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SUSPENDING PRESIDENTIAL AUTHORITY TO IMPOSE
OIL IMPORT FEES; $531 BILLION DEBT LIMIT

FRIDAY, FEBRUARY 7, 1975

U. S. SENATE,
COoMMITTEE ON FINANCE.
Washington, D.C.

The committee met, pursuant to notice, at 10:08 a.m., in room 2221,
Dirksen Senate Office Building, Senator Russell B. Long (Chairman
of the committee) presiding.

Present: Senators Long, Byrd. Jr. of Virginia. Hartke, Mondale,
Haskell, Hansen, Packwood, and Brock.

The Cramryax. This hearing will come to order.

This morning the committee will receive testimony on H.R. 1767,
the bill which was passed by the House of Representatives that would
iuspend for 90 days the President’s authority to impose oil import

ees.

On Monday the committee will hear administration witnesses on
both this bill and on H.R. 2634, a bill to increase the temporary debt
limit. Today. however, we will be hearing witnesses on the 90-day
suspension bill.

The press release announcing these hearings, the acts H.R.
1767 and H.R. 2634, S.J. Res. 12, and a staff memorandum relative to

H.R. 2634, follows:]
1)
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PRESS RELEASE
FOR IMEDIATE RELEASE OOMITTEE ON FINANCE
Pebruary 6, 1975 WITED STATES SEVATE

2227 Dirksen Senate Office Bldg.

FINANCE OOM/AITTEE ANNOUNCES HFARINGS ON BILLS RAISING PUBLIC DEBT,
SUSPENDING FOR 90 DAYS PRESIDENT'S AUTHORITY TO IMPOSE OIL I'PORT FEES

The Honorable Russell B. Long (D., lLa.), Chairman of the
Comnittee on Finance, announced today that the Committee will hold

hearings on Friday, February 7 and on Monday, February 10, on two
measures passed by the House:

1. H,R. 2634, a bill to increase the temporary debt limit
from $495 billion to $531 billion and extending the

temporary debt limit through June 30, 1975.

2. 4.R. 1767, a bill to susnend for 90 days the President's
suthority to increase import fees or tariffs on imports
of petroleum or petroleum products.

The Chairman announced that the Comittee would hear public
witnesses on Friday, February 7: on 'onday, February 10, the Committee
will hear these Administration witnesses:

The Honorable William E. Simon, Secretary of the Treasury
The Honorable, James T. Lynn, Director, Office of

@Ws&;
The Honorable Eric Zausner, Deputy strator o

Federal Energy Administration®

. The hearings will be held in Room 2221, Dirksen Senate Office
Building and will begin at 10:00 a.m,.

PR #3

#The Honorable Frank G, Zarb, Administrator of the Federal
Energy Administration, appeared as the witness.
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94111 CONGRESS
s H, R, 1767
® ®

IN THE SENATE OF THE UNITED STATES

Fernuarny 6,1975

Read twice and referred to the Committee on Finance, under the authority of

the order of the Senate of February 5, 1975

AN ACT

To suspend for a ninety-day period the authority of the President

[} e W N [

under section 232 of the Trade Lxpansion Act of 1962 or
any other provision of law to inerease tariffs, or to take any
other import adjustment action, with respect to petroleum or
products derived therefrom; to negate any such action which
may be taken by the President after January 15, 1975, and
Lefore the beginning of such ninety-day period; and for other

purposcs.

Be it enacted by the Senate and Iouse of Itepresenta-
tives of the United States of America in Congress assembled,
That, during th(_s period beginning on the date of the enact-
ment of this Act and ending at the close of the ninetieth day

thereafter, nothing in section 232 (h) of the Trade Expansion

1
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Act of 1962 (19 U.S.C. 1862 (b)) or in any other provision
of law shall be deemed to grant to the President any an-
thority to adjust imports of petrolecum or any product derived
therefrom,

SEc. 2. (a) (1) Any action which is taken after January
15, 1975, and before the date of the enactment of this Act
by the President under section 232 (b) of the Trade Expan-
sion Act of 1962 or any other provision of law which results
in the imposition of a rate of duty on petrolecum or any
product derived therefrom shall cease to have cffect on the
date of the enactment of this Act, and the entry or with-
drawal of petrolenm and any product derived therefrom on
or after such date of enactment shall be duty free.

(2) Upon appropriate request therefor filed . with the
customs officer concerned on or before the sixticth day after
the date of the enactment of this Act, the entry or with-
drawal of petrolcum or any produet derived therefrom to
which a rate of duty imposed by the President (pursuant to
any action by him after January 15, 1975, and beforo the
date of the ennctinent of this Act under such section 232 (b)
or any other provision of law) applics shall, notwithstanu-
ing the provisions of scction 514 of the Tarift Act of 1930
or any other provision of law, be liquidated or reliquidated
as if no duty applied to such entry or withdrawal.

(b) (1) Any action which is taken after January 15,
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1975, and before the date of the enactment of this Aot by
the President under scction 232 (b) of the Trade Expansion
Act of 1962 or any other provision of law which results in
the imposition of » tax or fee on the importation of petroleum
or any product derived.therefrom which is higher than the
tax or feo imposed on the importation of petrolcum or any
such product on January 15, 1975, shall ccase to have effect
on the date of the cnactment of this Act; and the tax or fee
imposed on the importation of petroleum or any product
derived therefrom after such date of enactment shall be the
tax or fee in effect on January 15, 1975,

(2) Upon request thercfor filed with the appropriate
Federal agency on or before the sixtieth day."after the dato
of the enactment of this Act, the amount of any tax or fce
imposed Dy the President (pursuant to any action by him
after January 15, 1975, and before the dato of the enact-
ment of this Act under such section 232'(b) or any other
provision of law) and paid by any person on the importation
of petroleum or any product derived therefrom which exceeds
the tax or fee that was imposed with respect to the importa-
tion of petroleam or products derived therefrom on Jan-
vary 15, 1975, shall be rebated to such person.

SEc. 3. If during the ninety-day period referred to in
the first section of this Act—
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(1) the Congress declares war,

(2) United States Armed Forces are intro_duceq
into hostilitics pursuant to specific statutory authoriza-
xion?

(8) a national emergency is created by attack-upon
the United States, -its.territories or possessions, or its
.Arnied Forces, or

(4) United. States Armed Forces are- introduced
into such hostilities, situations, or places, or are-enlarged
‘n any foreign nation, under circumstances which re-
quire'a report by thé President to the Congresypur—
suant to section 4 (a)-.of the War Powers Resolution
(50 U.S.C. 1453 (a) ),

the first section of this Act shall not thereafter apply.
SEC. 4. Nothing in the first section and sections 2 and

16 .3 of .this Act shall be deemed to affect the validity of any

17 proclamation or executive order issued before J. anuary 16,

18

1975, . by the President uinder section 232 (b) of the Trade

19 * Bxpansion-Act 0f. 1962,

Pasged the House of Representatives February 5, 1975,

Attest: W. PAT JENNINGS, .
Clerk,

el



| Calendar No. 3
Mﬂ‘lsgg?&gg:‘ss S. J. RE. 12

IN THE SENATE OF THE UNITED STATES

JANUARY 23,1975

Mr. Kexxeoy (for himself, Mr. Jacksox, Mr. Asovrezg, Mr. Bayu, Mr,
Bextsex, Mr. Bipex, Mr. BrookEe, Mr. Bumpers, Mr. Brroick, Mr. Roert
C. Bygp, Mr. CuiLes, Mr. Cuureit, Mr. CLark, Mr. CranstoN, Mr. CrLvER,
Mr. EacreroN, Mr. EastLanp, Mr. Forp, Mr. GLENN, Mr. Gary W. Hagrr,
Mr. Pruuie A. Harr, Mr. Harrke, Mr. Haskere, Mr. Hatriewp, Mr. Hatn-
Away, Mr. HoLLiNos, Mr. Hupprestox, Mr. HuMpurey, Mr, Leauy, Mr,
McCreLran, Mr. McGovery, Mr. McINTYre, Mr. MaoNuvson, Mr. Mans-
FIELD, Mr. METCALF, Mr. MoNpare, Mr. MoNTova, Mr, Moss, Mr. Muskix,
Mr. NeLsoN, Mr. Pastore, Mr. Pewr, Mr. Proxuirr, Mr. Ranoovpn, Mr.
Rieicorr, Mr. Starrorp, Mr. STEvENsON, Mr. StoNE, Mr. SymiNeTON, Mr.
Tux~Eey, Mr. WeIcKkER, and Mr. WiLLiayMs) introduced the following joint
reso]uhon which was read twice, and by unanimous consent, ordered to bc
placed'on the calendar

JOINT RESOLUTION

To prohibit for a period of sixty days the imposition of tariffs,
fees, and quotas on oil imports and the lifting of all price
controls on domestic oil, and to thereafter require the sub-
mission to, and the right of approval of the Congress of any
such action within thirty days.

Whereas the President’s State of the Union message announces
his intention to levy new fees on imports of crude oil and

= petroleum products and to lift all price controls on domestic
oil under the authority of existing law;

VII-O
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Whereas the Congress expressed in the Trade Act of 1974 its
desire that public participation be required prior to the use
of the President’s authority under the national security pro-
visions of the Trade Expansion Act of 1962, as amended;

Whereas imposing import fees and lifting price controls would
increase the price of crude oil and all petroleum products,
including home heating oil and residual fuel oils, substan-
tially, thereby creating major inflationary pressures through-

out the economy;

Whereas consumption of home heating oil and residual fuel oil
already has been reduced substantially in many areas of the
country and therefore imposition of import fees and the
lifting of price controls will result in higher prices to con-
sumers with little corresponding reduction in oil consump-

tion;

Whereas the policy of lifting price controls and using new im-
“port fees to reduce energy consumption represents a funda-
mental policy change as stated by the President in his State

of the Union message;

Whereas the purpose of this joint resolution is to permit the
Congress a reasonable period of time to review and, if
desirable, to develop fair and equitable alternatives to the
President’s proposals to impose a $3 per barrel oil import
fee and to remove all existing price controls on domestic
oil by April 1, 1975: Now, therefore, be it

Resolved by the Senate and House of Representatives
of the United States of America in Congress assenbled,

That, after the date of enactment of this

W NN

joint resolution—
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(a) (1) No new tariff, fee or other charge, and no
increase in existing tariffs, fees or other charge on imports
of crude oil or petroleum products in effect on January 1,
1975, may be imposed cxcept in accordance with subsection
(b) of this section;

(2) No new quota or other limitation on imports of
crude oil or petroleam product other than those in effect
on January 1, 1975, may be imposed except in accordance
with subsection (b) of this section; and

(3)/No increase in the price permitted for oil now
classified as “old” oil under regulations promulgated pursuant
to section 4 of the Emergency Petroleum Allocation Act of
1973 (87 Stat. 629) and in effect on January 1, 1975,
may be established except in accordance with subsection
(b) of this section.

