ultimately
going to spend on development.

Representative BROWN of Ohio. You are just talking about lag
times.

Mr. SCHULTZE. Right; there are lags. They are going to buy heavy
capital equipment. The orders may be put in a year or so, but the
actual work done. the production in the United States, the employ-
ment will spread out over a large number of years, so that you -will
see gradually accelerating increase, but the next couple of years you
-will not see much at all.

Representative LON-G. Mr. Evans. would vou like to comment about
this whole question we have been talking about, the incentive and then
the related question?

Representative BROW.N of Ohio. Mtav I just clarify one thing first.
Mr. Evans, I gather that you and 'Mr. Schultze disagree about what an
incentive price is. 3Mr. Schultze has suggested it is §1O.50 or above for
domestic new oil, and you have indicated that it is only $7.50.
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Mr. EVANS. That was an old oil price.
Representative BROWN of Ohio. Well, are you in disagreement about

the $7.50? Did I misstate your position, Mr. Schultze?
Mr. SCHULTZE. Let me just repeat it. I would gradually deregulate

old oil, very gradually. I would not do anything to new oil. Basically,
at least, up to a price of $12, I would leave it.

Representative BROWN of Ohio. Can you justify your $7.50 figure
for me based on the cost of secondary and tertiarv recovery?Mr. EVANS. Well, as I mentioned, I am not really an expert and I
have gathered this from talking to other people and, basically, read-
ing what they have to say. I would point out, however, that if you
take Mr. Schultze's 12 percent figure a year over the last 3 years and
tack it onto the price of $5.25, you get about a 40 percent increase,
which comes out to approximately the same number.

Representative BROWN of Ohio. No; he is talking about a decline
rate, and I am talking about cost on economic costs. I do not want to
intrude on the question that Congressman Long asked, but the econo-
mic costs of secondary recovery are what it takes to pump that material
into the ground to bring out this additional oil from an old well after it
has declined, and I am told that rather than getting an average of
about 30 to 35 percent of the oil out under natural processes, that you
can up that by 50 percent, in other words, 16 percent more of the oil
in the well.

However, that depends upon the kind of well, the way the oil is in
the well, and those rates run anywhere from 50 cents a barrel, de-
pending upon the size of the field and the nature of all of these techni-
cal things, up to $5 a barrel to get that additional 50 percent of pro-
duction out of the well. And that is why I am curious about this $7.50,
because it seems to me that that is a figure that is just pulled out of
the air, rather than developed by any statistical analyses. That is why
I asked for some sort of a justification of the $7.50.

M1r. EVANS. It is not by figure particularly. It is my impression of
what I thought was a reasonable price. I do not have detailed statistics
to back that up.

Representative LONG. Let us go back, if you would, Mr. Evans, to
the question that I asked with respect to the views on the incentive
situation on both primary and secondary recovery domestically,
that is.

Mr. EVANS. I think the incentive question is a very important one. I
think it is really, in fact, the single most important aspect of future
energy policy, and that is why I put it first in my remarks this morn-
ing. I think that we are going to have to have incentives, and I think
that these incentives are mainly going to come in the area of new oil,
and for that reason I would not support any rollback of new oil prices.
However, I would be in favor of an excess profits tax, which contained
a plowback provision. I see nothing wrong with that, and I think that
that would give the oil industry the capital which it needed for de-
veloping new oil, while, on the other hand, it would not have this
capital available for areas outside of the petroleum industry. So, I
think that the price of new oil should be allowed to be deregulated, con-
tinue to be deregulated, as it is, and I do not know exactly at what level
we would get to either, but I would not support any rollbacks or any
ceilings on that price.
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Representative LONG. Do YOU think that recycling would work with-
out a tax cut?
Mr. EVANS. What do you mean by the recycling?
Represantative LONG. Well, the recycling of the money, for example,

in the plowback provisions? The recycling of the money in an excess
profits tax. What effect is that going to have upon the overall economic
picture, and is it going to have enough effect to mitigate the harm that
is going to be done by this overall increase that Mr. Schultze and the
committee staff, for example, feel, and I think that you feel, is going
to result.

Mr. EVANS. Well, if we have a complete deregulation of old oil
prices, then I would certainly support a tax cut. Under my plan, where
we have a $2 barrel increase in old oil prices, immediately and gradual
increases thereafter. I do not think the effects are large enough that
it is necessary to have an overall tax cut, but if deregulation occurs all
at once, then I certainly would support a further tax cut because I do
not think that recycling mechanism within the domestic economy
would work fully.

Representative LONG. Basically, the problem is one of getting the
money back in the hands of consumers to keep the economy from con-
tinuing to decline as it did for such an extended period, and that really
does not treat this specific problem, does it?

Mr. EVANS. Well, a lot of this recession that we had last year, in my
opinion, was due to a very stringent monetary policy that we had, and
I would disagree slightly with Mr. Schultze, perhaps, on the balance
that he puts on this. He puts, as I read his testimony, and perhaps he
would want to correct me, but he points in large part to the higher oil
prices, and I do not point to the higher oil prices. I point to the very
stringent monetary policy that we had as the major reason for the
recession.

I am not saying the oil prices had nothing to do with it. They did.
They had a fair amount to do with it, but I think that the monetary
policy aspects of the recession were preeminent last year. Of course,
this year as well. So, I think it is very important to see that we have a
monetary policy which does not allow interest rates to increase very
much and does not lead to another credit crunch, and I think that is
equallv as important. if not more so, than having a tax cut, although
I would also support a tax cut for a recycling, but as I said earlier, you
have a tax cut and then the Fed comes along and says, we did not like
the idea of a tax cut in the first place and so, therefore, we are not go-
ing to support it, and then you have a tax with a zero multiplier, which
means you put it in the consumers' hands and you take It out with the
other hand, and you have accomplished very little.

Representative LONG. Mr. Schultze, as I indicated before, the re-
cycling talk and the emphasis, I guess, rather than just the talk of
it, because we have always been speaking to some degree of it, but
the emphasis that the administration's witnesses last week put on the
recycling without going really this step further. caused me some con-
cern. What is your view about this? Is that, in itself. going to be ade-
quate, or does it require something more than that, and, if so, what in
your opinion, how far do you have to go?

Mr. SCHULTZE. I think it might be useful in thinking about this to
break recycling down into two parts. One, let me call it natural re-
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cycling; if you raise the price of oil in various ways, decontrol, OPEC,
whatever, what do the private recipients do with that money? To the
extent the private recipients, the nongovernmental recipients of that
money, spend it on buying investment goods, drilling equipment, what-
ever, in the United States, that is natural recycling. There will be some
but it will in the next 2 years be very small, just looking at the limita-
tions involved.

Representative BROwNV of Ohio. That is a boom in the oil industry.
That is buying the Alaskan pipeline and all that stuff.

Mr. SCHULTZE. And I think you have to ask yourself how much more
than what we are now getting will an additional price increase do by
way of that kind of natural recycling, and I would say that will, in
the next several years, be quite small. Then you can think of fiscal
policy recycling, in which the Federal Government deliberately steps
in and reduces taxes, and I agree fully with Mr. Evans, hopefully, the
Federal Reserve easing monetary policy so that you can stimulate the
consumer purchases that will be lost and other purchases.

Two kinds of recycling exist, therefore, the natural recycling; if you
are counting on that, it will not be very large, and that is not to say
that ultimately 3. 4. or 5 years down the pipe it will not gcrow.
It will. We have to adjust fiscal policy to it. but initially the natural
recycling will not be very large and, therefore, you need deliberate
governmental policy for recycling, and I think that is what is so
critical.

Representative LON-G. And what kind of figures are you speaking
of there, in general?

Mr. SCGIILTZE. Well. it depends upon scenario. Let me summarize
the impact of the combination of the last dollar import fee, a 3-year
decontrol, and $2 OPEC increase.

Representative BROwN of Ohio. Leave out the $2 OPEC increase
for a minute, or at least separate that out in your thinking.

Mr. SCHTTLTZE. Let's look at it as kind of a target by the end of 1977.
because this is going to occur gradually. If I leave out the O2 OPEC
price increase, I have an approximate $20 billion impact-that is the
$1 import fee, the 3-year decontrol of old oil, and the associated events,
several things-approximately a $20 billion extra oil bill. of which
$15 billion, in round numbers, would be from consumers and $5 billion
spread throneh other buvers, State and local governments. and the
like. In addition, there will be a price increase, because of this, taking
into account secondary effects of about 1.5 to 2 percent, again, by the
end of 1977. througrh wages and other effects-

Representative BRowN- of Ohio. But this is the ripple effect?
Mr. SGUTZF.. May I come back to that in a moment, and talk about

ripple, because there is a problem about what ripple means, but let's
say ripple, and I want to explain what I mean by ripple.

So, $15 to 'A20 billion that vou have to offset, I think, with fiscal
poliev. And the Federal Reserve is going to have to grow the money
supply about 1 percent a year faster than it otherwise would have had
to. if You want to neutralize.

I would also agree with Mr. Evans, that if that comes gradually. the
economy can handle it. If you try do it all at once, there would be a
problem.

With respect to ripple effects--
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Representative BROWN of Ohio. Before you go to that, is that not
essentially what the administration proposed? Did they not propose
a $16 million rebate that would come out of the excise tax, the $2 excise
tax on foreign oil, and that that was the money that was to be recycled,
and this is the action that the Congress never took, and so you are not
getting a recycling?

Mr. SCHvULTZE. If you look at the original administration bill, I
would quarrel with some parts of the recycling, but fundamentally. it
was an attempt to recycle it all, because the original proposal would
have taken in taxes, roughly just about everything that happened.
That is, the Treasury would have captured all of the price rise in one
kind of tax or another, and by recycling it you would not basically
affect the deficit; take it back in taxes and pass it out again. That is no
longer true. I do not know exactly what the plafn is, but it does not
appear to have some kind of a windfall or other taxes, which then
could be recycled, if you see what I am driving at. So I do not quite
know what the Administration current proposals are, with respect to
how that would be decided. We just do not know. My only point is that.
it has got to be done.

Representative BROWN of Ohio. Well, I gather from what the Pres-
ident has said, in groups that met on the energy problem, is that he
still feels there is a need for this recycling, because he has mentioned
the fact that the Congress failed to act upon the recycling proposal
that made last January, when this whole program was laid out for
decontrol, the excise tax and the return of that as a rebate to con-
sumers. And also, you remember, there was a return to municipals
for their costs-of States and municipalities for their additional costs.
And that is why, in your testimony, I was a little confused by the
sudden runup in oil prices during some $35 billion in purchasing
power for consumers, on the second page of your testimony, because
it ran in my mind that those recycled figures were something less than
that. Was that the original proposal?

Mr. SCHULTZE. Whatever the President had in mind was something
on top of the $35 billion cost last year. That is what happened a
year ago with no new energy policy. That is, that has already hap-
pened. It has nothing to do with the President's new program. It
happened in 1974 and took full effect. And what we are now talking
about is the President's proposals on top of that.

Representative BROWN of Ohio. But I am still confused by the
$35, because I was under the impression that the figures were roughly
these; that our foreign oil cost Was $3.2 billion prior to the runup
of Arab oil prices. if that is the 1971 figure, and that in 1974, our
costs for foreign oil were about $24, $25 billion. And that the increase
is about $21 billion. Am I off on my figures?