(b) No action covered by the provisions of subsections
(a) (1) through (3) may be undertaken unless:

(1) such action is specifically authorized by law
enacted after the date of enactment of this joint resolu-
tion; or

(2) the specific action proposed to be taken is sub-
mitted to both Houses of the Congress. Each House
then shall have the opportunity to disapprove of such
action within thirty days of the receipt of the proposal,

pursuant to the procedures provided for in sections 906
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(a), (b), and (c), 908, 909, 910, 911, 912, and 913
of title 5, United States Code, except that for the pur-
poses of this joint resolution,

B (A) the period of congressional review and
opportunity shall be thirty calendar days rather
than sixty calendar days;

(B) any reference in such sections to ‘“reor-
ganization plan” shall be deemed to be a reference
to “petroleum pricing actions” which for the pur-
poses of this joint resolution shall mean all actions
referred to in subsections (a) (1) through (3) of
this joint resolution; and

(C) such thirty-day review period shall begin
on the sixtieth day after enactment or when such
action is submitted to the Congress if it is submitted
after the sixtieth day.

If such action is disapproved by either House within the
thirty-day review period, no officer or agency shall have
authority to take any action inconsistent with the pro-

visions of subsection (a) of this joint resolution.
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February 6, 1975

MEMORANDUM

0 ¢ Members of the Committee on Finance

FROM : Michael Stem, Staff Director

SUBJECT: Increase in Temporary Debt Limit (H.R. 2634)

House Bill.--Under present law, the permanent debt limit is set at
$400 bITIion, with a temporary additional limit of $95 billion, effective
through March 31, 1975. H.R. 2634 would:

1. Increase the temporary debt limit from
$495 billion to $531 billion; and

2. Extend the period in which the temporary
debt limit applies wuntil June 30, 1975,

Budget Outlook.--The actual fiscal year 1974 deficit on a Federal
funds basis was $17.5 billion; the wnified or consolidated deficit was
$3.5 billion. The estimates for fiscal year 1975 in the new President's
budget project a $43.0 billion deficit in Federal funds and a $34.7
billion deficit on a consolidated basis. These figures are shown in the

mblg bélow:

(dollars in billions)

1973 1974 1975
) Actual Actual Estimate
Federal funds: |
Receipts $161.4 $181.2 $186.0
Outlays 186.4 198.7 229.0
Deficit (-) -25.0 -17.5 -43.0
Unified budget: .
Receipts 232.2 264.9 278.8
Outlays 246.5 268.4 313.4

Deficit (-) -14.3 - 3.5 -34.7
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IN TITK SENATE OF TIIE UNITED STATES

FFrsrvary 6,1975

Read twice and referred to the Commiittee on Finanee, under the authority of
the order of the Senate of February 5, 1975

AN ACT

To increase the temporary debt limitation and to extend such
temporary limitation until June 30, 1975.

Be it enacted by the Senate and Iouse of Representa~
tives of the United States of America in Congress assembled,
That during the period beginning on the date of the enact-
ment of this Act and ending on June 30, 1975, the public
debt limit set forth in the first sentence of section 21 of the
Second Liberty Bond Act (31 U.S.C. 757h) shall be tem-
porarily increased by $131,000,000,000.

Skc. 2. Effective on the date of the enactment of this

© 00 9 o o B W N M=

Act, the first seetion of the Act of June 30, 1974, providing
II
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1 for a temporary increase in the public debt limit for a period
2 ending March 31, 1975 (Public Law 93-325), is hereby
3 repealed.
' ~ Passed the House of Representatives February 5, 1975,

Attest: W. PAT JENNINGS,
Clerk.

The Cnairman. First I will call on Senator Mondale who would
like to make a statement.

STATEMENT OF HON. WALTER F. MONDALE, A U.S. SENATOR
FROM THE STATE OF MINNESOTA

Senator MonpaLk. Mr. Chairman, I would like to commend you for
the speed with which you called these hearings. I believe this issue is
one of the most important pieces of legislation we will consider this

ear,

Y The effect of the entire Ford energy program, of which the $3 per
barrel tariff is an integral part, will be devastating. I understand that
as we meet today the ti)epart.ment- of Labor is announcing unemploy-
ment jumped a full percentage point in a single month. 1t is now 8.2
percent unemployed—nearly 714 million Americans are out of work

and cannot find it. ‘

Mr. Chairman. T asked the Library of Congress to do a study of the
costs of the President’s energy program upon families throughout the
income scale, and I have just received these figures. And I would like
to put them in the record.!

For a poor family earning $2,500 per year, the Library of Congress
estimates that the total cost of the President’s package will be $341 per
year, compared with the FEA estimate of $256.

For the lower middle-income family earning $8,000 a year, the Ford
package would cost $530, compared to the FEA estimate of $303.

For the middle-income family with a wage of $14,000, the Library
estimates the cost would be $749 per year per family compared to the
FEA estimate of $363.

And for the family earning $24,500, the Library estimates the cost
would be $1,017 a year, and the FEA estimates only $399.

The Library of Congress concludes that the Ford program, when
compared with incomes in each income level for 1973, has “the sharpest
proportional impact on the poor category and progressively smaller
effects toward higher income groups.”

It seems to me we must understand the cruel, devastating impact of
this new tax upon American families and working families. That is

1 See p. 15.
47-048 0—75——2
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why I think it is absolutely crucial that we adopt this pending pro-
posal and stop the adoption of this self-mutilation tax before it in-
creases inflation, increases the recession and unemployment. And if
I may make this one regional point. as I understand it, the Presi-
dent’s authority to impose this tax must be based on a finding of na-
tional security. Well, I come from the upper Midwest. All of our crude
oil comes from Canada. He is proposing to put a $3 tariff on the im-

ortation of Canadian crude. It will cost my State between $100 and

200 million next year. And how can you justify that on the basis of
national security? I have chocked. The Canadians are planning no
attack and there are no armies massed on the border. and I do not see
a single good reason for imposing this kind of burden upon the citi-
zens of the upper Midwest. And I hope we pass this legislation as
quickly as possible.

Mr, Chairman, I ask unanimous consent that the study from the
Library of Congress appear in the record. _

The Crairyax. It will appear at this point.

Senator Moxpare. Mr. Chairman, I would also like to insert at the
end of my statement a telegram sent by the Governor of Minnesota
su &)pt‘ting the 90-day suspension bill.

F he prepared statement of Senator Walter F. Mondale, the Library
of Congress study, and the telegram referred to follow, Oral testimony
continues on page 16.]

[Telegram}

ST. PAUL, MINN,, February 6, 1975.
Hon. EpwaRrp M. KENNEDY,
U.S. Senate, -~ »
Washington, D.C.:

I support legislation now before the Senate Finance Committee to suspend
for 90 days the President’s proposed fee on imported oil. Minnesota's refinerles,
which depend almost exclusively on Canadian crude oil, would be placed at
a distinct competitive disadvantage by these fees. Assuming the refineries
continue operating and pass the increased costs on to consumers, it will cost-
Minnesotans an estimated $100 million to $200 million a year. The major burden
would fall on rural Minnesota, where some 60 percent of the families heat
with fuel ofl. I urge you to support this legislation. I share the President’s
goal of reducing our dependence on imported oil, but I would hope the Congress
can find a more equitable way of realizing that goal.

WENDELL R. ANDERSON,
Governor of Minnesota.

STATEMENT OF SENATOR WALTER F, MoNDALE

Mr. Chairman, I would like to commend you for the speed with which you
have called hearings on HR 1767. 1 believe it is one of the most important
pieces of legislation which we will consider this year.

The effect of the entire Ford energy program—of which the $3 per barrel
tariff is an integral part—will be devastating. In fact, its effect will be much
more devastating than the Admninistration has been willing to admit.

A preliminary study prepared at my request by the Library of Congress
shows that the direct and indirect costs of the President's program will hit hard
at families throughout the income scale.

. I am releasing this study this morning. Its principal conclusions are as
ollows :

For the poor family earning $2,600 per year, the Library of Congress estimates
that the total costs of the President’s package will be $341 per year, compared
to the FEA estimate of $256.

For the lower middle income family earning $8,000, the Library estimates
that the Ford package would cost $530, compared to the FEA estimate of $303.



15

For the upper middle income family with income of $14,000, the Library
estimate contes to $749, well above the FEA estimate of $363.

And for the family wita earnings of $24,600, the Library estimates additional
costs of $1017, far above the FEA’s $399 estimate,

Finally, the Librairy’s conclusion is that the Ford program, when compared
with incomes in each income level for 1973, has “the sharpest proportional
jmpact in the poor category and progressively smaller effects toward higher
income groups.”

Mr, Chairman, I believe that this Library of Congress study places in perspec-
tive the Presidential program of which the oil import tariff is the first part. The
impact on American families, and particularly the poor and middle income family,
will be cruel. And in return for this cruel impact on every American family,
what will we gain? I do not believe that the Administration has convincingly
demonstrated the case for its program.

They have not told us why the one million barrel per day cut is needed this
year—with our economy already in deep recession.

They have not told us how the $3 per barrel tariff which the President is
imposing will reduce foreign oil imports.

They have not told us how a plan which takes over £50 billion per year away
from consumers and returns only $19 billion per year directly to consumers will
help our economy prosper.

And they have not told us why an energy program which addressed our
commonly lield goal of cutting energy consumption is a more gradual yet definite
manner could not achieve as much both at home and abroad as the President’s
plan.

Yet in spite of all they have not told us, we do know that this plan will
have a real impact. I'd like to briefly give some illustrations of the impact of
that program on my state of Minnesota.

The President has told us that he Is imposing the tariff on foreign oil on
grounds of national security. Yet he included in that proclamation imports of
Canadlan ofl, which are vital to iny state. We rely on Canada for over half our
entire crude ofl supply. I am aware of no imminent plans of the Canadian
government to invade across the Minnesota border. And I am aware that the
Canadians have been a reliable source of crude oil for well over a decade, Yet
they are treated in the same way as oll coming from Saudi Arabia or Kuwait.

Based on this questionable premise, the President’s tariff will impose between
$100 million and $200 million in added fuel costs for my state alone. Just this
part of his plan—without the additional costs of the decontrol of old oil or
the tax on natural gas or any of the other inflationary parts of his proposals—
could add up to $200 per year to the fuel bill of the Minnesota family. And this
program’s impact on jobs and the economy of my state could be significant.

Mr. Chairman, I hope that the fmpact of this program on the nation will be
thoroughly probed in-these hearings. We in the Congress have a heavy responsi-
bility to come up with meaningful alternatives to the President’s plan. But our
most important task must be preserving the purchasing power of American
consumers while we develop those alternatives. And approval of HR 1767 is
a must in fighting the most immediate inflationary and recessionary impact of
an unwise policy.

THE LiBRARY OF CONGRESS,
CONGRESSIONAL RESEARCH SERVICE,
Washington, D.C.