Mr. SCHULTZE. So far, you are right. You just left something out.
What you left out is the very large increase in the flow of funds to
domestic energy industries with no corresponding, anything like a
corresponding increase in spending upon investment by them, as a
consequence of which, there was a drain from consumers, reducing
consumer purchases not recycled back because for all kinds of reasons,
investment did not increase by anything like that take. So you have
to add not just the drain to OPEC but the internal shift away from
consumers not offset by additional purchases of other goods.
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Representative BROWN of Ohio. Now, am I wrong in thinking that
the oil companies are investing more than the profits they are making
over the last 2 or 3 years?

Mr. SCHULTZE. That is a great puzzle, Congressman Brown, in the
sense that if you look at the national data on investments in the energy
industry, and if you look, for example, at the intentions to invest by
oil, gas, coal, and electric utilities in the energy sector, pre-oil price
increase and then look at them as they actually happened in 1974.
it nets out to a zero change. There was some increase on the part of
oil and gas, roughly offset by a decrease on the part of electric utilities.
And the oil increase was $2 billion or $1.5 billion, offset by an equiv-
alent amount of reduction by utilities. So net energy investment in
1974 did not increase on account of all of this. This will happen again.
There will be some oil and gas increases. My hunch is it will hit
electric the other way.

Representative BROWN of Ohio. Well. I was not putting electric
utilities in the picture. I was trying to speak to the question of profits
in the oil companies and whether or not their investments exceeded
the profits made over that period in which the increases in the price
of oil occurred. And I -was under the impression that the investments
did exceed the income, or the profit increase in the oil companies.

Mir. SCHIULTZE. To tell the truth, I do not know where it vent. That
is, if I look at the numbers on increase in oil and gas investment in
1974. it is about on the order of magnitude of about $1.5 to $2 billion.
If I look first at the gross increase in the price of oil, times the number
of barrels and make an allowance for some, cost increases, I get a
much larger figure. Now, some of that was taken in higher corporate
profit taxes by the Government; some of it is in lease bonus pay-
ments to the Government, but I cannot quite account for it all.

All I know is. that from the point of view of employment and
aggregate demand effects of that big increase in domestic oil prices.
I can find maybe $1.5 billion showing up in additional purchases
and investments.

Now, at this stage, I have not tried to match profits up with this.
All I know is, that has been the result so far.

Representative LONG. AIr. Schnltze, -we have been discussing
here-and of course, as everybody knows. we had all hoped that thing
last vear would be a one-time sort of thing and maybe adequately
described as a one-time real income penalty, I guess is what it woild
be. in the transferring of a sizable chunk of our income to OPEC
and into the oil companies. Howve r the President's plan to de-
control oil prices would impose. I think, a new glut in real income.
upon the consumer. $1 billion in additional figures are again, trans-
ferred to the oil producers, in the absence of a sharp oil price boost.
And let's just assume we do not have that. 'and if we take the exten-
sion of the 1975 tax cut, even assuming that. the extension of the 1975
tax cut. do vou foresee unemployment in late 1977 lingering even
then and under those circumstances at between 6.5 and about 7 per-
cent, somewhere in that field. And -with our oil prices. do vou foresee
close to 8 percent unemployment at that time, which is 2 years
from now?

Mr. SCHULTZE. Yes.
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Representative LONG. The social effects of a scenario of such as

that, if we look at the social effects of what has already happened,

that what-we thought was going to be a one-time thing concerns me

greatly.
Going from your role. as an economist, and coupling it with your

roles that you have played as a public servant in other fields, what

is your feeling about this? Is my concern there justified?
AMr. SnCuLTZE. Yes, sir. First, let me immediately say that I have

no insight into predicting the social consequences in terms of social

unrest and that sort of thing. I cannot do it. I will say that it is. to

use the right word, a disgraceful performance. however one looks at

this. An economy which is the leading economy of the world, and

after all the adjustments for the nature of unemployment and who

is suffering it, to have had 9 percent unemplovment and then to look

forward to a period in which that rate of unemployment at the end

of 2 years get down to maybe 71/2 or 8 percent is disgraceful.
Now, in addition to being disgraceful, it has certain technical con-

sequences that worry me. I am not sure whether-*Mr. Evans would

want to agree with this, but I think it is probably true that if you

have a period of very sluggish recovery-my own judgment is you are

going to get pretty good recovery for 6 months, regardless of what

happens to oil-but over the next 2 years if you got a very sluggish

recovery, I am fairly sure that business investment in plant and

equipment because of what that sluggrish recovery would do, first to

profits on the one hand, and second, to sales, is also going to be very

sluggish. I am then worried that 2 years from now, even if we did

decide to really increase employment and to bringr down the unem-

ployment rate very rapidly, we, then went into a lot of bottlenecks.

Representative BROWN of Ohio. By bottlenecks, You mean

shortages?
MLr. ScICULTZE. Shortages, that is, instead of running into bottle-

necks when the rate of unemployment is 4 or 5 percent, you will run

into bottlenecks when the rate of unemployment is 6 to 7, because the

rate of capacity expansion has been so small. If I were really worried

about business investment, it seems to me paradoxically. in the short

run, not over the very long run, but in the next 3 to 4 years, a vigorous

recovery is the most important thing to promote business investment.

A big recovery in consumer sales and confidence is going to do more

than any kind of tax incentives.
Now, in the long run, there is a legitimate argument, how do you

adust your tax structure out in the late 1970's, but in the next couple

of years, the disgraceful performance is not going to be just disgrace-

ful socially; it may condemn us to years of disgraceful performance
because of that.

Representative LONG. Now, that necessarily involves substantial
risks with respect to inflation and a lot of other related things. but I

have been of the view that that is a risk that we have got to run. and

I basically agree with you. I think it is a risk we have got to run,

because of the fact that we cannot, in view of the strain on the viabil-

ity of many business concerns in this country already, that if we, al-

low another recession, nearly depression, to come after we have been

through -what, now, 8 years and already two fairly substantial ones



94

in S years without really any sustained period of economic recovery
at all, that if we allow another one to come right away, that we are
really going to do great harm and run a great risk of doing very,
very substantial harm to the fiber of the American economic system
and of the American social system. *Would you agree with that?

Mr. SCHULTZE. Yes, sir.
Representative LONG. Now, I am willing to run that risk, and I do

think it is a risk, and I do not underestimate the risk, and I am greatly
concerned about it.

Representative BrzowN- of Ohio. But, your proposal, as I understand,
would call for a tax deduction so as to make these economic decisions
more attractive, that is, the economic decisions for expansion more
attractive to the private sector, so that there is more wealth in the
hands of individual business and private undertaking to encourage
expansion in the market. Is that correct?

Mr. SCHULTZE. Well, I am not exactly sure of that. Let me just say
a little bit more carefully. I said, almost paradoxically, I think that
in the next several years the best thing that could happen to business
investment is a consumer tax cut leading to a rapid recovery in con-
sumer sales, at least for the next 18 months. Easy money is also im-
portant; that is, an expansion in the total economy, and an ability to
finance that at reasonable interest rates, I think, is most important.

If you look, for example, at how much profits are down because of
the recession versus how much you might give back in tax incentives
that anybody is talking about, there is no comparison between the two.
It is the recession and the lack of sales and the lack of output that is
really clobbering profits.

Representative BROWN of Ohio. The problem, however, of expanding
the Federal debt, which must be handled by the private sector, is in
that picture some place. Now, short-run interest rates have been down.
They seem to have bottomed out, along with the predictions that we
have bottomed out in the economy. Long-range interest rates have
never really fallen substantially. They have stopped increasing, but
they have not turned down the same way short-range interest rates
did.

Now, while they are still up there, I would agree with you. If we
can get our tax cuts to stimulate private expansion-and I mean by
that consumer confidence expansion so that the consumer goes out and
buys a new appliance or decides to put a room on the house or may
want to upgrade his household expenditures. But the thing that still
worries me, is that people who are looking at this long-range picture
do not seem to have much confidence that the Federal Government can
restrain itself and restrain the tendency that has existed for the last
two or three generations to expand a proportion of the economic deci-
sionmaking in the country, and so they are keeping those interest rates
up there on the theory that Uncle Sam is going to come in and have to
finance extensively a very large amount of Federal debt.

Is this to be coupled with some fiscal stability or some effort to
control our Federal spending, or are we to go hell bent for election,
as we have been-and I do not use that term casually because the
election seems to have some part of that-hell bent for election in
terms of the addition to the Federal debt.

Mr. SCHULTZE. Let us see. Hoow do I best respond?
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Representative BRowN of Ohio. You say if you could cut the taxes,
you cut your Federal revenues. But then you tend to increase the debt
if you continue to spend on the same escalating expenditure rate that
-we have had in the past, and that presents some real problems about
how you finance that debt out there in' the future someplace.

Mr. EvANs. I think the long-term interest rates have not come down
very far because of the fear of the investment community that there
is going to be another round of double-digit inflation. You talk to
most people in the investment community and you get almost the
unanimous viewpoint of this.

Representative BROWN of Ohio. Well, what causes double-digit infla-
tion if it is not (a) the increase in the money supply, or (b) the in-
crease in the pressure that the Federal Government puts in the private
market to finance Federal debt over the private debt; in other words,
the competition is squeezing out what exists when the Federal Govern-
ment comes in and says we have got to finance $100 billion worth of
debt, and we set the interest rate. We will pay any interest rate we
have to in order to get it financed, and General Motors, when it comes
in with its $600 million debt float that it did here a few months ago,
the next day the Federal Government comes in with $1.8 billion and
people-sell their General Motors debt to buy Federal debt because the
Federal Government will pay whatever interest rate. They may feel
that the Federal Government will fiddle around with the money sup-
ply, or the interest rate, and General Motors, unfortunately, cannot do
that. So, is that not part of the problem? Fearing that double-digit
inflation?

Mr. EVANS. That is one factor, but I would not call it the major
factor. After all, we have a deficit for fiscal 1976 which is going to be
between $60 and $80 billion. Nobody knows for sure yet, and of that,
let us take a conservative estimate, $60 billion, about $20 billion is
mostly tax cuts, and the other $40 billion is because the economy
collapsed, in other words, the deficit itself did not come from huge tax
cuts. The deficit came from the fact that corporate income and personal
income were down so far.

Representative BROWN of Ohio. Yet, in the fact of all that we expand
our Federal spending rather sharply.

Mr. EVANS. Rather sharply is a hard to define term. I think that if
we keep Federal spending growing at the same rate as GNP in cur-
rent prices, both in current prices, I would not personally consider
that to be fairly sharp.

Representative BROWN of Ohio. Federal spending has been growing,
though, over the last generation at a rate much in excess of the GNP
because of the Federal spending-well, now, wait a minute, I should
not say, Federal spending, Government spending.

Mr. EVANS. Including State and local, yes.
Representative BROWN of Ohio. Because Government spending has

taken a sharper or an increased amount of the average citizen's deci-
sionmaking in the economic field. Now, what do we do?

Air. EVANS. That is true enough, but I still think we should have
Federal spending first, if Federal spending continues to grow at the
same rate as GNP. I now consider that a sharp increase as far as State
and local spending. I think a lot of the demographic factors which
led to such a sharp increase in State and local spending are now begin-
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ning to turn around. I do not think we will see the same rate of
increase over the next 5 years.

Representative BROWN of Ohio. Let me just make one point there.
I think that one of the reasons for the increase in State and local
spending has been Federal policy in many of these areas because we
have required that State and local governments to do certain things
in order to qualify for whatever the Federal program is in which they
participate. Manv of our Federal laws have expanded the obligations
of State and local governments to the extent that that growth has been
caused by, Federal policy. Is that not true ?

Mr. EVAD\s. To a certain extent, that is true. I would have to 'go item
bv item. Certainly, in a large number of cases.

Representative BRowxV\ of Ohio. Well, let us just pick up the Law
Enforcement Assistance Administration. Provided you have the fol-
lowing requirements in your local law enforcement operation, we will
provide from funds from the Federal Government for Ilaw enforcement
assistance, and so in order to get a little bit of Federal money, the State
and local government levels have been expanding their expenditures
in law enforcement assistance. That is not to say that the expansion was
not necessary or that it is undesirable. It is just that the Federal policy
has stimulated it.

Representative LONG. Mr. Schultze, -would you pursue the other side
of this question a moment?

Mr. SCHULTZE. Let me look at the numbers with respect to Federal
spending, including its grants to State and local governments. The
easiest way ot describe it is that it has roughly fluctuated between 18
and 20 percent of a mross national product and has not risen as a per-
centage. Moreover. Federal debt as a percentage of total debt in the
economy has come down steadily.

Point No. 2, State and local spending has increased relative to the
size of the economy, and part of that indeed has been engendered by
Federal programs. But that has not been financed by deficit. State and
local governments on balance are not financing this through deficits.

Representative BnROwN of Ohio. Many of them are prohibited by law.
Mr. SCHUTTZE. That is correct. So what you have had then is the

Federal Government keeping approximately the same proportion of
GNP except during the Vietnam War. Second, the Federal debt as a
percentage of total debt in the economy has come down dramatically
and steadily.

Representative Lo.G. Mr. Schultze, just to emphasize a point, from
19,54 as a percent of the gross national product, the Federal debt in
1954 -was 74.8 percent and in 1974 it was down to 36 percent.

Mr. SCHULTZE. My only point is that whatever has been involved in
the business of long-term interest rates and the crowding out, et cetera
by the Federal deficits, that whatever is involved it is much more likely
in the long-term interest rate case to be expectations of inflation, not
Federal deficits or governmental deficits in general. It is indeed true
that State and local governments and total Government, therefore,
may have increased their share of the pie but it has not been done by
increasing their share of total debt in the economy that has been coming
down and down and down.

Mr. EVANS. I think the main reason to get back to the point raised
a minute ago, the main reason for the inflationary expectations has
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to do in other areas. The first major areas in the rate of productivity
growth in this economy has come virtually to a standstill, and that
means that we cannot have wages going up faster than prices if we have
no productivity gains, and so this leads to more pressures on the view
of labor to catch up because their real income is down but because there
is no increase in productivity.

This is fLilly passed along in prices.
Representative BROWN of Ohio. Would you accept that productivity

may be a function of our tax policy because we do not allow for ac-
celerated depreciation as much as other industrial nations of the
world do?

In other words, it is impossible in this country to write off in 1 year
the bulk of your research and development costs. In many of the other
nations of the world, for example, West Germany or Great Britain,
which are not in such hot shape, this is not so. Even the Canadians
allow industry to write off much more quickly than we do. The invest-
ments that they make in capital improvements of their plant, research
and development and a lot of other things that we used to pride our-
selves in, can be written off more quickly elsewhere. Now we really run
pretty far behind other nations.

Air. EVANS. I think so. I think this is one of the major factors and
I think our tax structure is not inducive to high investment as a por-
tion of GNP and therefore high productivity. I think this is a, major
factor. I think that in my opinion affects the thinking of the com-
munity quite a bit and their inflation expectations.

Representative LONG. Mr. Schultze, how would you look at that
vehicle as a method of encouragnig domestic oil production in the
United States with respect to those things actually used in explora-
tion and in the completing of oil wells once a well is found, that same
method of tax write-off?

Mr. EVANS. Of faster tax writeoff, I would certainly be in favor of
having the oil industry use it as well 'as other industries. I would see no
reason to discriminate against the oil industry in this respect.

Representative LONG. What about that as a substitute for the old,
old question of the treatment being given to oil companies in trying to
incite them to move forward more domestic production?

Mr. SCHULTZE. I myself do not think that is terribly important
because of the expensing intangible drilling expenses already. I do
not know what the proportions are but the actual depreciation as
opposed to the writing off of intangible drilling expenses is pretty
small.

So I do not think the oil industry gains a hell of a lot from faster
depreciation. Some but not much.

Representative LONG. It really does not amount to much of them
because it is already available to them with respect to the refineries
and this type of operation.

Mr. SCHULTZE. Well, in the refinery side, that is another matter but
on the drilling side the intangibles already account for a very large
part of their capital expenditure.

Representative LONG. Let's see if we can conclude this by perhaps
both of you giving us a view as to what appears to be taking shape as
the administration's proposal with respect to decontrol and approach
to this problem, and I do not think any of us quite know what that is

63-134-76---8



98

going to be, probably including the administration because I under-
stand that they are meeting today and trying to put their final touches
on it. The attitude that Secretary Morton and Mr. Zarb and Mr. Green-
span had on their last appearance before this committee indicated
to me that they were trying to reformulate their policy because of
their even more than usual reluctance to be pinned down with respect
to specific recommendations.

But let's examine the case for a 2-year decontrol program which is
the one that they seem to talk more of than anyone else, a 2-year
decontrol program, and I think the unrealistic, a $2 OPEC rise, that
seems to be somewhere within the ball park. And as I gather you
would all geenrally agree that this would increase energy costs about
$45 billion over the next 2 years if we did this.

Three or four questions in that regard. How much of that energy
cost rise would be captured by the Government as higher energy
companv taxes under the present law?

Not really a substantial amount, is that not correct?
Air. Evans.
Mr. EVANs. Mr. Schultze, you are scribbling.
AIfr. SCIIULTZE. With the understanding that these are hand scribbles.

With a 2-year decontrol by the end of 1977, my guess would be that
the Federal Government would recapture in the from of higher profits
taxes on oil companies, even if you had no excess profits tax simply by
the normal operation of the corporate tax. about $8 billion.

Representative LONG. Then let me ask the next question. Of course
$45 billion is taken from the American consumer, $8 billion under the
existing loss is not much of a recovery.

Using both of your expert judgments and expertise in this, how
much really to keep us from having dire consequences, how much
should be recoverd? And to rephrase the question. how much should
we cut taxes over the next 2 vears in order to offset this loss of purchas-
ing power due to the $45 billion jump in energy costs in order to keep
things within some equilibrium?

AIr. EVANS. This is $2 OPEC and 2-year decontrol.
Representative LONG. Right. That seems to be the direction in which

the administration is moving.
Mr. EVANS. I would say between $25 billion and $30 billion.
Representative LONG. Between $25 billion and $30 billion.
Mr. EVANS. Yes.
Representative LONG. And that would be added to the $8 billion

roundhouse figure of which AIr. Schultze is speaking?
alh EVANS. Yes. I came up with $10 billion using the same figure.;

he (lidl.
Representative LONG. What is your figure on this line, Air. Schultze?
Mr. ScTruLTZE. I would do it slightly differently to minimize mak-

ing mistakes. I think what you would need at the beginning of 1976
is a tax cut of about $15 billion. Then if events proceed the way they
now look they are proceeding then you would need to raise that to $25
billion in the first part of 1977. My own judgment is. if this were an
ideal world, you wold not need to commit yourself fully to the $25
billion right away but you would certainly need $15 billion as of early
next year and then probably $25 billion-raising that by $10 billion,
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in other words-early in 1977, but you could take a look during 1976

and see how things were happening.
My own view, by the way, as an aside is that if OPEC raises prices

by $2 they might find that it might not stick all the way through 1977.

They might find that. And so I guess I would be a little bit cautious

and have a good sizable $15 billion tax cut and be prepared to raise

it if that OPEC price sticks.
Representative LONG. There is some talk, of course, that the OPEC

cartel might break up every now and then. You see this. I really have

not seen any indications of it that give me any reason for hope at all

and the production increases for these more or less independent na-

tions that we were discussing before, Mr. Schultze, might give you

some reason for hope in this regard. But I think that you are probably

more likely right with respect to even an additional increase rather

than looking at a break up of the cartel and a reduction in prices.

Mr. SCHIULTZE. I am not suggesting a break up of the cartel. I guess

I am suggesting some possibility that you might get some concessional

pricing and so on by the end of 1976.
But I do not want to predict that. I am simply saying that I am not

sure, and therefore I would want to do my tax cut in two stages, that

is all.
Representative LONG. On our hearing on the subject on July 10. Mr.

Zarb alluded to an assessment that his agency made of the ciffering

oil price in areas, including the one that we just went through in round

terms and the effect that they would have between now and 1985,

stretching those out over a period of time.
In the meantime, wve received a copy of the assessment that he al-

luded to and we find that it was carried out at the request of the House

Interstate and Foreign Commerce Subcommittee that has now written

their energy bill and I think we are probably going to take it up on

the floor of the House in the next day or so.
We have asked the Joint Economic Committee to make a staff eval-

uation of the scenario with that assessment that Mr. Zarb alluded to,

and I am going to order that that be made a part of the record at this

stage.
[The staff evaluation referred to follows:]

EcoNoIic IMPACT OF OIL DECONTROL AND OPEC PRICE INcREASE

(Joint Economic Committee Staff Evaluation, July 10, 1975)

The Mandatory Petroleum Allocation Act, including price controls on do-

mestic oil, is scheduled to expire on August 31st. It is widely predicted that a

further OPEC price increase will occur on October 1st. The staff of the Joint

Economic Committee was asked to evaluate the economic impact of these two
events, in the context of the Administrations energy program.

As part of the analysis, a price control or Baseline Case was developed for

comparison with an Administration Case. It was assumed in the Administra-
tion Case that so-called "old" domestic oil is de-controlled, that the present duties
or imported petroleum are retained, and that a 15 percent ($1.56 per barrel)

OPEC price hike occurs on October 1, 1975.
The Baseline Case was developed assuming retention of the existing price

controls on old oil and that an OPEC price increase did not impact the domestic
economy.

Evaluations were conducted by the Committee staff using the Wharton Econ-
ometric Model and by the Congressional Research Service of the Library of
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Congress using the Data Resources Model. These various simulations produced
a reasonable range within which the probable impact of these policies would lie.

The actual levels of Gross National Product, unemployment, inflation, etc., dis-
played in the three tables accompanying this document depend upon the under-
lying forecast of the respective models; they should not be interpreted rigorously
as forecasts by either the Joint Economic Committee or the modeling agency.
Rather, the difference between these variables under each case as illustrated
in the third table can be interpreted as an estimate by the Joint Economic Com-
mittee staff of the change in the examined variables which would occur from any
reasonable level that the economy might attain over the forecast horizon.

The assumption that the predicated OPEC price increase will be 15 percent of
the Saudi Benchmark Crude price, currently $10.46 per barrel, is arbitrary. 15
percent is a reasonable mid-point figure of numerous predictions; it is not a
Conumittee estimate of the magnitude of the oil price rise to be dictated by
OPEC.