IMPACT OF THE FORD ADMINISTRATION'S ENERGY PACKAGE BY INCOME CrLAss—A
PRELIMINARY ROUGH ESTIMATE

(By Henry Canaday, economic analyst and Lawrence Kumins, analyst in energy
economics, Economics Division)

This report allocates the costs delineated in our paper “Administration’s
Energy Tax Proposals and Related Measures” dated January 28, 1976. We have
allocated these increased costs to income groups as categorized in The Ford
Foundation Energy Policy Project Report, “A Time To Choose—America’s Energy
Future,” Chapter 5. Here estimates are made of each level’s household energy
budget. Both direct and indirect (embodied in other products) energy consump-
tion costs are estimated. We have adjusted these 1972-73 averages upward to
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1974 costs and then added in possible increases which could flow from the Presl-
dent’s $50 billion impact package of proposals.

Indirect energy costs as calculated in the Ford Foundation report were ad-
Justed upward to reflect our estimate that the energy proposals will raise all en-
ergy costs by about an average of 50 percent all told. Original table 28 data
were first converted to dollars, using 55 cents per million Btu (the average elec-
tric utility fuel cost data «coltected by the FPC). This amount was then adjusted
to reflect the approximate 135-percent increase in raw energy costs from the sam-
ple period to late 1974. Utility fuel costs are regarded as base line data for indus-
trial fuel costs and are accordingly biased toward the lower end.

Household energy expenditures were adjusted upward by the appropriate
Consumer Price Index components to December 1974 levels. Then the following
increase factors were applied to the Ford Foundation’s cost categories: Natural
gas (delivered cost) 10 percent; Electricity (incl. primary fuel cost increases)
40 percent ; gasoline 20 percent.

Table 1 below delineates our results as to 1974 household energy costs and how
they would be affected by full implementatton of the Administration’s total pack-
age. Column 4 presents one measure of the package's relative impact by income
class—a comparison between the dollar change in energy costs and the average
income for each class. Unadjusted 1973 averages were used because no reliable
means of “indexing” these figures forward to late 1974 exists which would not
distort the results to some extent. If we take account of the fact that inflation
has raised nominal incomes since 1973, this would reduce slightly each of the
figures in column 4 but would not alter their fundamental pattern: sharpest pro-
portional impact in the poor category and progressively smaller effects toward
higher income groups.

TABLE 1.—ANNUAL ENERGY EXPENSES BY INCOME CLASS

Diﬂm‘r.m a?
percentags o
1973 average

Under Ford Difference income for

December 1974 package (col.2~—col. 1) each class

Pw(:)l t $490 $603

OO . e iieceeaieeenncanananeeneee $490 8603 ... ... iieiiciieieeo..
Indirect. .. ..o iiciiiiaeiaeiaees 456 684 i
L (] ¢ L N 946 1,287 $341 13.6

iddle:

"“'61&1.‘.’ ....................................... 758 [ X X
Indireet. .. oo cceaaaaan 110 | N L N
Total e 1, 468 1,998 530 6.6

Upper middie

PPDIOR. e e 1,128 L3I oo
Indirect. . . oo 1,090 | N L N
L 1 N 2,218 3,012 94 5.7

Well off:
111 SR 1,337 1,646 ... e,
Inditeet. .. o iiiiiiieiieaiaaes 1,415 123 s
L (] U 2,152 3,769 1,017 4.2

In utilizing the tabled figures, one important caveat ought to be observed.
If the data in column three can be taken as, in some real sense, the ‘cost” of
adopting President Ford's energy package, this does not mean that the cost
of rejecting it is zero. Even holding individual energy commodities to present
price levels would not prevent increases in the nation’s energy bill-—the steady
displacement of natural gas by more expensive petroleum and of declining
domestic oll by high-priced imports would gradually boost the average price
of energy to industries and consumers. For the very immediate future, we may
treat these prices as level and thus arrive at a rough gauge of the impact of the
departure the President is proposing. Over the coming years, however, the
difference is sure to narrow, and assessing the harsh nature of our energy options
will of course require more than the simple arithmetic attempted here,

The CiamrMan. The next two witnesses will be Senators Kennedy
and Jackson who have sponsored a resolution to suspend the Presi-
\
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dent’s authority. I suggest that, Senator Kennedy, you and Senator
Jackson decide among yourselves how you wish to proceed.

Senator Kennepy, Well, thank you very much.

Senator JacksoN. It appears to be unanimous.

STATEMENT OF HON. EDWARD M. KENNEDY, A U.S. SENATOR
FROM THE STATE OF MASSACHUSETTS

Senator Kennepy. Thank you very much, Mr. Chairman and mem-
bers of the committee. I would like to introduce our panel here this
morning, and then I would like to file my statement with the com-
mittee and make some comments. .

I think there are witnesses here this morning who are all familiar
to this committee. On our right is Charlie Se wltz who is a distin-
guished economist and served with great distinction as Director of
the Bureau of the Budget, and then Attorney General Jim Guy
Tucker of Arkansas, and Governor Salmon of Vermont, and John
Sawhill who until very recently had been the principal administra-
tion architect in developing alternatives on energy policy as FEA
Administrator. )

Mr. Chairman, with the permission of the committee we will be
talking about H.R. 1767 that ({)assed the House of Representatives by
309 to 114, strongly supported by Members of both sides of the aisle,
and S.J. Res. 12 which is a resolution introduced by Senator Jack-
son and myself which now has presently some 52 cosponsors of the
U.S. Senate. .

First of all T want to join in expressing a warm sense of apprecia-
tion to you, Mr. Chairman, and to_the members of the committee for
holding this hearing this morning and permitting us the opportu-
nity to testify in favor of H.R. 17 6%. You indicate at least your strong
desire and willingness to permit the Senate as a whole to express
itself on these matters. And this is something of which we are ex-
tremely appreciative. I think that even though we are -very hopeful
of gaining your support, it is & clear indication that you believe that
we ought to have an opportunity to express ourselves on these matters,

Mr. Chairman, there are basically three fundamental reasons why
I think H.R. 1767 ought to be considered favorably by this com-
mittee. First of all is the economic situation that we are facing in
this country at the present time with-the announcement of 8.2 per-
cent unemployment in January. All we have to do to observe the
trend is to look back over the period of November and December, 6.5
percent in November, 7.2 percent in December, and 8.2 percent un-
employed in January. I dare say we have had a classical abdication
of economic responsibility by this administration probably that we
have not seen the likes of since the Hoover administration. We are
facing a dire economic situation, and if we talk of an energy program
taking anywhere from $55 to $60 million out of the purchasing power
of the consumers of this country—these are not the figures that
have been developed by individual Members of the Senate or the Con.
gress, they have been testified to by many of the most outstanding,
responsible economists who have served gemocmtic and Republican:
administrations, as well as by economists of the Library of Congress—
then we are only asking to put this country into a depression,
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So Mr. Chairman, this program makes no sense economically and
cannot be justified economically particularly because of the recession-
ary pressures which exist in our society. -

Second, Mr. Chairman, this program is not targeted to the principal
area of need which is a reduction of gasoline. The President’s program
is a meat ax approach to something that ought to have a scalpel. If
you look at the Federal Energy Administration report and its sum-
mary of figures, you will find out that in the three principal categories,
motor gasoline, distillate, and residual fuel oils, that the total savin
are going to be higher in residual. 310,000 barrels and proportionally
higher in distillate 238,000, than in motor gasoline where only 278,000
barrels are expected to be reduced.

Well, the residual product is obviously a product which fuels our
principal industries as well as our utilities, and they are going to be
the hardest hit. Distillate, which is in the home heating area, and we
have seen in our part of the country a reduction of approximately 22
or 23 percent by voluntary means, that is going to be the second area
that will be hit. Yet. only 278,000 barrels of motor gasoline, which all of
us agree is the area where there should be the most substantial reduc-
tion are planned to be reduced. So I dare say that the program has been
ill-conceived if it works even according to the optimistic estimates of
the administration. If we are talking about attempting to really meet
the problems of energy wastage in our society, we can fashion a much
more effective program.

The third point, Mr. Chairman, is that this program works the
greatest inequity on the low-income family, the workers and the elderly,
and generally they are not the ones who are involved in the wasting of
energy.

Ax%'};dditional point that I would like to make here, Mr. Chairman, is
that it works a serious discrimination on different sections of the
country. Senator Mondale and other Midwestern Senators have talked
about how this has worked to the disadvantage of the Midwestern and
Northern Midwestern States. This as well works adversely on New
England. As you can see from these charts, approximately 85 percent
of the energy resources of New England are developed from il prod-
ucts as compared to approximately 45 percent for the other parts of
the country. If you would be kind enough to move to the next chart.
Second, as you can see from this chart, New England relies on foreign
crude for a substantial amount of its oil so that the dollar tariff on
crude still works a severe hardship on New England.

CHART 1
SOURCES OF ENERGY

[In percent]

New United

England States

23 18

24 8

32 7

6 13

] 2

1 17

5 5
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CHART 2
SOURCES OF PETROLEUM
[in percent}

New United
England States
Foullgn crgddo (‘f?ﬁm?t inUnited States). . ... it ieeeeeeim——————- ‘38 32
oreign Product IMPOmS . L. o iiiiiiieeeeeneeeaeaaae M ..
BOMUSHI. - or oo 3 3]
B 1 U 100 100
CHART 3

Per household cost increases of President’s program

Direct New E |Lo\;

ener ew Englan
& FEA estimate Reﬁ‘uonal H;Xh
Current of Ford cost! Commission 2 NERCOM?
Totalcost. . ... ... .. ... $1,238 $1,418 $1,466 $1,559
Distillate. . ... .. 330 386 415 458
Natural gas 89 103 103 103
Electricity_ .. _............. 255 210 218 306
Gasoline_ . ... el 564 659 670 692

1 $180 more than current.
1 $228 more than current.
3 $321 more than current.

And the third chart, which shows, Mr. Chairman, the figures that
have been developed by the FEA, which would indicate what the di-
rect cost was going to be for New Englanders, and the far higher
estimates deve opec% by the New England Regional Commission. And
we are working at this time with the administration to demonstrate
quite clearly and effectively that the financial burden to the homes
of New Englanders and those in the northeastern part of the country,
the East Coast States, and the Northern Tier States is going to be
a burden that will not be evenly shared by the other parts of the
country.

We have 6 percent of the poPuIation, we consume 23 percent of the
heating oil, and the President’s program, even with the rebate pro-
gram, 1s still going to produce severe inequities.

So Mr. Chairman, I would be extremely hopeful that we could de-
velop these various points with the committee at whatever length they
would so desire. Just in conclusion, let me say that, among those Mem-
bers of the Senate who cosponsored S.J. Res. 12, there is strong sup-
port for the administration’s program to provide additional purchas-
ing power among the consumers of this country. So we support the
President in that particular endeavor.

Second, as Senator Jackson has ably demonstrated, both in his
presentation of the Ener%y Conservation Act last year and in the

assage of the original act by the Congress, there is a strong support on
th sides of the aisle in the conservation efforts of the administration.