Because the policies recommended by the Administration appear to be under-
going some reevaluation at the present time, the assumptions built into the
simulations discussed in this document may be slightly different from the policy
proposals that eventually emerge. The most obvious potential difference lies in
tax policy. The Administration has proposed that there be some "recycling" of
the increased taxes that might be collected on petroleum products through the
tax system. This proposal is not well defined at the present time, but presumably
refers to revenues received from a possible "excess profit" tax on oil producers.
As an exaggerated proxy for this proposal, it was assumed in the simulations
that the 1975 Tax Reduction Act will be extended throughout the forecast
horizon. That extension, of course, is not part of the Administration's present
recommendations.

A second consideration in examining the potential impact of large increases in
energy prices is the role of monetary policy. If large increases in energy prices
are allowed to become effective, the inevitable result will be higher rates of
inflation throughout the forecast horizon. If the adverse impact on real output
and unemployment is offset by tax changes, regardless of whether they represent
"recycling tax" changes or just extensions of previous tax reductions, it will be
necessary to allow the money supply to grow fast enough to accommodate the
increased inflation if the rate of economic growth is to be maximized. The
Administration's recommendation on monetary policy appropriate to accompany
energy price increases is unknown. The simulations described below assume a
reasonably accommodating policy which produces rates of monetary growth well
outside the 51/2 to 7 percent range announced by the Federal Reserve Board.
Clearly, if monetary policy is less accommodating, the adverse impacts of the
assumed energy price increases would be worse.

Simulation Using Wharton Econometric Model:
The following changes were made to assumptions built into the Wharton

model.
The first step in preparing this evaluation was to prepare an econometric fore-

cast which assumes no policy changes. The projection referred to as "Baseline"
assumes that the Mandatory Petroleum Allocation Act is extended throughout
1976 and that the price of imported petroleum remains at approximately $13.50
per barrel, with the OPEC oil price increase matched by a reduction in the present
duties on imported petroleum.

The alternative simulation, which is intended to approximately the Adminis-
tration's recommendations, incorporates the following assumptions: The present
duties on imported oil remain in effect. Regulated domestic oil is assumed to
be decontrolled starting in September, 1975, at the rate of four percent a month;
complete decontrol occurs over a 25-month period. This decontrol is imposed on
a base production level of 5.5 million barrels per day. The OPEC price of oil is
assumed to increase approximately 15 percent, effective October 1, 1975. This
increase is applied to a base level of imports of 6.5 million barrels per day, and a
short-run price elasticity of -. 2 is assumed. The price of a portion of natural gas
(7.2 trillion c.f) and coal (275 million tons) production is assumed to rise in
response to the OPEC price increase and the decontrol of domestic oil. The gas
and coal price increase is also phased, and is tied to increases in the average
price of domestically consumed oil. The impact of these two price rises increases
gradually from a $1.4 billion annual rate in the fourth quarter of 1975 to an $8.5
billion annual rate in the first quarter of 1977.
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In incorporating oil price increases, the assumption is made that the increase

occurs at the wellhead. The price increase is assumed to be passed through the
manufacturing sector dollar-for-dollar with no percentage add-on.

The only other change in the Wharton model is the assumption that Federal

purchases of goods and services will be $3 billion per year higher than they would

otherwise have been due to the increased energy prices. This has been divided $2

billion for defense purchases and $1 billion for civilian purchases.
The attached table shows the difference between the "Baseline" simulation

and the Administration's alternative. It should be reemphasized that the most

important part of this table is not the absolute level of the projected variables,
but the shortfall in output or the increase in unemployment and prices which are
revealed. Annual rates of increase in M, are also listed.

SUMMARY TABLE USING WHARTON MODEL-IMPACT OF OIL DECONTROL AND OPEC PRICE INCREASE

Annual
average
1975:4-

Annual rate of growth 75:4 76:1 76:2 76:3 76:4 77:1 1976:4

Real GNP:
Baseline --- 5.4 6.6 5.3 5.0 6.1 6.0 5.8
Administration -5. 3 5. 7 4. 5 3.2 4. 3 4.1 4. 4

Difference -. 1 .9 .8 1.8 1.8 1.9 1.4

Unemployment Rate'
Baseline -9. 2
Administration -9. 2

9.0 8.9 8.9 8.7 8.6
9.1 9.1 9.1 9.1 9.1

Difference - .- 0 .1 .2 .2 .4 .5-

Consumer Price Index:
Baseline- 3.9 4. 4
Administration -5.8 6. 9

Difference -1. 9 2. 5

Money supply-M,
Baseline .
Administration

5.1 5.1 4.8 4.3 4.9
7.2 8.2 7.4 5.9 7.5

2.1 3.1 2.6 1.6 2.6

7. 9 9.1 8.5 9.2 9.4 9.1 9.0
8. 5 9.6 8.7 9.7 9.5 9.1 9.4

JEC staff estimates consistent with real growth rates.

The simulations using the DRI model incorporated basically the same alterna-
tives as those discussed above. A more complete discussion is contained in the
attached analysis provided by the Congressional Research Service. The second
summary table shows the reduction in GNP and the increase in unemployment
and consumer prices that is produced by the DRI simulations.

SUMMARY TABLE USING DRI MODEL-IMPACT OF OIL DECONTROL AND OPEC PRICE INCREASE

Annual
average
1975:4-

Annual rate of growth 75:4 76:1 76:2 76:3 76:4 77:1 1976:4

Real GNP:
Baseline -7.7 8.0 8.0 9.0 9.7 8.4 8.7

Administration -6.7 7.0 6.1 5.5 5.8 3.7 6.1

Difference -1.0 1.0 1.9 3.5 3.9 4.7 2.6

Unemployment rate:
Baseline -9.1 8.8 8.3 7.9 7.4 6.9-
Administration -9.2 8.9 8.5 8.3 8.0 7.9-

Difference -. 1 .I .2 .4 .6 1.0-

Consumer Price Index:
Baseline -4.3 4.6 4.7 4.5 4.3 4.4 4.5
Administration -5.9 6.0 6.4 6.5 6.6 6.8 6.4

Difference -1.6 1.4 1.7 2.0 2.3 2.4 1.9

Money supply-MI:
Baseline -6.1 8.3 9.4 10.3 9.5 8.5 -
Administration- 6.9 8.6 9.2 9.5 9.2 8.2-
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The third summary table shows the probable rage of the economic impact of the
Administration's energy program. As this table shows, the JEC staff estimates
that by the end of 1976, the economy would be growing at an annual rate of
almost three percentage points below that which might otherwise be expected.
The unemployment rate would be over one-half percentage point higher-indi-
cating an additional one-half million people out of work. And, the rate of inflation
might be about 2½2 percentage points higher than might otherwise be expected.

PROBABLE RANGE OF ECONOMIC IMPACT

75:4 76:1 76:2 76:3 76:4 77:1

Reduction in real economic growth
(percentage points):

Wharton - ----------- 0.1 0.9 0.8 1.8 1.8 1.9
DRI -1.0 1.0 1.9 3.5 3.9 4.7
JECstaff -. 5 .9 1.2 2.7 2.8 3.0

Increase in unemployment rate:
Wharton -. 0 .1 .2 .2 .4 .5
DRI -. 1 .1 .2 .4 .6 1.0
JECstaff -. 0 .1 .2 .3 .6 .7

Increase in Consumer Price Index
(percentage points):

Wharton -1.9 2.5 2.1 3.1 2.6 1.6
DRI -1.6 1.4 1.7 2.0 2.3 2.4
JECstaff 1.7 1.9 1.8 2.5 2.4 2.4

Attachment.

THE IMPACT OF CRUDE OIL PRICES ON THE U.S. ECONOMY

(By Warren E. Farb, Economist, and Lawrence Kumins, Analyst in Energy
Economics, Economics Division, Congressional Research Service, Library of
Congress, July 10, 1975)

Now that it is becoming increasingly evident that the U.S. economy is recover-
ing from its worst post war recession it must gird itself for a new round of de-
pressant shocks. This report will investigate the likely impact on the economy of
those shocks that are likely to emanate from the energy sector of the economy,
in particular the impact of an increase in the price of OPEC supplied crude oil,
and an increase in the price of domestic crude resulting from the decontrol of
"old oil."

In general either of these actions alone would tend to slow the incipient eco-
nomic recovery and to slow and possibly stop the rate of decline in the unemploy-
ment rate. Moreover, the rate of inflation would be increased. The extent to which
these dire effects are realized, however, depends on numerous factors. Obviously,
most important is the size of the OPEC price rise and rate at which domestic
crude oil is decontrolled. Also, of prime importance, however, are the accompany-
ing monetary and fiscal policies, both of which can attenuate a major portion of
the impact.

As a starting point in the analysis, the Date Resources, Inc. (DRI) June 1975
quarterly forecast of the economy was used. This simulation assumes that OPEC
prices will increase by 15 percent or $1.50 per barrel, and that domestic crude will
be deregulated at the rate of 1.6 percent per month which would provide full
deregulation only after five years.

Sudden Deregulation
The first CRS alternative to this control solution assumes sudden deregulation

of all domestic crude oil as of September 1, 1975 coupled with a 15 percent in-
crease in the price of OPEC crude. Assuming no fiscal or monetary policy changes
it is estimated that this would lead to a decline in real GNP of more than 4 per-
cent by the end of 1977 (see attached table labeled "DEREG & 15% OPEC").
This decline in production would be consistent with an unemployment rate more
than 1.5 percentage points higher than the DRI control solution which assumes
a more gradual deregulation. In absolute terms the unemployment rate would
apparently not go below about 8.S percent, in the absence of offsetting fiscal
or monetary policies.

As would be expected from the sharp price increases in all crude oil prices
occurring at the end of the third quarter of 1975, the inflationary impact is
greatest in the beginning and then tapers off. The rate of increase in the CPI
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is expected to be greater than 8 percent in the fourth quarter compared with
5.4 percent in the DRI control. By the end of 1977 it is expected that the rate
of increase in the CPI will have decreased to about 5.7 percent per year under
the CRS assumptions and about 5.4 percent with the DRI assumptions. The
same impact pattern can be observed in the WPI, however, at a substantially
higher level. Since the greatest impact of crude oil price increases is on whole-
sale prices it is expected that the WPI would be the most sensitive measure of
inflation to these type of shocks. In any event by 1977 the rate of increase of
the WPI is rapidly falling back toward 5 percent from a high of an annual rate
of increase of more than 13 percent immediately following the price increases.

If monetary policy, which is primarily under the control of the Federal Re-
serve Board, is allowed to accommodate the price increase the rate of real
growth of GNP will not be as low as would otherwise be the case. In fact in
1976 real GNP would be likely to increase at a rate in excess of 5 percent per
year compared with less than 3.5 percent if monetary policy is not accommoda-
tive (see "WITH MONEY" in following tables). The faster rate of growth in
productivity would be accompanied by a steadily declining unemployment rate,
declining to 7.8 percent by the end of 1977. This is nearly a full percentage
point lower than without accommodation, but still higher than if deregulation
is spread over five years as in the DRI control.