But where we are at odds and have strong differences with the ad-
ministration is in this area of input fees and price policies which has
been implemented by the administration without the participation of
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the Congress and which we think is going to add to the problems of
recession, significantly endangering our economic recovery. It has been
done without the consultation of the Congress, and as the Attorney
Gieneral of Arkansas and other Governors and attorneys general have
pointed out, there is some question as to the legitimacy of those ac-
tivities before the courts of law of this country. .
The Cra1iraan. Thank you, Senator. I think it would be best if each
of you make a statement first, and then those Senators who want to

ask questions can go right ahead.
[Senator Kennedy's prepared statement follows:]

STATEMENT BY SENATOR EDWARD M, KENNEDY IN SUPPORT OF A 90-DDAY DELAY IN
O1L IMPORT KEES

Mr. Chairman, I appreciate the opportunity to appear before the Senate
Finance Committee in support of H.R. 17687 which imposes a rolt-back of the $1
per barrel tariff fmmposed last Saturday and a 90-day delay of any additional
tariff, fee or quota.

We believe that a 90-day delay will assure the Congress an opportunity to
develop a cooperative approach with the executive branch in resolving our energy
problems; but one which does not drive the nation's economy further into the
ground.

The number one issue in America today is ending the recession and putting
our labor force back to work. We cannot afford the President’s budget assumption
that 7 million Americans will be out of work over the next three years. We can-
not afford the President’s budget assumption that our gross national product
will decline again, And we cannot afford the President's budget assumption that
we will continue to have double-digit inflation.

Our concern is that the President’s energy program was developed without
any deep understanding of its devastating effect on any hopes of economic
recovery.

That same concern was the foundation, I belleve, for the overwhelming 309
to 114 vote of the House of Representatives on Wednesday in support of H.R.
1767. That actlon reflects a similar expression of opposition to the tariff and
tax portions of the President’s energy program in the Senate.

I introduced S.J. Res. 12 on January 23, 1975, with Senator Jackson. S.J. Res.
12 now has 52 other cosponsors from both sides of the aisle.

‘That resolution had two Kkey elements: first, the delay of the effective date
of any additional tariffs, fees or quotas on imported petroleum for 90 days; and,
second, a similar delay of any attempt to lift the existing price celling of old
oil. The resolution would assure a 30-day review period of any proposal following
its submission to the Congress.

The House measure now before the Committee incorporates the 90-day delay
of tariffs, fees or quotas contained within the Kennedy-Jackson resolution.

We fully support its provisions as the most urgent matter before the Congress.

Without the approval of thix bill, the Congress would have no opportunity to
interpose adjudgment whether an alternative energy program can be devised
which does not jeopardize the economy.

We believe that the President's energy program, of which the import fees are
a major part, is not in the national interest. We believe that it will add a mini- -
mum of $55 to $60 Lilllon to the backs of the nation’s consumers. And we believe
it will subvert the positive impact of a tax cut that is essential to stimulate the
economy.

The Administration talks of a $30 billion direct cost and a 2 percent increase
in the cost of living index resulting from thelr energy program.

Those figures are challenged by economists from both parties and by the
Library of Congress.

On Monday, in Boston, Dr. Otto Eckstein, former member of the Council of
Economic Advisors to President Johnson, testified that his estimates showed
the impact of the President’s energy program would be prices between 3.6 to 4
points higher on the cost of living index.

If we want to end double-digit inflation that has prodiuiced the first decline in
the take-home pay of the American worker in 20 years, then the President's
energy program is unacceptable.
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A $3 tariff essentially tells the OPEC producers that the price they are charg-
ing for crude oil, some $11 per barrel, is $3 too low. It makes no sense if one of our
goals Is to see the world price of oll decline. It makes no sense unless we want
to put more money into the coffers of major oil companies.

Even more disturbing, Dr. Eckstein testified that withdrawing $55 to $60 billion
in added energy and energy-related costs would doom any hopes of rescuing the
economy from its deep recession. He said there would be a real threat of 9 per-
cent unemployment nationally by the end of the year and as high as 10 percent
unemployment at some point next year.

1 spoke to 10,000 angry United Auto Workers on Wednesday. They want Con-
gress to understand that every decision we make should be designed to put them
and the other 7 million unemployed Americans back to work. In Massachusetts,
nearly 10 percent of my state's labor force is jobless. It would be irresponsible
to permit an energy program that threatened to add more men and women to
the unemployment rolls to take effect.

Before the House Ways and Means Comnittee, a series of economists testified
to the potentially devastating impact of the Ford energy program on the chance
for economic recovery.

Dr. Robert Gordon, of the University of California at Berkeley stated of the
energy program . “The inflationary effect is self-evident. Oil products will rise
significantly in the price. At the same time, there will probably be a net depressive
effect on the level of economic activity.”

Dr. Joseph A. Pechman, director of economic studies, at the Brookings Institu-
tion testified : *The proposed taxes on petroleum are, unfortunately, an ill-advised
approach to the energy problem. These taxes will be counter-productive in two
respects: first, they will raise prices substantially—certainly more than the
direct 2 percent effect to be felt initially—as the effect of the petroleum tax in.
creases Is pyramided through the economy ; second, on balance, they will depress
demand, because $6.5 billion of the $30 billion tax increase will be used to reduce
the corporate tax rate, reduction that will have little effect on corporate spend-
ing at least in the short run. Thus, the energy program will be inflationary and
deflationary at the same time.”

Walter W. Heller, former chairman of the Council of Economic Advisors, now
regents professor of economics at the University of Minnesota, testified : “Pres-
ident Ford’s 30-30 energy program would deal a fourth blow to the economy—
another double whammy that would boost inflation and worsen recession.”

Paul A. Volcker, now a senior fellow at Princeton’s Woodrow Wilson School
of Public and International Affairs, testified that the President’s energy program
“could be another drag on business activity. ..."” He added, “Much clearer is the
upward impact on the price indices, which I suspect the officlal 29, estimate
understates significantly in seemingly accounting only for the direct price effects
on oil and from the new taxes.”

Philip Klutznick of the New York investment bankers, Salomon Brothers,
testified : “The Administration estimates that for the average family it would
mean a hike in their energy bills on the order of $250 or $300 a year. Counting
indirect costsg, the bill will be substantially higher....” )

Finally, Mr. Chairman, Arthur Okun, former chairman of the Council of Eco-
nomic Advisors, testified: “Nonetheless, one aspect of energy policy looms as a
dire and imminent threat to our economy. If the President levies the indicated
tariff on imported oil and all ol prices are decontrolled before any offsets to
these measures are enacted, the President would be draining real income away
from the American consumer at the enormous annual rate of nearly $30 billion.
I cannot believe that the President intends to risk a depression in order to hasten
Cungressional action on his energy proposals. Yet his own recent words point in
that direction. The Congress must ensure against any such ruinous actfon—it
possible, by appealing to the President's good judgment; but, if necessary, by
relsltlricth,lg his statutory powers over tariffs and mandating the extension of price
ceilings.’

Mr. Chairman, these are the warnings of eminent economists of both parties
who fear the consequences of the energy policy on the nation’s economy.

I share thelr concern; and taking them at their word. I believe the most re-
sponsible course of action available is to approve H.R. 1767 and delay the $3 per
barrel tariff for 90 days.

I would like to emphasize for a moment that it is not only the economists
who fear the impact of this policy. The people of this country fear its impact.
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I believe they are ready to sacrifice and to do their share to attempt to meet

the need for reduced consumption. But they do not believe the way to do it is

by raising the prices of every fuel by 20 to 30 percent and by seeing the rest

of the goods and services they require jump in price as well.

The President's goal is to reduce consumption. Yet, a tariff and additional
excise taxes at the wellhead are the least accurate way of achieving the goal. His
pirogram is a shotgun attack that inevitably will hit a great number of innocent
victims.

The greatest reduction expected—even under the most positive estimates of the
FEA—Is not in gasoline, where virtually every observor believes we should focus
our reduced consumption. Instead, it is in residual oil that simply makes very
little sense at all. We will be directly under-cutting the ability of our industries
to compete. Nor is there any consideration of conservation measures already put
into effect.

Thus, even though home heating users in Massachusetts have dropped their
consumption by 20 percent in the past year, they would find their heating bills—
which have doubled in the past year—hit by a 30 percent increase. They have
their thermostats set at the lowest possible level now and it would be unfair and
unrealistic to expect any additional consumption savings.

With price hikes spread across the board, affecting home heating oll, residual
as well as gasoline, I am afraid that—other than gasoline—the anticipated reduc-
tions in consumption.

My region is perhaps one of those which will be affected most severely by the
President’s proposal. We depend on petroleum for 85 percent of our energy. The
nation as a whole depends on oil for only 46 percent of its energy use. In addi-
tion, we rely on foreign imports of crude for 30 percent of our oil and foreign
imports of products for another 40 percent.of our oil. The national average for
foreign imports of both crude and produects is only 32 percent.

It is evident that any tariff—whether it falls on crude or on products—will
strike New England and the other heavy importing states heavier than most other

" parts of the country.

In fact, the Administration’s estimate of the increased annual direct energy
costs for New England is exceedingly low. They assume an annual hike of $180
per household. I should add that that in itself is a 14.56 percent hike. However,

a New England Regional Commission study shows a range of between $228 and

$321 added direct costs. That is a 1834 percent to 26 percent increase. Those are

enormous added costs for an average family, particutarly when you realize that

almost one out of every ten members of the Massachusetts labor force is unem-
ployed today.

Nor do those price hikes include any estimate at all of the ripple effect added
fuel costs boost the cost to the consumer of other goods and services. The Library
of Congress has estimated that incerase to be between 1.5 and 2 times the direct
cost increase. The impact on our consumers and on consumers across the country
will be immense.

Mr. Chairman, let me summarize the reasons why I Lelieve it is essential that
this bill be adopted by the Senate.

First, I belleve the President's imposition of oil import fees will create the
gravest economic damage to American consumers and American business. It will
take between $55 and $60 billion out of the pockets of American consumers and
it will make it far more difficult for American business to succeed against for-
eign competition, Its chief effect will be to raise prices and to depress an economy
that already has seen industrial production plummet and unemployment sky-
rocket to the worst level since the depression.

Second, it is inequitable. It will place the most severe burden on those least
able to bear the burden—the poor, the elderly, and the unemployed and on those
regions which already have suffered the most severe increases in the cost of their
energy. Massachusetts and New England now pay 30 percent more for energy
than the rest of the nation. The President’s program will directly increase those
costs.

Third, I believe it Is inappropriate for a major policy decision—such as the
increase in tariff fees of such magnitude and the lifting of price controls on old
oll—to be taken without full Congressional consultation and without any prior
publie participation in the decisionmaking process. I believe the procedure used
by the President was inadequate and possibly illegal. In amending Section 232
of the Trade Act I belleve we intended that only in the most dire emergencies
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would the opportunity for public participation be denied. Also, I believe there
is a requirement for the Federal Energy Administration, prior te implementing
the President’'s proclamation, to follow the National Environmental Policy Act

procedures,
Finally, I believe that there is serious question whether the tax and tariff
program announced by the President will have the desired effect of reducing

consumption.
For all those reasons, Mr. Chairman, I believe it is essential that we sidetrack

the unwise and deflationary energy proposal of the Administration. With a
90-day delay I am convinced that we can develop a credible energy policy that
will be consistent with economic recovery which must remain our primary
objective,

The CHaAlRMAN. Senator Jackson?