The cost of achieving the stronger economy is an increase in the rate of in-
flation. In terms of the CPI the added inflationary pressures are not felt until
the end of 1976, but in the WPI the rate of increase would be somewhat higher
almost immediately. With an expansionary monetary policy interest rates can
be held down allowing purchasing power to keep pace with the inflation and
thereby encouraging continued investment. While inflationary pressures would
be more severe with accommodation, it is unlikely that the annual rate would
be as high as in the recent past. So long as unemployment remains high the
probability of renewed general inflation throughout the economy at rates in
excess of 10 percent per year are slight. Even in the case of the WPI it should
be noted that while it is increasing at a rate of more than 12 percent per year
in 1976, the rate of increase in one of its major components-petroleum and fuel
products-is about 35 percent. As a result the GNP deflater, the most broadly
based inflation measure, rises at about the same rate with and without accom-
modating monetary policy, but accommodation encourages a much greater level
of real production.

NO CHANGE

The results labeled "No Change" of the attached tables (p. 13) are based on
the assiumption that domestic crude oil will continue to be regulated and that
there will be no increase in OPEC prices. This leads to what can be viewed
as the "best case" since it leads to the highest rates of growth in real GNP, the
lowest unemployment rates, and the lowest rates of inflation. These results,
however, do not take into consideration any political problems that may result
from these assumptions. The stronger performance of the economy given these
assumptions can be traced to the higher levels of consumption that would be
forthcoming, the higher levels of investment, and the lower interest rates.

TWO YEAR PHASED DEREGULATION

A more realistic set of assumptions is that (1) OPEC prices increase by
15 percent, and (2) domestic crude oil is deregulated over a 2 year period. As
would be expected this would lead to economic results "better" than if deregu-
lation were more rapid, but "not as good" as slower or no deregulation.

The rate of growth of real GNP would be 7 percent in the 1st quarter of 1976,
but would fall sharply as the cumulative impact of the increasing energy prices
is felt. Consequently the unemployment rate would fall to about 8 percent by
the end of 1976, but then level off, as inflation steadily increased toward an
annual rate of about 7 percent. (The rate of increase in the WPI would peak
at an annual rate of about 12 percent.)

It is also likely, however, that because of the gradual impact of these assumed
price increases, monetary policy would be quite effective in attenuating the
negative impacts. Instead of the sharp increases in reserve creation and money
growth necessary under the sudden deregulation, assumptions a more gradual
increase would be called for. This would permit the monetary authorities more
latitude in their actions and provide an opportunity to readjust to changing
.conditions.
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[Billions of dollars-SAAR

1975-- ~~~1976 quarters

4th quarter 1st 2d 3d

Total consomption ------------------ 974. 8 1,000.2 1,025.8 1, 051.6
Derhegul~artion and 15 perceot OPEC --------- 979.9 1, 005. 5 1028.4 1,051.7
With moey------------------- 980.3 1,007.2 1, 034.0 1, 062. 7

Dorableo, total-------------------- 133. 0 137. 7 142.5 148.2
Deregulation and 15 percent OPEC --------- 132.9 136.0 130.2 141.2
With money ------------------- 133. 2 137. 2 141.7 147. 7

Nlondurables--.------------------- 422.6 432.2 442. 1 451.9
Deregulation and 15 percent OPEC --------- 426.0 437.4 447. 1 456.8
Wi th money ------------------- 426.0 437.6 448.3 459.4

Services----------------------- 419. 2 430.3 441.2 451.4
Deregulation and 15 percent OPEC --------- 421. 0 432. 2 443. 1 453. 7
With money ------------------- 421.0 432.4 444.0 455. 5

Business fined investment --------------- 146. 2 150. 3 156. 2 163. 0
Deregulation and 15 percent OPEC --------- 146. 5 152.9 159. 4 165. 1
With money ------------------- 146.6 153. 3 160. 7 168. 3

Equipment---------------------- 93. 8 96.8 101. 5 107.0
Deregulation and 15 percent OPEC --------- 94. 1 98. 5 103.6 108. 5
With money ------------------- 94.2 98. 8 104.5 110. 6

Nonresidential construction--------------- 52.3 53. 4 54.8 56. 0
Deregulation and 15 percent OPEC --------- 52. 4 54. 3 55.8 56. 6
With money ------------------- 52.4 54. 5 56.3 57. 6

Residential construction ---------------- 45. 3 51. 2 56.2 62.2
Deregulation and 15 percent OPEC --------- 45.4 50.0 51. 7 53.7
With money ------------------- 45.6 51. 1 54.9 60.3

I nventory investment ----------------- -2. 4 .8 3. 1 2. 7
Deregulation and 15 percent OPEC --------- -2.8 -.2 1.1 -1. 0
With money ------------------- -2. 8 -0 1. 7 .5

Netenports-~~~~~~~~------ 4.1 3.0 2.8 3.7
Deregulation and 15 percent OPEC --- 2.3 3.1 3.8 6.8
With money-~~~~~~~------ 2.3 3.0 3. 1 4.8

Federal military-~~~~~------- 90.9 91.4 92.5 93.4
Deregulation and 15 percent OPEC --- 90.9 91.4 92.5 93.4
With monoy-~~~~~~~------ 90.9 91.4 92.5 93.4

Federal civilian-~~~~~------- 46.3 47.2 47.6 47.8
Deregulation and 15 percent OPEC --------- 46.3 47.2 47.6 47.8
With money ------------------- 46.3 47.2 47.6 47.8

State and local -------------------- 220.5 226.9 234.3 241.0
Deregulation and 15 percent OPEC --------- 221.4 228.1 232.4 236.4
With money ------------------- 221.4 228.2 235.8 242.8

Cross national product-----------------1,525.6 1, 570.9 1,618.5 1,665.5
Deregulation and 15 percent OPEC--------- 1,529.9 1,578.1 1,616.9 1,653.8
With maney- ---------- 1,530.7 1, 581. 5 1,630.5 1, 680. 5

An nual aeo change----------- NA 12.4 12.7 12. 1
Deregulation and 15 percent OPEC ----- NA 13.2 10.2 9.5
With money --------------- NA 13.9 13.0 12. 8

Real GN P (1958 dollars) ---------------- 805. 1 819. 1 832. 5 845.9
Deregulation and 15 percent OPEC --------- 802.4 813.1 818.4 822.5
With money ------------------- 882.9 815. 1 825. 8 836.3

Annual rate of change------------- NA 7. 1 6. 7 6.6
Deregulation and 15 percent OPEC ----- NA 5. 4 2.7 2.0
With money--------------- NA 6. 2 5. 3 5.2

Implicit price deflator (58= 1)---1.8949 1.9178 1.9442 1.9690
Deregulation and 15 percent bOPEC---------- 1. 9067 1.9409 1. 9756 2.0109
With money ------------------- 1. 9065 1.9402 1. 9745 2.0894

Annual rate of change------------- NA 4. 9 5. 6 5. 2
Deregulation and 15 percent OPEC ----- NA 7.4 7. 3 7.3
With money --------------- NA 7. 3 7. 3 7.3

Consumer Price loden (67=1) ------------- 1.636 1.659 1.683 1.706
Deregulation and 15 percent OPEC --------- 1.647 1.676 1.706 1.737
With money ------------------- 1. 647 1.676 1. 705 1.735

Annual rate of change------------- NA 5. 8 5. 9 5. 6
Deregulation and 15 percent OPEC ----- NA 7.3 7. 3 7.4
With money --------------- NA 7. 2 7. 1 7. 2

Wholesale price ondes (67-1) ------------- 1.780 1. 811 1.847 1.879
Deregulation and 15 percent OPEC --------- 1.830 1.888 1.946 1.996
With money ------------------- 1.830 1.889 1.949 2.001

Ananual rate of change------------- NA 7. 1 8. 3 7.0
Deregulation and 15 percent OPEC ----- NA 13. 4 12. 9 10. 6
With money --------------- NA 13. 6 13. 2 11. 2

Industrial production (67-1)-------------- 1.146 1.175 1.201 1.228
Deregulation and 15 percent OPEC --------- 1. 140 1. 165 1. 176 1. 181
With money ------------------- 1. 141 1. 169 1. 191 1. 211

Annual rote of change------------- NA 10.3 9. 3 9.2
Deregulation and 15 percent OPEC ----- NA 9. 1 3. 9 1. 7
With money --------------- NA 10. 4 7.6 6. 8

Housing starts (million units)-------------- 1.541 1.652 1.726 1.923
Deregulation and 15 percent OPEC --------- 1.532 1.530 1.410 1.481
With money ------------------- 1.546 1.601 1.591 1.777

Unemployment rate (percent) ------------- 9. 2 8.8 8. 5 & I
Deregulation and 15 percent OPEC --------- 9. 2 9.0 8. 8 8. 8
With money ------------------- 9.2 & 9 8. 6 8.4

See footnote at end of table.
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[Billions of dollars-SAAR j1

1976 niairtrs
1975-

4th quarter

Federal surplus (NIA)- -77.5
Deregulation and 15 percent OPEC -- 69.7
With money -69. 4

New AA Corp. Utility rate (percent)- 8. 76
Deregulation and 15 percent OPEC- 8.80
With money -8. 77

New high-grade corporation bond rate (percent) 8.44
Deregulation and 15 percent OPEC -8. 48
With money -8. 45

Treasury bill rate (percent) -5.42
Deregulation and 15 percent OPEC -5.74
With money - 5.53

Personal income -1,291. 6
Deregulation and 15 percent OPEC - 1,297.7
With money-1 298.1

Disposabli-come -1,111. 2
Deregulation and 15 percent OPEC-1,117.1
With money - ----------- 1,117.3

Savings rate (percent)- 9. 8
Deregulation and 15 percent OPEC- 9. 8
With money- 9. 8

Corporation capital consolidation allowance -86.7
Deregulation and 15 percent OPEC -86.7
With money -86.7

Profits before tax -116.9
Deregulation and 15 percent OPEC -140.7
With money ----- 141.1

Profits after tax ------------- 71.9
Deregulation and 15 percent OPEC -86.5
With money -86. 7

Annual rate of change -NA
Deregulation and 15 percent OPEC NA
With money -NA

4th quarter percent change -- 9. 6
Deregulation and 15 percent OPEC NA
With money -NA

Ret. unit car sales, total 8.6
Deregulation and 15 percent OPEC- 8. 5
With money- 8. 6

1976-4th
quarter

Total consumption -1, 080.4
Deregulation and 15 percent OPEC -1, 078. 3
With money -1,094.4

Durables (total) 154.7
Deregulation and I percent OPEC -145.0
With money -154.6

Nondurables -462.7
Deregulation and 15 percent OPEC -467.5
With money -471.4

Services -463.0
Deregulation and 15 percent OPEC -465.7
With money 466.4

Business fixed vestment 170.6
Deregulation and 15 percent OPEC- 170. 1
With money -175.9

Equipment -113.1
Deregulation and 15 percent OPEC -112.9
With money -117.0

Nonresidential construction -57.4
Deregulation and 15 percent OPEC -57.1
With money -58.9

Residential construction -68. 1
Deregulation and 15 percent OPEC -57.0
With money -67.0

Inventory investment- 3.1
Deregulation and 15 percent OPEC -- 3.0
With money - ---- ------ -.3

Net exports -4.2
Deregulation and 15 percent OPEC -10.0
With money -6.2

Federal military -97.2
Deregulation and 15 percent OPEC -97.2
With money - 97.2

Federal civilian -48.8
Deregulation and 15 percent OPEC -48.8
With money -48.8

See footnote at end of table.