STATEMENT OF HON. HENRY M. JACKSON, A U.S. SENATOR FROM
THE STATE OF WASHINGTON

Senator JacksoN. Mr. Chairman, I shall be very brief. I want to
associate myself with the able remarks of the Senator from Massachu-
setts. I think he has stated the case very well. I would only add one or
two comments.

It is difficult to discern the rationale behind the administration’s
proposal. I suspect that they are saying that raising the tariff will slow
down imports.. I would say the real effect of it is to slow down the
economy, and to accelerate the rate of inflation.

Therein lies the whole problem. We are in a serious recession.
Remember that a year ago last month then President Nixon said there
would not be a recession, and he guaranteed there would not be a
recession. President Ford has now very forthrightly said we are in
serious trouble, and he has projected ongoing high unemployment.
We already have over 7 million Americans fully unemployed. And
this does not take into consideration those individuals who have given
up looking for jobs, nor does it take into consideration people who
are working only part time. And when you add those three components
together, I believe Mr. Schultze could answer better than I could, but
I think it is around 10 million underemployed or unemployed.

So we have to address ourselves to the real, fundamental question of
the impact which the administration program will have on the
economy. It slows the economy. It accelerates the rate of inflation. This
1s simply the wrong remedy to deal with the problem of energy
conservation.

I would like permission for my statement to be placed in the
record together, may I say, with some very able remarks corroborating
what I have said by Mr. Charles R. Owens, who formerly served in
the administration as Deputy Assistant Administrator for the Federal
Energy Administration in charge of oil price control policy. He
stated yesterday at our hearings in the Interior Committee that he
believes the President’s program is based on several highly dubious
assumptions, and he lists those. And I ask that other pertinent testi-
mony by Paul Ignatius, head of the Air Transport Association, also
be ? aced in the record. He gave just one example of the ripple effect
if the entire administration program were carried out. He agvised our
committee that as many as 50,000 people could be laid off, and that
airline fares could be increased by 15 percent.

I think this is simply illustrative of the ripple effect which Mr.
Siedman indicated may add—in addition to the $31 billion that covers
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the cost of the tariff, the excise tax and the decontrol of old oil—
another $25 billion in costs, as Senator Kennedy has mentioned, for a
total package of about $60 billion. If you allow for only a $31 billion
tax rebate or cut, you still are taking about $25 billion out of the

econom{[ at a time when it is sliding downhill.

Thank you very much. _
[The prepared statement of Senator Henry M. Jackson with accom-

panying material follows, Oral testimony continues on page 54.]

STATEMENT OF SENATOR HENRY M. JACKSON

Mr. Chairman, Members of the Comittee, I am pleased to appear before this
Committee with my distinguished colleague from Massachusetts. Your Committee
has before it a House passed bill, H.R, 1767, a measure which would prohibit
for a period of ninety days the imposition of new tariffs, fees and quotas on oil
imports.

We are at a significant crossrcads in the effort to resolve our Nation's energy
crisis fairly and sensibly. Decisions in the weeks and months ahead will set
this country on a course which will not be easily altered. I am confident that the
Congress will take decisive action based on a reasoned and thoughtful examina-
tion of the merits of alternative energy conservation programs.

The President’s energy price and tax proposals would, if implemented, result
in intolerable price increases for all energy consumed in the United States. With
the President's proclamation increasing the fees on imported oll by $1.00 per
barrel, we are already thrust down the road to “prohibitive” energy pricing. If
Congressional inaction allows the President’s program of import fees and domes-
tic crude oil prices decontrol to take effect, American consumers will pay an
additional $33.6 billion in higher energy costs. This amounts to nearly $150 for
each man, woman and child in the United States, nearly $600 for an average
family of four. These enornous cost increases would affect all petroleum products
and would quickly spread to other energy sources—coal, natural gas, uranium—
which compete with oil in the United States. These price increases will push up
the cost of all goods and services in all reglons of the country.

I believe the President’s program contains the seeds of economic disaster for
the United States, without substantially improving our energy situation. It will
depress an economy already on the brink of depression. It will also perpetuate
double digit inflation. By attempting to achieve long-term energy goals in the
short run the Administration’s program will create economfc chaos: higher
energy Drices, more bankruptcies, more unemployment, more inflation, a captive
foreign policy, and a weakened economic position for domestic companies which
engage in international commerce.

The Joint Resolution which Senator Kennedy and I have introduced requires
that the Congress be constulted on these proposals before they are implemented,
that each proposal be fully justified as to rationale and impact, and that the Con-
gress have the right of disapproval. Our resolution and the House passed bill_pro-
vide time for Congressional participation and deliberation leading to the develop-
ment of a fair, sensible and effective energy conservation program.

We have already learned much about the disruptive economic potential of the
President’s proposals. Yesterday the Interlor Committee and representatives
from other committees participating in the Senate's National Fuels and Energy:
Policy Study, heard testimony from representatives of industry, electric utilities
and higher education. The testimony was as alarming as it was informative. The
President’s program wottld :

Increase fuel costs for one segment of the transportation industry alone—the:
airlines—by $1 billion, which could lead to a 15% increase in air fares or re-
sult in as many as 50,000 lost jobs;

Force universities and colleges to absorb higher energy costs, $1.7 million for
one major university, necessitating tuition increases and a sharp curtailment in
research and educational output ;

Drive up utility rates to intolerable levels for business and consumers; and

Fail to limit energy consumption significantly because the demand for petro-
leum products is largely insensitive to price changes.

One witness, Mr, Charles R. Owens, who formerly served in the Administration
as Deputy Assistant Administrator at the Federal Energy Administration in
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charge of oil price control policy stated that he believes “‘the President’s program
is based on several highly dubious assumptions”. These include the assumption:

That a viable recession recovery program can be financed by regressive oit and
natural gas taxes,

That demand elasticity for energy is significantly negative despite the contrary
evidence over the entire post-World War II period. Even the pact eighteen
months, while admittedly exceptional, indicate almost zero elasticity.

That U.S. domestic ofl production can be quickly turned around, even though
under the two-tler price system U.S8. output still declined by 10 percent or 900
thousand barrels per day from December 1973 to December 1974,

That exploration incentives would still be positive with the recommended excise
taxes on oil, plus the excess profits tax.

That the cake is really worth the candle. A makeshift tax package—both on
the input side and on the rebate side—has been constructed ¢o show OPEC that
we mean business, to put economic pressure on foreign oil producers, despite the
fact that the amounts involved are only a minor fraction of producing capacity,
and to prove to our European and Japanese allies that we are willing to make
sacrifices. We strongly suggest that the potential strategic benefits of these
“batn;gaining chips” ought to be balanced against a rigorous assessment of their
costs.

Mr. Chairman, I would like to submit coplies of this testimony for the Com-
mittee’s hearing record. -

Finally, Mr. Chairman, I would like to submit for the hearing record an eco-
nomic analysis of the cost of the Administration's energy price, tax and tarift
program which was prepared by the Intertor Committee staff at my request.*

Table VIII of this analysis shows the significant effect of cost increases in the
direct purchase of fuels and electricity and the even larger effect of indirect
energy use on expenditures. Thus, for a poor family, approximately $125 in
increased costs for direct energy purchases corresponds to nearly $340 in in-
creased costs when purchases of nonfuel goods and services are accounted for.
For middle-income families, $200 to $250 in increased costs for direct purchases
of fuels and electricity become $500 to $700 in total cost increases per family when
all purchases are considered.

This table also shows the disproportion between added energy costs and ability
to pay. The poor must find extra cash to pay for a-third as much energy as the
well off, yet they must find this cash in an income which is8 on the average, only
an 8th to a 10th as large. Thus, the basic requirements for food, shelter, heat,
transportation, and essential clothing and manufactured goods place a floor on
energy requirements which does not respect relative ability to pay. When basic
energy prices increase, the burden falls much more heavily in proportion to
abllity to pay on the poor.

The table shows that added energy costs which the President’s program would
provide for will reduce the purchasing power of the poor by over 11 percent while
for the well oft, only 3 percent of income will be affected.

TABLE VIIL.—INCREASED ENERGY COSTS FOR HOUSEHOLDS BY INCOME: DIRECT AND INDIRECT ENERGY

PURCHASES

Costincreases Cost increase

for direct  for indirect
income ! energy energy Totat
Category (1974 dollars)  purchases?  purchases? increases
[ L] S N 050 124 212 $336
Lower middleincome. ... ... ... .. ... .......... :g: 770 s176 ‘329 505
lv’ﬂm middie income. ... ... 17,000 42 506 748
(L R 29,900 riH 657 Si4

! Income adjusted by the ratio of consumer price indices: Decomber, 1971; Decomber, 1972=1.221.
:i;ulgnha::: o: 'mo'ls l‘no% olo‘c‘tti&:ydfor!{grnugﬁlds; h.n"l" costs imumd tg &chmsio ?y 60 cents ?‘r’ MMB(H.‘
Y s of a ue , automobiles, housing appliances, emicals, services) dependent on energy ;
dollar-for-dounpass-%hmuzh0$60unts per MMBtyis mu'mopr e pe b

Mr. Chairman, the President's energy program includes many proposals for
whose adoption Congress has worked long and hard. These will recelve early
action and enjoy bipartisan support. His “prohibitive” energy pricing proposals
have not, as the House vote indicates, received support.

*See Appendix B of this volume, p. 185.
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1 urge your Committee to act at an early date to report H.R. 1767 to the
Senate floor. The sooner this ill-conceived Administration policy of huge in-
creases in the tariff on oil imports, without any form of Congressional assent,
action or review, is set aside the sooner Congress and the Administration can
get at resolving the many difficult energy problems facing the nation.

STATEMENT OF PPAUL R. IGNATIUS, PRESIDENT, AIR TRANSPORT ASSOCIATION

Mr. Chairman and members of the committee: My name is Paul R. Ignatius. I
am President of the Air Transport Association which represents virtually all of
the scheduled air lines of the United States. The airlines now account for more
than 76% of all the intercity passenger miles provided by public transportation in
this country, carry most of the first-class mail and thousands of tons of freight. To
accomplish this, they use only about 49 of the petroleum consumed natfonally.

I appreciate this opportunity to appear before the Senate Interior and Insular
Affairs Committee to discuss the Administration’s energy proposals, with par-
ticular emphasis on their impact on the airlines. The concern this Committee
has shown for energy matters over an extended period of time and its continuing
effort to insure that complex questions are resolved in & manner broadly serving
the national interest are commendable.

Also commendable, I belteve, are many features of the Administration’s pro-
gram. The airlines strongly endorse the following elements of the Administra-
tion's program:

Increased public education on energy conservation ;

Activation and development of naval petroleum reserves;

Development of a strategic petroleum storage system ;

Establishment of thermal efficiency standards for new buildings ;

Tax credits for home insulatfon ;

Expaaded research and development of alternative energy sources; and

Continued petroleum product price controls, including incentives to allocate
a greater share of costs to gasoline as a conservation measure.

We disagree, however, with the Administrations plan to impose new taxes on
- crude ofl and to decontrol domestic oil prices. Our objection arises from the
adverse impact these proposals would have on the airlines and other common
carriers and because we believe they would add to the twin problems of inflation
and recession that affect the U. 8. economy.

On December 9, 1974, at a hearing before a panel of cabinet officers chaired by
Siecl:'etary of Commerce Dent, I made the following comments on behalf of the
airlines:

“As noted in the “Project Independence” Report, near-term achievement of
our energy goals can be attained only on the demand side of the energy equation—
conservation, and in the transportation sector, any appreciable savings are likely
to come only from improved auto efficlency and shifts from the private auto to
public transportation. Public transport modes, including the airlines, must be
assured adequate supplies of fuel at reasonable prices. In this connection, we
believe that for the present at least, existing price controls on domestic crude ofl
should be retained and that consideration be given to thelr extension to areas of
domestle erude production not now under price control.

If the government believes that economic methods, such as-taxes, are needed
to trigger a shift from private to public transportation, it is important that the
methods be in consonance with the objedtive. Thus, a tax on fuel used in public
transportation would be inconsistent with the objective, and in addition force
inflationary price increases on users of publie transportation.”

A month later, on January 9, 1975, at a press conference in Washington, I
responded to a question on crude ofl taxes that the press thought likely to be
included in the Administration’s program. I stated:

“The principal purpose presumably is to reduce consumption of petroleum.
I don't think anybody whether he is an individual or a representative of a
company or industry can do anything other than support efforts to reduce con-
sumption. We clearly have to do it, and I think everyone who has studied the
situation has concluded that.

At the same time I am hopeful that whatever programs are proposed and
adopted designed to reduce consumption of fuel at the same time don’t add to the
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fuflationary pressures that are already present, or worsen the economic situation
that is already present. And in that regard, I would be concerned if public
transportation found it necessary to pass through in the form of substantially
higher fares the amount of a new tax on petroleum. My reason is not difficult to
explain:-H the trucks and the trains and the busses and the airlines have to pass
through this tax to the users of transportation, then the cost of everything will go
up whether it is a loaf of bread or a pair of shoes or whatever.”

When the President announced his energy proposals in his State of the Union
message on January 15, 1975, they contained the tariff and tax on imported and
domestic crude oil, and the intention to decontrol the price of “old” oll on April
1, 1975. Knowing of the concern expressed by the airlines about these proposals,
FEA Administrator Frank Zarb invited me to meet with him on January 18th.
Mr, Zarb told me that he and other members of the Administration understood
that the energy proposals might have a severe impact on the airlines, and that the
Administration’s plan to lessen the impact of higher fuel prices through a reduc-
tion in the corporate income tax rate from 48% to 429 would be of only limited
value to the airlines. Without in any way suggesting at that time that the Ad-
ministration was prepared to make any adjustment to lessen the program’s impact
on the airlines, Mr. Zarb nevertheless said he was anxlous to obtain additional
factual information in order to have a better understanding of the extent of the
problem. We have had subsequent discussions with Mr. Zarb and his staff and
other Administration representatives, and I wish to commend them for the
interest they have shown.

IMPACT ON THE AIRLINES

Let me now review briefly the impact on the airlines of the Administration's
energy proposals. We believe that the proposals could increase our annual fuel
costs by about $1 billion, as follows :

The 2/bbl. excise tax on domestic and imported crude would cost the carriers
in their domestic operations about $400 million annually.

Decontrol of the price of domestic crude would cost the carriers in domestic
operations about $500 million annually.

In addition to these costs, totaling some $900 million, there would be added
costs of about $100 million due to the use of domestic fuel in international op-
erations of U.S. carriers.

It is important to note that increases of this magnitude—and the amount will

‘vary from about $1 billion to about $900 million depending upon estimates of

projected fuel consumption—would be on top of the overwhelming price increases
for jet fuel already sustained by the airlines. During 1974 the price of jet fuel
doubled for domestic airlines and tripled for U.S. international carriers, adding
approximately $1 billlon to airline costs. Sizable fare increases were requested
and approved but the additional costs have still not been fully recovered. With
air travel markets in a weakened condition as a result of the general economic
downturn, the airlines understandably are reluctant to raise fares again in order
to recover additional fuel costs.

At the request of Administrator Zarb, the Air Transport Association's staff
prepared estimates of the impact of the Administration’s energy proposals under
several different fare and capacity assumptions. These preliminary estimates are
being reviewed by Administration officials. While the estimates are tentative in
nature and do not necessarily represent what the aggregate of individual carrier
decisions might actually be in dealing with the proposed fuel cost increases, they
nevertheless reveal the general extent of the problem. The principal points emerg-
ing from the tentative analysis are these:

The airlines face a difficult year in 1975 quite apart from the problem of the
proposed fuel cost increase.

The added costs of the Administration's energy proposals, amounting to ap-
proximately triple the total airline industry profits for 1974, could result in
double-digit domestic fare increases as well as fewer flights, employee lay-offs, and
forced grounding of valuable airline equipment-—all in the face of a troubled na-
tional economy.

If the domestic trunk airlines attempted to absorb these added costs without
a fare increase at a load factor of 65% (as some Administration analysts have

‘suggested), it is estimated that capacity would have to be reduced by 259%, there-

by denying air transportation to a large number of communities and individuals
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requiring it. In addition, between 450 and 500 aircraft would have to be grounded
and between 45,000 and 50,000 airline employees would have to be furloughed.
The impact of these Increased costs on the operations of local service, all-cargo,
and U.S. international airlines would be shinilar and would significantly increase
the adverse effect on the nation’s air transportation system.

If, on the other hand, the trunk lines attempted to deal with the problem by
raising fares, the amount of the needed increase would depend upon the reduc-
tion in capacity that was tolerable from a public service standpoint. At a 156%
fare increase, capacity would have to be cut by approximately 11%, aircraft
grounded would total 250-275, and from 25,000-30,000 employees would have to
be furloughed. Again, the effect on local service, all-cargo, and U.S. international
airlines would magnify the problem.

The analysis leads to an unmistakable conclusion: the effect of the fuel cost
increases on the afrlines and the public service would be devastating with or
without a fare increase. There is no magic solution such as raising the load factor
that will make the problem go away. Airline managements more than most people
understand the importance of higher load factors as a meaus of increasing prof-
itability, but this approach is simply not a feasible way to deal with the problem
of fuel cost increases of this magnitude,

Accordingly, we have told Administration officials that some way must be
found to cushion the impact of these enormous cost increases if we are to have a
viable air transportation system. This could be accomplished by exempting the
airlines and other common carriers from the proposed increases. Various meth.
ods could be employed to accomplish this purpose, such as timely rebates, or
exclusion of jet fuel from the pass-through of increased costs stemming from
the Administration’s program.

While adjustments of this type appear to us to be necessary within the frame-
work of the Administration's proposals, the airlines continue to believe that the
Administration and the Congress should adopt a different approach to the energy
problem, one which, in the words of a New York Times editorial on January 31,
1975, avolds ‘“‘the socially destructive consequences of dealing with the energy
problem through reliance on indiscriminate price increases for essential and non-
essential fuels alike.” This leads me to the ~oncluding comments of my statement.

CONCLUSION

The nation’s scheduled alirlines believe that the time has indeed come for serious
action on energy policy and conservation strategy. That action should involve
both the Executive and Legislative branches of government, as well as significant
contributions from the private sector, and should proceed in an expeditious
manner.

The airlines strongly support conservation efforts which will insure the most
productive use of our energy supplies. Airline management and employees have
already instituted conservation programs which resulted in savings of about one
billion gallons of jet fuel in 1974 while, at the same time, carrying about six
million more passengers. Government has a significant role to play in such
efforts by providing tax and economic incentives for elimination of wasteful
consumption. At the same time, government policy must recognize that a satis-
factory level of economic performance requires substantial energy consumption
and that an unfocused and abrupt across-the-board slash in energy consumption
can cut unnecessarily and severely into our economic muscle.

Government policies which would impose substantial additional fuel costs on
already hard-pressed industrial users, public utilities, and common carrier trans-
portation would be inflationary and could add to the recession. Moreover, such
measures fail to deal with the central problem of limiting consumption of gaso-
line. The airlines support limitations on the consumption of gasoline and believe
that consideration should be given to measures designed to achieve this purpose.
For example, in an editorial on February 8, 1975, arguing for a tax on gasoline
rather than on all ofl products, the New York Times pointed out that while gaso-
line prices had gone up about 879%, “far higher percentage increases hit other fuel
prices: diesel fuel went up 499, home heating oil 88%, aviation fuel 100%, and
residual fuel oil, used in industry and electric utilities, a staggering 148%.”

The alrlines certainly recognize that sound government pollecy also requires
adequate incentives for exploration and development of our domestic energy
resources. They know that cheap oil 18 a relic of the past and that a more
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reasonable long-term price for petroleum is required by the changing world
balance of supply and demand. However, the airlines believe that if the OP¥Q
cartel price is embriaced by the United States, it could accelerate inflation,
prolong the recession, and unduly injure energy-dependent industries.

I appreciate this opportunity to state our views. We are hopeful that Congress
and the Administration together will develop a program that will provide the
necessiry conservation of energy without adding to the nation’s severe economie
problems, I will be pleased now, Mr. Chairman. to respond to any questions that
you and the members of the Committee may wish to raise.

STATEMENT OF CHARLES R, OWENS

M. Chatrman, my name is Charles R, Owens. T am President of Charles Owens
and Assoclates, consnttants on energy. economics and publie policy. I am accom-
panied by Dr. Charles Il Jepsen, Excentive Viee President of our firm and
Michael D. Ware, Senior Vice President. Until JJuly of last year I was Deputy
Assistant Administrator for Poliey, Planning and Reganlation at the Federal
Energy Administration and before that the Director of the Energy Division of
the Cost of Living Council, Whi'e in government, T waxs intimately involved in
the development of current oil haport policies, ofl price control policles and
the Mandatory Petrolenm Allocation Program.

I appreciate your invitation to comment on the econonie impact of the Admin.
Istration's energy price. tax and tarift program and on national energy pollcy
generally, There {s substantial eonfusion about this nation’s energy policles,
especially as they rertain to oil. Much of that confusion stems from the fact
that onr oil policies have undergone abrupt shifts in response to radieal changes
in supnly conditions, For example, for more than a decade before 1970 U.S,
poliey was to keep oi! pricex up and supply down. Since 1970 our policy has heen
to keep oll prices down and supply up. Now President Ford proposes to keep
prices up and sapply down: but, at least some members of Congress want to
keep prices down and supply down, too. Recause these are each credible policy
omiong, a little confusion is understandable. Iet me explain.