Ist 2d 3d

-70.6
-65.6
-64.4

8. 64
8.88
& 79
8. 34
8. 57
8. 48
5. 71
7. 21
6. 50

1, 323. 4
1,333.0
1 334. 2
1, 138.6
1,147. 8
1, 148 8

9.7
10.0
9.9

88. 6
88.6
88. 6

123. 8
140. 0
141. 8

76. 1
86. 1
87.2
25. 6

-1.9
2. 1

22. 1
NA
NA

8.9
8.5
8. 7

-62. 6
-62 8
-58 2

8.69
8.96
8.82
8 40
8. 65
8. 53
5. 92
7. 79
6. 56

1, 357. 1
1, 366.0
1, 372. 1
1,166.7
1, 176.0
1, 180.9

9.6
10.1
10.0
90. 5
90. 5
90.5

134.2
141.9
148. 1
82. 5
87.2
91.0
38. 1
5-4

18.9
NA
NA
NA

9.2
8. 5
8.9

-54.2
-59. 7
-50. 7

8. 71
8 93
8. 83
8.42
8. 63
8. 54
6.04
7.64
6. 24

1,394.4
1, 402. 8
1, 415. 0
1, 194. 3
1,204.0
1, 213. 7

9. 5
10. 3
10. 1
92. 4
92. 4
92.4

138. 2
137.7
149.6

84.9
84.6
92. 0
12. 5

-11. 2
4. 1

NA
NA
NA

9. 5
8.4
9. 1

1977 quarters

1st 2d 3d

1,106.8
1,104 0
1,124.0

159.2
148.0
159.6
472.3
477.4
482.4
475.2
478. 6
482.0
178.4
174.4
183.0
119.9
117. 4
123. 5
58. 5
57.0
59.5
70.8
59.8
71.7
3.2

-5. 1
-1. 1

4.3
12.2
6.6

98.0
98.0
98.0
49.7
49. 7
49. 7

1 132.7
1, 131. 3
1, 153.3

164.3
153.0
165.3
481. 1
486.9
492.7
487.3
491.4
495.3
184.6
177. 1
188.3
125. 5
120.8
128.7

59. 1
56.3
59.6
71.6
63.0
74.7
2.6

-7.1
-2.2

4.6
14.0
7.0

98.5
98.5
98.5
50.2
50.2
50.2

1, 159.9
1, 161.91
1, 183 2

169.8
159.68
171.2
490.3
497.0
503. 1
499.8
504.6
5088

177.9
191.0
129.0
122.3
131.6
59.6
55.6
59.5
71.7
66.8
76 .3
2 8

-7.4
-2.3

4.9
15 1
7.8

99.0
99.0
99.0
50.5
50.5
50.5
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1977 quarters
1976--4th

quarter 1st 2d 3d

State and local -------------------- 247.1 253. 1 259. 0 265. 6
Deregulation and 15 percent OPEC --------- 243. 1 249. 6 256. 3 263.4
With money ------------------- 249. 0 255. 1 261.0 267. 7

Gross outional product-170.7,642 18038 1,83.
Deregulation and 15 percent OPEC --------- 1,701. 5 9,742.6 1,78. 1,926.4
With money ------------------- 1, 738. 1 1, 706.9 1,030.8 1,873. 2

Annual rate of change------------- 13.6 10.8 9. 3 9. 0
Deregolatiun and 15 percent OPEC ----- 12.0 10.0 9.7 10.0
With money --------------- 14.4 11. 7 10.2 9. 6

Federal GNP (1958 dollars)--------------- 860.0 872.5 882.2 891.8
Deregulation and 15 percent OPEC --------- 829.8 836.3 843.7 853.1
With money ------------------- 848.6 858.5 866.4 874.2

Annual rate of change-,,-- -------- 7.2 5.7 4.5 4.4
Deregulati on and 15percent OPEC ----- 3.6 3.2 3. 6 4.6
With money --------------- 6.0 4.7 3.7 3.6

Implicit price deflator (58=1) ------------- 1.9980 2. 0219 2. 0446 2. 0666
Deregolation and 15 percent OPEC --------- 2. 0504 2.0836 2. 1138 2.1409
With money ------------------- 2.0481 2.0815 2.1131 2.1429

Annual rate of chuoge------------- 6.0 4.9 4.6 4.4
Deregolation anod 15 percent OPEC ----- 8.1 6.6 5.9 5.2
With money --------------- 7.9 6.7 6.2 5.8

Consumer Price loden (67=1) ------------- 1.730 1.754 1.778 1.801
Deregolation anod 15 percent OPEC --------- 1.767 1.797 1.824 1.850
With money ------------------- 1.766 1.796 1.825 1.853

Annual rate of change ------------- .7 5.7 5. 5 5.4
Deregulation anod 15 percent OPEC ----- 7.2 6.9 6.3 5.7
With money --------------- 7.2 7.0 6.7 6.3

Wholesale Price loden (67-1) ------------- 1.911 1.943 1.973 2.001
Deregulation and 15 percent OPEC --------- 2.039 2.083 2.124 2.162
With money ------------------- 2.047 2.094 2.138 2. 176

Annual rate of change------------- 7.0 6.9 6.3 5. 8
Deregulation and 15 percent OPEC ----- 8. 9 8.9 8.2 7.2
With money~)-------9. 5 9.5 8.7 7.5

Industrial production (61 1-------1.259 1.283 1.300 1.316
Deregulation and 15 percent OPEC --------- 1.191 1.198 1.207 1.220
With money ------------------- 1.235 1.253 1.266 1.278

Anneal rate of change------------- 10.7 7.8 5.4 4.9
Deregulation and 15 perceot OPEC ----- 3.4 2.5 2.9 4.7
With money --------------- 8.4 6. 1 4.1 3.7

Housnigostarts (million units)-------------- 2.033 2.010 1.903 1.892
Deregulation and 15 percent OPEC --------- 1.583 1.635 1.646 1.761
With money ------------------- 1.943 1.975 1.893 1.885

Unemployment rate (percent) ------------- 7.8 7.6 7.3 7.2
Deregelation anod 15 percent OPEC --------- 8.2 8.8 8.8 8. 8
With money ------------------- 8.2 8. 0 7.9 7.8

Federal surplus (N IA)----------------- -50.0 -45. 8 -42.7 -42.7
Deregulation and 15 percent OPEC --------- -60. 1 -58. 1 -55. 3 -55. 3
With money ------------------- -47.9 -43. 6 -40.4 -41. 2

New AA corporatinn utility rate (percent) -------- 8.77 8.80 8.95 8.86
Deregulation and 15 percent OPEC --------- 8.96 8.95 9.03 8.87
With money ------------------- 8.93 9.05 9.25 9.18

New high-grade corporation hood rate (percent) ----- 8.48 8. 51 8.65 8.57
Deregulation and 15 percent OPEC --------- 8.66 8.65 8.73 8.58
With money ------------------- 8.64 8.75 8.94 8.88

Treasury bill rate (percent) -------------- 6.13 6.40 6.91 6.67
Deregulation and 15 percent OPEC_-------- 7.24 7.03 7.24 6.88
With money ------------------ 6.02 6.31 6.90 6.75

Personal income------------------- 1,433.1 1, 465. 8 1,495.3 1,526.8
Deregulation and 15 percent OPEC--------- 1,441.4 1,474.78 1,596.5 1,541.1
With money------------------- 1, 458.6 1,496.7 1, 531. 1 1,566.9

Disposable income -------- 1,226.4 1,252.8 1276.6 1, 382. 1
Deregulation and 15 per~en~tOPEC - 1262 ,6. 1,289.5 1, 317. 7
With money------------------- 1,249. 9 1, 281. 1 1,309. 2 1,338. 5

Saeing rate (percent) ----------------- 9.5 9. 3 8.9 8. 6
Deregulation and 15 percent OPEC --------- 10. 4 10.3 9. 9 9. 6
With money ------------------- 10.1 9. 9 9.6 9. 3

Corporation capital construction allowance-------- 94.3 96.4 98.4 100.5
Deregulation anod 15 percent OPEC --------- 94.4 96. 4 98.5 180.6
With money ------------------- 94.4 96. 4 98. 5 180.7

Profits before tan------------------- 146.3 151. 5 154.0 157.2
Deregulation and 15 percent OPEC --------- 138.2 141.5 144.2 147.0
With money ------------------- 153.8 158.7 161. 0 161.8

Profits after tan.- - - -- -- --- - - -- -- - - - 89. 9 93.1 94.7 96.6
Deregulation usd 1 percent OPEC --------- 84. 9 87.0 88. 7 90.4
With money ------------------- 94. 5 97. 5 99.0 99.4

Annual rate of change,- ---------- 25.7 15.0 6& 7 8.6
Deregulatlion and 15percent OPEC------ 1. 3 10. 0 8. 0 8. 0
With money -IL------------- 6 13. 4 6.0 1. 9

4th quarter percentchange----------- 25. 1 22.4 14.8 13. 8
Deregulation and i5 percent OPEC------ -1. 8 1. 1 1. 7 6. 8
With money --------------- 9.0 iL. 9 8. 7 8. 1

Ret. unit car sales, total ---------------- 9. 8 10.0 10. 2 10. 5
Deregulation and 15 percent OPEC --------- 8.4 8. 4 8.6 9. 0
With money ------------------- 9.3 9. 4 9.6 9. 9

'ET=4:30.4, approximately, CRU =.00151.



107

DATA RESOURCES FORECAST OF THE U.S. ECONOMY

[in billions of dollars-SAARI]

1975 1976 1977 1977 :4

Total consomption------------------- 942. 632 1,039. 486 1,145.982 1, 184. 6
Deregulation and 15 percent OPEC ---------- 943. 901 1, 040. 987 1,146. 441 1, 189. 4
With money------------------- 944. 818 1,049. 566 1, 167. 547 1, 209.7

Durablos (total)--------------------- 128. 684 145. 797 166. 675 173. 3
Doregulation and 15 percent OPEC --------- 128. 661 140. 119 156. 343 164.8
With money -------------------- 128. 746 145. 302 167. 700 174. 7

Nondurablns ---------------------- 410. 489 447. 232 485. 681 499.0
Deregulation and 15 pnrcent OPEC ---------- 411. 326 452. 199 491. 936 506. 5
Wi th money -------------------- 411. 343 454. 210 497. 727 512. 6

Services - - --- - -- - -- - -- - -- - - - -- 403. 459 446. 457 493. 620 512. 2
Derogulation and 15 percent OPEC ---------- 403. 914 448. 669 498. 162 518.1
With money -------------------- 403. 930 450. 054 502. 121 522.4

Business flood investment...--------------- 144. 672 160. 017 185. 772 191. 4
Deregulation and 15 percent OPEC ---------- 144. 757 161. 851 176. 914 178. 2
Wi th money -------------------- 144. 782 164. 554 188. 649 192. 3

Equipment ---- 93. 151 104. 625 126. 310 130.9
Deregulation and15 percent OPE-C------------ 93. 228 105. 897 120. 798 122.7
With manoy. --------------------- 93. 242 107. 720 129. 069 132. 5

Nonresidential construction --------------- 51. 546 55. 391 59. 461 60. 6
Deregulation and 15 percent OPEC ---------- 51. 554 55. 954 56. 116 55. 6
with money -------------------- 51. 565 56. 834 59. 580 59. 8

Residential construction----------------- 38. 982 59. 411 71. 274 70. 9
Deregulation and 15 percent OPEC ---------- 39. 082 53. 103 64. 922 70. 1
With monny -------------------- 39. 052 58. 332 74. 758 76. 3