PRE-1970 OIN. POLICIES

Since World War I, and particularly in the past two deeades, Federal and
state governments have felt it necessary to maintain a major presence in the
petrolenm industry to influence both prices and supply. Supply conditions here
and abroad have tended to be the dominant factor in shaplng government ofl
potiey. while a deep-seated free enterprise philasophy has tended to restrain
government intervention into the day-to-day operations of our oil markets. The
nation’s fundamental poliey has been to encourage the maximum interplay of
free market forces limited only by the need for stable prices and adequate
supplies as n matter of nationat interest and security.

During the long period of stability prior to 1970 there were more than ample
sunplies of erude oll at comparatively stahle prices. These prices reflected a supply
influenced by prorationing and conservation policies of the states, which limited
production to meet “requirements,” and the Federal program to restrict ofl
imports, Throughout_the late 1930°s and 1960's domestic erude prices were sub-
stantially above foreign crude prices. This disparity reflected not only the
restraints on imports through voluntary and mandatory tmport quotas, hut also
the willingness of state regulatory authorities, particularly in Texas and Touist-
ana. to reduce allowable production significantly below the rated canacity of
particnlar wells and fields. Foreign prices reflected abundant supplies from
very low cost production sources especlally in the Middle East, sourees which
were developed after World War IT. They also reflected a vigorous trend toward
lower per-harrel shipping costs with increased tanker size.

This, then, was a perlod in which government policies kept domestie prices
above world price levels hy keeping market supply down threugh import quotas
and state prorationing. At the same time. Federal import policles were designed
to retard the trend toward increased reliance on forelgn supplies, Nevertheless,
the share of U.S, oll needs supplied by imports grew as a result of a special
exemption to the auota system granted for residual oll imports into the North-
east and the generally lower landed costs of foreign crudes.
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The transition from a comparatively stable market to one of shortage and
disruption began in the late 1960°s and accelerated after 1970 through a com-
bination of related developments, including the fotlowing:

No new major construction of U.S. refining capacity was undertaken in the
period from late 1069 through 1972, a situation due largely to uncertainty over
the outcome of the government's review of KFederal oil import restrictions.

Domestic erude production ceased to grow and declined after 1970.

Natural gas production, which had increused rapidly during the 1950's and
most of the 1960's, stopped growing significantly,during the 1970's, This slacken-
ing, together with environmental restraints and declining productivity in coal,
threw most of the burden of U.S. energy growth onto oil at a time when our
domestic oil sources were approaching full production.

A series of interruptions in foreign production and transportation in early
1070's reduced the availability of forelgn crude and increased its delivered
price in U.S. ports.

Growing coliesiveness and assertiveness of the producing countries led to
increased taxes and royalties on their erude exports. This in turn led to highe
costs of crude oil imported into the United States. -

POST-1970 OIL POLICIES

The mix of rising prices, Increasing foreign dependence and declining domestie
production required a shift from the old policy to hold down supply and to
support prices to one of holding down prices and bolstering supply. Following
an unsuccessful attempt in 1970, U.S. imports policy was re-written in early
1973 to allow the free flow of imported ofl into this country under a schedule
of modest license fees to encourage domestic production and refining. State
prorationing ceased to be a factor and the Federal government moved to control
directly the prices of oll in 1973 under the Economic Stabilization Program,
which began in August 1971,

Since 1973, U.8. policy has heen to allow essentinl foreign supplies into the
U.S. to stimulate declining domestic production and to restrain prices. These
new goals spawned the current Mandatory Oil Imports Program and such pro-
grams as the two-tier erude pricing system which is an attempt to hoth stabilize
domestic erude prices and encourage increased domestic exploration and pro-
duction, A complete new fahric of government policles to control oil prices was
developed and the emergency created by the Arab embargo and production
cuthacks of 1073-74 brought about the development of the Mandatory Petroleum
Allocation Program.

POLICY CONTINUITY

What has escaped many people is that despite the abrupt shifts in U.S
ol policies, the objective of our policies has been the same for the last quarter
century. The objective has heen stability. Although changes to adapt oil policies
to changing supply conditions have been less than timely and decisions to make
those changes have been somewhat agonizing, that objective has not changed.
Thus, for all intents and purposes our government has heen operating a stabiliza-
tion program for oil, much like the Economic Stabilization Program of Phases I,
IL, IIT and IV, for more than two decades. Like the Economic Stabilization Pro-
gram, oil stabilization policles have gone through phases. The current oil price
control system devised under the Economic Stabilization Program is simply a
varintion, or a second phase, of the oil policies begun in the 1950's. The only
difference fs that these controls were designed to accommodate different supply
conditions, Nevertheless, price stability and a vigorous domestic industry to pro-
tect us from excessive foreign dependence have and continue to be the driving
forces behind our national polictes and U.S. energy policy generally.

As-we examine new proposals to give us added protection from becoming
irreversibly dependent on foreign sources for essential supplics, we must not lose
sight of the long-standing objective of oll price stability which in recent years
has been pursued largely through antl-inflation policies. Further, we must con-
tinue to balance the need for ofl price stability with the need to stimulate expan-
sion of domestic exploration and production. Finally, we must hold fast to the
fundamental precept that has tempered government intervention in the opera-
tions of the petroleum industry and oll markets throughout the post-war era.
We must continue to encourage the maximum interplay of free market forces
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within a range limited only by the need for stable prices and adequate supplies,
which are essentinl to general cconomic growth and stability and national
security.

We are now in the throes of revising our oil and energ) policvies to achieve a
new goal: energy couservution, We have turned to it ax a further step to avold
becoming irrevocably dependent on foreign sources for our basic ofl require-
ments, For reasons which are unclear a goal has heen set to reduce oil imports
by 1 million barrels per day by the end of this year. President Ford has extended
that goal to include a reduction of 2 million barrels per day by the end of 1977.
Two bhasie approaches to achieving this goal have been advanced. One by the
President which involves the utilization of high prices and taxes to reduce con-
sumption and thus imports and to allocate mnilnble supplies largely through
the free market mechanism. The other approach is to reduce imports by & direct
system of quotas and to allocate availnble supplies through a rationing system. I
will discuss both of these approaches before proposing my own.

THE PRESIDENT'S PROGRAM

—~—-

The main thrust of President Ford’s proposed oil and natural gas tax increases
is to discourage consumption and thus reduce U.S. dependence on imported oll.
Higher prices are to Le the driving force. The President increased import feee
by a dollar per barrel on both crude oil and products on February 1, He plans
further dollar inereases on March 1 and April 1. He has asked Congress to levy
a two dollar per barrel excise tax on domestic crude oil and a roughty BTU
equivalent tax on natural gas of 37 cents per thousand cubic feet.

'nder the P'resident’s proposed program oil costs would go up by more than the
amount of the proposed tax increases, since decontrol of domestic old ofl price is
included in his proposed package. The overall effect would be to push the average
crude oil price from about $9.00 per barrel to about $13.25 per barrel—a 47, per-
cent increase. Inasmuch as there was little observed reduction in demand 'as a
direct result of the more than doubling of domestic erude prices and the quad-
rupting of foreign oll costs over the past year and a half, this 47 percent increase
in prices is unlikely to generate much change in demand. Nevertheless, the thesis
that oil demanad can be reduced substantially through higher prices is the corner-
stone of the President’s program. For that reason, I want to discuss the concept

of demand elasticity.
RECENT EXPERIENCE

The 19783-1974 price/demand history for U.S, motor gasoline was clearly more
involved with physical supply demand factors than with price generated demand
elasticities, While month-to-month changes did involve random fretors, the
pattern of price movements and gasoline consumption hetween 1973 and 1974 was
too pronounced to be mistaken,

The main elements of this pattern included a sharp decline in consumption
in the last quarter of 1973, resulting from reduced product allocations to gaso-
line dealers, limited service station hours, long gasoline lines, and some hoard-
ing. This decline coutinued into the first quarter of 1979, when jnwboning, the
55 MPH speed limit, and individual conservation measures kept demand from
drastieally outpacing supply. Prices could not significantly increase untit the
first quarter of 1974 because cost recovery nnder Federal price rules limited
their upward flexibitity., The OPEC mandated price increases, plus the near-
panie buying of crude oil by some companies at $18 per harrel and higher. pushed
.S, pump prices up to 55 cents per gallon in September 1974. This constituted a
44 percent price Increase over a 12 month period.

Trying to lmpute demand elasticities during a period of supply efringonov is
clearly ill-adyised. Any valid measure of demand elasticity must span a period
of reasonably comparable gasoline availability. October 1973 to October 1974
probably comes closer to satisfying that condition for this analysis than any other
set of dntes in the 1973-1974 period. Between those twao dates, pump prices in-
creased hy 44 percent, and total gasoline demanad increased by 0.3 percent.

The Octoher-to-October increase in gaseline demand was well helow the post-
war trend hut was above what would have resulted provided any significant
demand elasticity with respect to price. In addition, economic activity was de-
clining durine the period. Gasoline demand has a good positive correlation with
economie activity, particularly industrial production. From Octoher 1973 to
October 1974, 1.8, Industrigl production dectined 1.7 percent. Constant dollar

GNP also declined, but by only 0.1 percent.
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HISTORICAL DEMAND ELASTICITY

Beyond last year's experlence, post-World War II history does not support the
thesis that changes in energy prices have any significant impact on energy
demand.

We have carefully examined the relationship between price and demand for
our most fmportant oil product, motor gasoline ; and we find no grounds in the
historical record for optimism about the potential success of the President’s
progrin, Since World War 11, gasoline demand has closely tracked trends in
cconomic activity, ‘he best year-to-year correlations have been with industrial
production and constant dollar disposable perscenal incowme. Signiticantly, the
onty two years when UR, gasoline consumption actually declined were 1974 and
114G, which were alzo the only two years that both industrial production and
conscant dollar personat income declined.

Any attempt to show a simnple systematice correlation between gasoline de-
mad aand gasoline price for the period from 1916 to 1973 is doomed to failure.
“The slata simply do not sapport it The evidence in faet is slightly against a
negative correlittion between price and demand, Uxing deviations from trend
growih rices, the covrelation was more often positive than negative, When prive
went up detaand went up, and when piice wend down demand went down in 18
of the fast 26 vears, Ta the other 12 years, the resease was trae ) when price wont
up. demand went dowa and viee versa, This clearty shows there has been no
signiticant demand elasticity with respect to U.N, gasoline prices in recent times,

A caveful analysis of the data disclores a niore complex and wmore reasonnble
explanation ot the retationship between gasoline price and demand. Depending
on the period involved, the driving forces in the market were dominated either
by suppiy or demand, Events external to the gasoline supply/demand relation-
ship determined which one was erucfal in any period.

To be speciies in 20 apd 1938 geoline prices rore faster than novmal, re-
flecting efforts to eiteh-up following wartime price controls, Demand was slug-
sish until MK, with reconversion to a peacetime economy and slow growth in
auto populatton. From 1953 until the early 1960's both price and demand in.
creases were below normal, retlecting the slow ecencmice growth of that peried,
‘The next major pertubations came in the early 1970's, when several factors
affected hoth sides of the supply/demand equation. These ineluded lower gas
mileage from new automobiles, world ofl supply shortages in late 1972-1973, the
19731074 OP'EC decreed prlce increases and the impact of Aralb cutbacks on
supply.