Inventory investment-- -13. 750 2. 425 2. 855 2.8
Derogulation and 15 peJr-ce-n-t-OP`EC---------- -13. 844 -0. 757 -6. 636 -6. 9
With money-------------------- -13. 838 0. 469 -1. 994 -2. 3

Not exports -- 6. 738 3. 441 4. 931 6.0
Doregua~tian- -and iS pe-rcen't O-P-EC --------- - 6.299 5. 895 14. 352 16. 1
With money-------------------- 6. 295 4. 291 7. 745 9. 6

Federal military---------- 87. 375 93. 625 99. 100 100.9
Deregulation and 15 percent OPEC ..----------- 87. 375 93. 625 99. 100 100. 9
With money -------------------- 87. 375 93. 625 99. 100 100.9

Federal civilian-------------------- 43. 908 47. 850 50. 525 51. 7
Deregulation and 15 percent OPEC --------- 43. 900 47. 850 50. 525 51. 7
With money -------------------- 43. 980 47. 850 50. 525 51. 7

State and lncal -------------------- 212. 737 237. 343 262. 328 271. 7
Deregalation and 15 percent OPEC ---------- 212. 973 235. 020 259. 703 269. 5
With money -------------------- 212. 974 238. 945 264. 410 273.9

Gross national prodact ------------------ 1, 463. 283 1, 6431596 1, 822. 761 1, 880. 0
Deregulation and 15 percent OPEC -------- - 1, 454, 365 1, 637. 575 1,885. 316 1, 869. 0
With money. ------------------- - 1,464. 562 1, 657. 633 1,850. 739 1, 912. 0

Annual rate at change ------------- 4.7 12. 3 10. 9 8. 3
Deregulation and 15 percont OPEC ----- NA 11. 8 10. 2 9. 7
With money ---------------- NA 13. 2 11. 6 8. 6

Real GNP (1958 dollars)----------------- 788. 6 839.5 886. 0 897.6
Deregulation and 15 percent OPEC ---------- 787.9 820. 9 848. 3 868.2
With money -------------------- 788. 0 831. 5 869. 1 877. 5

Annual rate of change-------------- -4. 0 6. 5 5. 5 2.6
Deregulation and 15 percent OPEC ----- NA 4. 2 3. 3 3.3
With mnney ---------------- NA 5. 5 4. 5 1. 6

Implicit price deflator (58-1) ------------ - 1.8552 1. 9572 2.0G569 2. 0945
Deregulation and 15 percent OPEC -------- - 1.8582 1. 9944 2. 1278 2. 1728
With money ------------------ - 1.8581 1. 9931 2. 1291 2. 1789

Annual rate of change ------------- 9. 0 5. 5 5. 1 5. 5
Deregnlation and 15 percent OPEC.. ----- NA 7. 3 6. 7 6. 1
With money ---------------- NA 7. 3 6. 8 6.9

Consamer price loden (67-1) ------------ - 1.604 1. 695 1. 790 1. 825
Deregulatian and 15 percent OPEC -------- - 1.606 1. 722 1. 837 1. 876
With money ------------------ - 1.606 1. 720 1.839 1. 881

Annual rate of change ------------- 8. 6 5. 7 5. 6 5. 4
Deregulation and 15 percent OPEC ----- NA 7. 2 6. 7 5. 7
With money --------------- NA 7. 1 6. 9 6. 3

Wholesale price loden (67-1)-------------- 1.743 1.862 1. 986 2.026
Deregulation and 15 percent OPEC -------- - 1.756 1.967 2. 141 2. 195
With money ------------------ - 1.756 1. 971 2. 155 2. 211

Annual rate of change------------ - 8.9 6. 8 6.6 5. 1
Deregulation and iS percent OPEC ----- NA 12. 1 8.8 6.3
With mnney --------------- NA 12. 3 9.3 6.6

Industrial production (67-1)---1. 119 1. 216 1. 306 1. 324
Deregulaton and 15 pretOE -1. 117 1. 178 1. 214 1. 232
With money ------------------ - 1.117 1. 201 1.269 1, 281

Annual rate of change-------------- -10. 4 8. 7 7.4 2. 5
Deregulation and 15 percent OPEC ----- NA 5. 5 3. 1 3. 8
With money ---------------- NA 7. 5 5.7 1. 0

Housing starts (mul. units) -------------- - 1.2 1. 8 1.9 1.840
Deregulation and 15 percent OPEC---------- 1. 2 1. 5 1. 7 1. 819
With money-------------------- 1. 2 1. 7 1. 9 1. 824

Unemployment rato (percent) ------------ - 9.0 8. 3 7.3 7. 1
Deregulation and iS percent OPEC---------- 9.0 8.8 8. 8 8. 7
With maniny-------------------- 9.0 8.6 7.9 7.8

See footnote at end of table.



LOS

DATA RESOURCES FORECAST OF THE U.S. ECONOMY-Continued

[In billions of dollars-SAARI]

1975 1976 1977 1977:4

Federal surplus (NIA) -- 77. 469 -59, 355 -43. 318 -42.0
Deregulation and 15 percent OPEC -- 75, 514 -62, 045 -Sa 563 -53.6
With money -- 75,445 -55,278 -41.624 -41. 4

New AA Corp. utility rate (percent) -9.10 8.70 8.86 8. 84
Deregulation and 15 percent OPEC -9.11 8.93 8.91 8.79
With money -9.10 8.84 9.17 9.18

New high-grade Corp. Bond rate (percent) -8.71 8.41 8.57 8.55
Deregulation and 15 percent OPEC -8.72 8.63 8.61 8.49
With money- 8. 72 8. 55 8. 86 8.87

Treasury bill rate (percent)- 5.46 5.95 6.64 6.57
Deregulation and 15 percent OPEC -5.54 7.47 6.97 6.74
With mohey -5.49 6.33 6.66 6.68

Personal income _- 1,239.767 1,376.980 1,510.736 1, 555. 0
Deregulation and 15 percent OPEC ,241.925 1,385.795 1, 523.864 1, 573.1
With money - 1,241.371 1,394.951 1,548.348 1,598.6

Disposable income- 1,071.373 1 181.509 1,289.105 1,324.9
Deregulation and 15 percent OPEC- 1, 072. 829 1,191.020 1,303.587 1,343.5
With money -1,072.887 1,198. 314 1,323.223 1,364.2

Saving rate (percent) -9.5 9.6 8.8 8. 2
Deregulation and 15 percent OPEC -9.5 10.2 9.7 9.2
With money -9.5 10.0 9.5 9.0

Corp. Cap. Cors. allow 83.938 91.442 99, 499 102.7
Deregulation and 15 percent OPEC- 83. 938 91.455 99. 530 102.7
With money -83. 938 91.460 99.625 102.9

Profits before tax -170.513 135.597 155.325 158. 6
Deregulation and 15 percent OPEC -113.459 139.440 145.576 149.5
With money -118.566 148.355 160.700 161.3

Profits after tax -66.105 83.341 95.467 97. 5
Deregulation and 15 percent OPEC -69.760 85.703 89.474 91.9
With money -69. 825 91.183 98.770 99.1

Annual rate of change -- 22.2 26.1 14.5 3. 5
Deregulation and 15 percent OPEC NA 22.9 4.4 6.9
With money -NA 30.6 8.3 -1.3

4 quarters percent change -- 22.2 26.1 14.5 8.4
Deregulation and 15 percent OPEC NA 22.9 4.4 8.2
With money -NA 30.6 8.3 4.9

Ret. unit car sales-Total -8.2 9.4 10.3 10.5
Deregulation and 15 percent OPEC -8.2 8.5 8.8 9.2
With money ---------------------- 8.2 9.0 9.7 9.9

*ET=4:30.4, approximately, CRU=.00151.

DATA RESOURCES FORECAST OF THE U.S. ECONOMY

[Billions of dollars-SAARI]

1975 quarters 1976 quarters

3d 4th Ist 2d

Total consumption - - -952.6 973.2 997.4 1,022.5
Durables (total) - - -130.0 133.2 138.5 144.1
Nondurables - - -414.8 421.5 429.6 438.6
Services - - -407.8 418.5 429.3 439.7

Business fixed investment -143.6 146.1 149.0 154.1
Equipment - - -92.5 93.8 96.1 100.1
Nonresidential construction - 51.0 52.3 53.0 54.0

Residential construction -39.6 45.2 51.3 57. 3
Inventory investment -- 11.1 -2.3 1.2 3.9
Net eports -7.9---------------- 5.1 4.3 3.7
Federal military - ----------------- 87.6 90.9 91.4 92.5
Federal civilian-------------------- 44.1 46.3 47.2 47. 6
State and local -------------- 215.1 220.2 226.5 233.6
Gross national product -1,479.4 1,524.7 1, 568.2 1, 615. 3

Annual ratentf change--------------- NA 12.8 11.9 12.6
Real GNP (1958 dollars) -791.8 806.6 822.3 838. 3

Annual rate of chane -NA 7.7 8.0 8.0
Implicit price deflator (58=1) --- 1.8683 1.8904 1.9072 1.9269

Annual rate of chane- NA 4.8 3.6 4.2
Consumer price inde(67=1)- 1.615 1.632 1.650 1.670

Annualerate of chane- NA 4.3 4.6 4.7
Wholesale price index (67=) - ---------- 1.757 1.762 1.773 1.790

Annual rate of change -NA 1.2 2.5 4.0
See footnote at end of table.
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DATA RESOURCES FORECAST OF THE U.S. ECONOMY-Continued

[Billions of dollars-SAAR*I

1975 quarters 1976 quarters

3d 4th Ist 2d

Industrial production (67=1) -1.117 1.149 1.179 1.211
Annual rate of change -NA 11.9 11.0 11.0

Housing starts (mil. units) -1.328 1.539 1.678 1.828
Unemployment rate (percent) -9.3 9.1 8.8 8.3
Federal surplus (NIA) -- 73.5 -80.2 -73.7 -64.8
New AA Corp. utility rate (percent) -9.02 8.76 8.57 8.57
New high-grade corp. bondurate (peicent) -8.67 8.44 8.28 8.28
Treasury bill rate (percent)- 5.28 5.40 5.27 5. 16
Personal income -1, 257.8 1,289. 8 1, 319. 5 1, 350.5
Disposable income -1,083.1 1,109.4 1,134.7 1,160.2
Saving rate (percent) -9. 5 9. 8 9.6 9.4
Corp. cap. cons. allow -84.8 86.7 88.6 90.5
Profits before tax -110.6 108.3 113.2 125.1
Profits after tax -68.0 66.6 69.6 76.9

Annual late of change -NA -8. 1 19.5 49. 2
4th qtr. percent change -- 27.9 -16.3 11.7 NA

Ret. unit car sales-Total -8.1 8.7 9.1 9.6

'ET=4:30.4, approximately, CRU=.00151.

DATA RESOURCES FORECAST OF THE U.S. ECONOMY

[Billions of dollars-SAAR j]

1976 quarters 1977 quarters

3d 4th Ist 2d

Total consumption -1, 049. 2 1, 078. 2 1,105. 7 1,132. 4
Durables (total) -151. 5 159. 5 166. 0 172. 4
Nondurables -448.1 458.1 467.3 475.9
Services -449.7 460.6 472.4 484.2

Business fixed investment -160.6 168.9 178. 1 186. 5
Equipment -105.5 112.0 119.5 126. 5
Nonresidential construction -55.2 56.9 58.6 60.1

Residential construction -65. 1 72.9 77. 2 78. 8
Inventory investment- 4.3 6. 1 7.8 8.8
Net exports -5.8 4.7 3.1 2.0
Federal military -93. 4 97. 2 98. 0 98. 5
Federal civilian -47.8 48.8 49.7 50. 2
State and local -240. 3 246. 5 252.9 259.4
Gross national product -1, 666. 6 1,723.4 1, 772.6 1, 816.6

Annual rate of change -13.3 14.3 IL.9 10. 3
Real GNP (1958 dollars) -856.4 876. 5 894. 5 909. 4

Annual rate of change -9.0 9. 7 8. 4 6. 8
Implicit price deflator (58-1) -1.9460 1.9661 1.9817 1.9976

Annual rate of change- 4.0 4.2 3.2 3.3
Consumer price index (67-1) - 1.688 1.706 1.725 1.744

Annual rate of change -4. 5 4. 3 4. 4 4. 6
Wholesale price index (67-1) -1.806 1.822 1.842 1. 863

Annual rate of change -3.5 3.7 4.5 4. 5
Industrial production (67-1) -1.248 1.294 1.335 1.367

Annual rate of change -12.7 15. 8 13. 2 9.9
Housing starts (mil. units) -2.116 2.298 2.316 2. 209
Unemployment rate (percent) -7.9 7.4 6.9 6.5
Federal surplus (N IA) -- 53. 7 -47. 3 -40.2 -34. 2
New AA Corp. utility rate (%)-8.54 8.56 8.55 8. 68
New high-grade corp. bond rate (%)-8.26 8.27 8.26 8. 40
Treasury bill rate (percent) -5.09 5.15 5.48 6. 19
Personal income -1, 387.5 1, 423.8 1,455.9 1, 485. 2
Disposable income -1,187. 0 1, 216.7 1,242.2 1, 265. 4
Saving rate (percent) -9. 2 9.0 8. 6 8. 1
Corp. cap cons. allow -92.4 94.3 96.3 98.4
Profits before tax -133.4 145.0 15E. 0 162. 3
Profits after tax -82. 0 89. 1 95. 3 99. 7

Annual rate of change -28.9 39.9 30.5 20.2
4 qtr. percent change -20. 6 33.9 36.9 29.7

Ret. unit car sales-total -10.1 10.6 11.0 11. 4

'ET=4:30.4, approximately, CRU=.00151.
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DATA RESOURCES FORECAST OF THE U.S. ECONOMY

[Billions of dollars-SAAR j

1977 quarters

3d 4th

Total consumption -- 1,159.8 1,183. 7
Durables (total) -- 178.6 182.1
Nondurables ---------------------------------------- 484.8 493. 2
Services -- 496.3 508.4

Business fixed investment -- 193.2 198. 4
Equipment -- 131.6 135.1
Nonresidential construction -- 61.6 63.4

Residential construction -- 78. 3 75. 6
Inventory investment -------------------------- 10.2 11 0
Net exports - --- ----------------------------------------------------- 1.3 1. 7
Federal military -- 99.0 100.9
Fodoral civilian - -------- ------------------------------ 50.5 51. 7
State and local -- 266.6 273. 5
Gross national product -- 1, 858.9 1, 896. 6

Annual rate of change -- 9.6 8. 4
Real GNP (1958 dollars) -- 923.0 931. 1

Annual rate of change -- 6.1 3. 5
Implicit price deflator (58=1) -- 2.0139 2. 0370

Annual rate of change -- 3.3 4. 7
Consumer price index (67=1) -- 1.764 1. 785

Annual rate of change - 4. 7 4. 9
Wholesale price index (67-1) -- 1.882 1. 899

Annual rate of change -- 4. 2 3. 7
Industrial production (67=1) ------------------ 1. 395 1. 410

Annual rate of change -- 8.4 4. 4
Housing starts (million units) -------------------- 2.147 2.014
Unemployment rate (percent) ---- 6.1 5.9
Federal surplus (NIA) -- 32. 3 -30. 7
New AA corporate utility rate (percent) -- 8.61 8. 62
New High-grad corporate bond rate (percent) - -8.33 8. 34
Treasury bill rate (percent) --- 6.23 6. 35
Personal income -- 1, 516.3 1, 544. 0
Disposable income ---------- - ---------------------- 1,290.5 1, 312. 8
Saving rate (percent) -- 7.8 7. 5
Corporate capital consolidated allowance - -100.5 . 102. 7
Profits before tax ---------------------------------------- 168.0 170. 2
Profits after tax -- 103. 3 104. 6

Annual rate of change -- 14. 8 5. 3
4th quarter percent change -- 26.0 17. 3

Ret. unit car sales, total -- 11.8 11. 8

'ET=4:30.4, approximately, CRU=.00151.



DATA RESOURCES FORECAST OF THE U.S. ECONOMY

[In billions of dollars-SAAR ']

1975 quarters 1976 quarters 1977 quarters

3d 4th 1st 2d 3d 4th Ist 2d 3d 4d

Total consumption - -952.2 975.3
Durables (total) - -129.9 132. 9
Nondurables - -414.6 423. 0
Services - -407.7 419. 4

Business fined investment - -143.6 146. 2
Equipment - -92.5 93. 9
Nonresidential construction - - 51.0 52.4

Residential construction - -39.6 45.3
Inventory investment - -- 11. 1 -2. 4
Net exports - -7.0 2. 4
Federal military - - 87. 6 90. 9
Federal civilian - -44. 1 46. 3
Stale and local - -215.1 220. 6
Gross national product 1, 478.0 1, 524. 6

Annual rate of change - -NA 13.2
Real GNP (1958 dollars) - -791.3 804. 3

Annual rate of change - -NA 6. 7
Implicitprice deflator(58=1) - - 1. 8678 1. 8955

Annual rate of change - -NA 6. 1
Consumer price index (67=1) 1. 615 1. 638

Annual rate of change------- - NA 5. 9
Wholesale price index (67=1) - - 1.756 1.789

Annual rate of change - - NA 7. 5
Industrial production (67=1) - - 1.117 1.145

Annual rate of change - -NA 10.4
Housing starts (mil. units) - -1.327 1. 540
Unemployment rate (percent) - - 9.3 9. 2
Federal surplus (NIA) - -- 73. 9 -76. 6
New AA Corp. utility rate (percent) - - 9.01 8. 75
New High-grade corp. bond rate (percent). 8.66 8. 43
Treasury h ill rate (percent)--------- - 5.27 5. 44
Federal income - -1, 256. 9 1, 291. 5
Disposable income 1, 082.3 1, 111.3
aving rate (percent) - -9.5 9. 8

Corp. cap. cons. allow - -4.8 86. 7
Profits before tax - -110.3 120. 7
Profits after tax - -67.8 74. 2

Annual rate of change - NA 43. 3
4th quarter percent change - - -28.1 -6. 7

Ret. unit car sales-total - - 8. 1 8. 6

1, 001. 1
137.5
433. 0
430. 6
150. 7
97. 1
53. 6
51. 1

.6
2.8

91. 4
47. 2

227. 1
1, 571. 9

13. 0
818. 0

7.0
1. 9217
5. 7
1. 662
6. 0
1. 824
8. 3
1. 173

10. 1
1. 639
8. 9

-69. 8
0. 67
0 .37
5. 87

1,324.9
1,140. 0

9. 7
88. 6

126. 5
77. 0
21. 0
24. 8
8.9

1, 027. 2
141. 9
443. 5
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156. 9
101. 9
55. 0
55. 7
2. 7
3. 1

92. 5
47. 6

234. 6
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12.9
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6. 1
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6. 4
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6. 4
1. 870

10. 4
1. 197
8. 3
1. 684
8. 5

-61. 3
8.75
8. 46
6. 27

1, 359. 9
1,169. 5

9. 7
90. 5

138. 9
85. 4
45. 2

NA
9. 1

1, 053. 7
147. 0
454. 2
452. 5
163. 9
107. 6

56. 2
60.9

2. 0
4. 3

93.4
47. 8

241.4
1,667.5

12. 2
841. 4

5. 5
1. 9819
6. 4
1.715
6. 5
1. 915

10. 0
1. 219
7. 6
1. 835
B.3

-52. 7
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8.52
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1, 399. 4
1, 199. 2

9. 7
92. 4

144. 1
88. 6
15.9
30. 7
9. 2

1, 082. 5
152. 3
465. 7
464. 5
171. 5
113. 8

57. 7
65. 5

1. 7
5. 4

97. 2
48. 8

247. 7
1,720. 2

13. 3
853. 2

5. 8
2. 0162
7. 1
1. 743
6. 6
1. 961
9. 9
1. 243
8. 2
1. 887
8.0

-49. 5
8.91
8.61
6. 91

1, 439. 6
1, 232. 8

9.8
94. 4

151. 2
93.0
21. 2
25. 3
9. 4

1, 108. 7
155. 4
476. 1
477. 2
178.9
120. 3

58. 6
66. 7

.9
6. 2

90. 0
49. 7

253.7
1,762. 7

10. 2
861. 0

3. 7
2. 0473
6.3
1.771
6. 8
2. 010

10.3
1. 257
4. 6
1. 805
7. 9

-46. 5
8.98
8.68
7. 34

1,473. 9
1, 261. 0

9. 7
96. 4

155. 7
95.7
12. 4
23. 1
9. 3

'ET=4:30.4, approximately, CRU=.00151.

1, 134. 2
158. 5
486. 1
489. 7
184. 5
125. 6
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66. 0

-1. 0
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98. 5
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1, 796. 2
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B.77
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1,536. 2
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9. 3
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1, 104.8
164. 3
505. 0
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59. 4
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12. 3

100. 9
51. 7
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1, 867. 6

7.9
869.6 6
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7. 2
1.861
6. 7
2.154
7. 8
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-1.1
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-49. 4
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1,337.1
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2.8
9. 2
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Representative LONG. Gentlemen on behalf of the subcommittee I
am most appreciative of your coming. I think you have contributed
materially in this regard. We are going to continue our hearings on
this entire subject, and if either of you would have something that you
would like to contribute either verbally at this time or in writing sub-
sequent to the closing of these hearings, we would be most pleased to
have them because I know that I have the view of the other members
of the subcommittee and as a members of the full Joint Economic Com-
mittee and having respect for your views, they come as a result of the
expertise that you had in this over many years, and we do appreciate
your coming.

Do either of you have any further comments you would like to
make?

Mr. SCH1ULTZE. I just wanted to nail down one quick point just to
make sure when you asked about the size of the tax cut, that it is on
top of extending the 1975 cut, not including it.

Representative LONG. Right, it would be added to it. Certainly it is
not overall a very optimistic picture and as you and I were discussing
before, Mr. Schultze, that if we take the lack of confidence in the gen-
eral questioning that the American people are doing about the ability
of our government to function and to handle these very complicated
economic problems that are arising in the world today and what has
happened over the past 8 years and each one in turn, each recession, is
seemingly getting deeper as it comes up on us, that if we flirt with the
risk of another one as a consequence of these things that appear to be
taking shape now, including the administration's policy in this regard,
I think it is a matter to cause us a great deal of concern.

Thank you very much. The subcommittee stands adjourned.
[Whereupon, at 12:10 p.m., the subcommittee adjourned, subject

to the call of the Chair.]
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