The structural reasons for this interaction of disparate supply/demand rela-
tionships as deterntinants of price—rather than the mistaken assumption that
price largely deteriwines demand-—are quite straightforward. Gasoline uve is
esxentially derived. That tx, Americans buy gasoline as a minor input to the
=ervice of transportation. Since there are few substitutes for transportation, and
practieally no substitutes for gasoline, we should expect little causal relation-
ship between price ehanges and demand.

Since the Administration Las put special emphasis on an overall tax on oll, we
should nofe that higher prices generally may inhibit oil demand overall more
than in gasoline. This judgment is based on two considerations, One is that
demand in the non-antomative sectors is more easily associated directly with
price. Homeowners ean dial down thermostats and wear sweaters, Industrial
users will tighten controls on energy use and install energy-saving equipment,
“T'he xecond is that BTU-equivalent incentives to shift to.other fuels are increased
for those consnmers with existing or potential dual-fired capability.

The sum of these two factors should yield a higher demand elasticity for total
oll than for gasoline alone. But since gasoline currently represents some 33 per-
cent of U.8, ofl produet demand, this seriously inhibits the capability of the Ad-
ministration to cut overall oil consumption by a tax on ofl, Tt is difficult to expect
the relatively modest price increases proposed by President Ford to have a per-
ceptible efieet on UK, off demand. Short-term. without rapldly deepening reces-
ston. the results may appear to he promising, But after adjustment for changing
economic aetivity, it scems highly unlikely that the Administration’s conserva-
tlon goal. f.e., a milllon barrel per day reduction in imports by year-end, can
be achieved by the methods the President has proposed,

REVERSING THE DECLINE

In addition to its forecast elasticity effects on ofl demand, the Administration
assumes that the incentlves provided in the President’s program will halt the
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current daccline in U.S, crude protuction by the end of this year, This decline is
listed as 400 thousand barrels per day per year in the program, but the Decem-
ber 1973 to December 1974 decline was actually 900 thousand barrels per day.
While it is too early to judge the medium-term effects of current exploration
incentives, even the most favorable results could hardly turn around our demes-
tic crude ofl picture in less than three or four years.

DECONTROL OF PRICES FOR C(RUDLE OIL

Decontrol of “old oll” prices is a central feature of the Prestdent’s enorgy
proposals. The program specifies removal of price controls on domestic crude
oil by April 1, 1975, subject to possible Congressional disapproval. Given the
intent to increase import fees by at least §2.00 per barrel, old oil, now priced at
an average $5.25 per barrel, would move divectly to aliout $13.00-813.50 per
barrel. ‘o prevent what might be regarded as excessive profits, the I'resident
Is recommending a windfall profits tax on the inereased revenues. The inten-
tion of the windfall tax is to recapture the bhulk of the “exces<dve profits” gen-
erated by price decontro! but at the same time to leave significant incentives
for expanded exploration efforts.

In this regard, the program appears to have heen put together too haxtily,
The combination of crude ofl excise taxation and the very large old oil crude
price increase that would ensue would provide less incentive to find oil than
does the present two-tier crude price system. While there ix xome ambiguity in
the explanatory langunge issued by the White House, the welthead pre-income
tax realizations on old ofl would be aetually lower than they ave today if the
Congress also enacts the recommended $2.00 excise tux. The following tableg
fllustrate this point.

TABLE 1.—BUILDUPS OF WINDFALL PROFITS TAX, PLUS RECOMMENDED EXCISE TAX
[Doltars per barrel]

Realization

Realization .after both

Windfall  after wind- Recommended  windtall and

Crude price tax fali tax excise tax  excise taxes
5.20 2 3.20

.03 5.37 2 3.37

12 5.58 2 3.58

.54 5.86 2 3.8

1.98 6.22 2 422

4.72 6.53 2 4.53

6.52 6.73 2 23

TABLE II.—IMPACT OF WINDFALL PROFITS TAX ON VARIOUS MIXES OF OLD/NEW OIL

20,80 40,50 50,50 60/40 8020
Average price per bareel.._............ .84 .68 .10 7.52 $6. 36
Price gupbargel in excess of base_.._._. 32 64 sg 48 sg 90 s2. 2 1.16
Windfall profits tax rate..._.....__. ... 9 {gf-!- gl.ggi- . l.%+ . l.‘s;+ 6 égi&o
Windtall profits taxt_..._.__........... R far Y 803 S
Average price netoftax............... 6.38 6.27 6.20 6.08 5.84

1 Assumes December 1, 1973 old oil price plus 95 cents equal $5.20 per barrel. And new oil price equal $11 per barrel.

Moreover, it i3 highly unlikely in our judgment that there can be agreenent on
an appropriate windfall profits tax prior to decontrol. Devising an eguitable tax
and moving it through Congress and the Executive will very llkely take months
and possibly years to accomplish as & practieal political matter.

QUESTIONABLE ASSUMPTIONS

Fundamentally, we believe the President’s program is based on several highly~
dublous assumptlons. These include the assumption :

‘That a viable recession recovery program can be financed by regressive oll and
natural gas taxes.



34

That demand elasticity for energy is significantly negative despite the contrary
evidence over the entire post-World War II period. Even the past eighteen months,
while admittedly exceptional, indicate almost zero elasticity.

That U.S. domestic ofl production can be quickly turned around, even though
finder the two-tier price system U.S. output still deelined by 10 percent or $00
thousand barrels per day from December 1973 to December 1974,

That exploration incentives would still be positive with the recommended excise
taxes on oll, plus the excess profits tax.

That the cake is really worth the candle. A makeshift tax package—Dboth on the
input side aid on the rebate side—has heen constructed to show OPEC that we
mean business, to put economic pressure on foreign oll producers, despite the fact
that the amounts involved are only a minor fraction of producing capacity, and to
prove to our FEuropean and Japanese allies that we are willing to make sacrifices.
We strongly suggest that the potential strategic benefits of these “bargaining
chips” ought to be Lalanced against a rigorous assessment of their costs.

OVERALL IMPACTS

Full implementation of President Ford's energy program would have several
major cconomie impacts, One is negative growth for the U.S. oll industry for the
medium-term and probably longer, due to the drop in refining and marketing sales
volume anticipated ax a result of higher prices. Negative growth in oil may he
accompanied by sharply-reduced overall economic growth. Fconomie activity in
the U.S, has for decades heen closely linked to growth In energy use. And while a
reasonably-hased conservation program may over thé medinm-term atlow us to
alter this close correlation, there is a considerabie short-term danger that a single-
minded pursuit of energy-conservation irrespective of other national goals could
have disastrous consequences.

Tnflationary Impacts wonld not lre confined to oll and gas prices, but would
spread to competing fuels. Specifically, we could expect sharply higher spot enal
prices and longer term price increases for contract coal, since the President dir
not propose to 1limit coal revenues. The rough BTU equivalent price for coal to
oll at £13.25 per barrel is §32.50 per ton, Spot coal prices eurrently range around
$40 per ton. Coal producers' eagerness to take advantage of higher spot coal prices
will mean inereasing lags in deliveries to contract huyers whose lower prices are
protected by tight escalation clauses,

There would he an immediate inerease in enerev costs for major industrial
consumers of oll and gas, partHeularly publie utilities. Whether this will he a
gerlous problem for particular industrial consumers is mainly a function of their
ability to pass on increased costs to their customers. However, depending on the
fmportance of energy to the industrial nser and the enmpetitive conditions exist.
ing at the time of the Increase, these costs will take the form of higher prices to
consumers for 1 wide range of produets in a relatively short period. One of the
lessons of the Most of Living Council’s Phase IV decontrol process Is that a more
gradunl pass throngh, a spreading out of the price bulge if yon will. ean redunee
the ultimate size of the increase and permit a more orderly adjustment process,

Decontral of new natural gas prices wonld allow eas prices to rise to varity
.with ofl nrices. Intrastate gas prices conld be expected to rise to ofl parity ns
well. Roth would mean a substantial boost in producer profits and the incentive
to find more natural gas,

There wounld be inecrensed incentives for growth in energy production tn hy-
droearhong, ceoat and other energy sonrces. However, at least initinlly. the
President’s program does not provide as much incentive for expanded crude
production as dnes the current two-tier erude pricing system,

PROBABLE OUTCOME

It President Ford's energv program were to he implemented in its present
form. we foresee a high probability of the following xequential scenario:

Several months of agonizing over whether consumption is declining enough
to meet strategic tmport goals,

Recognition that the U.8., energy structure does not permit a quick expan-
sion in domestic energy production.

Institution of mandatory ofl Import quotas to avold “excessive dependence'”
on forelgn supplies.

Insufficlent suppHes available to satisfy demand, leading to rationing for
motor gasoline and stricter allocation of other major petrolenm fuels.
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Transition from surplus to deficit in our oil supply/demand balance, leading
to a firming of oil product prices and an increase, although not a major one,
fu domestic inflationary pressures.

Long-term price and allocation controls, and increasing utility-type regula-
tion of the petroleum industry.

To summarize, we have two main reactions to the Prestdent’s oil tax and
conservation proposals. The first is that the tax package was ill-considered.
It is inflationary, regressive, uneven in its impact, and almost certain to be
less than effective. While the marriage of convenience between the President’s
anti-recession spending program and the potentiol revenue from the oil and
gas tax package was apparently irresistible, the fa-t remains that it is a bad
tax pregram, not the least because it gives little positive incentive to expand
domestic oil and gas availability.

Our second reaction is that the President’s program would set a dangerously
unrealistie timetable for its results, A more gradual tightening of our belts
would allow more time for the necessary adjustments to be made on bhoth
the demand and supply side. I am speaking of technical improvements in energy
use, improved recovery from existing reserves, and the development of new coal
mines, with their associated transportation infrastructure. On the oll and gas
exploration side, the economic incentives of the two-tier erude oil price system
have been operating for less than a year and a half, which is hardly time to
develop significant new oil. Nonetheless, I note that U.S. wildcat completions
increased 25 percent in 1974 over 1973, and that another sizeable increase ls
forecast for 1975,

Desplte our lack of enthusiasm for the President’s program, his forthright
presentation and support of it has provided the fundamental impetus to evolv-
ing a policy to address the nation’s energy problems. If that is the kind of
leadership the country needs, the President has provided it.

- IMPORT QUOTAS8 AND RATIONING

The current alternative option to the President’s program is immediate and
abrupt import controls and rativoning to achieve a 1 million barrels per day im-
port reduction. Such controls would soon entail increased government fnvolve-
ment in all sectors of the energy industries. They would also have serious im-
plieations for the economy overall and for specific industry sectors. One im-
portant question is how much of a cutback can be sustained over a reasonable
period withont serlously inhibiting economic growth, This question will become
all the more critical as current recessive economic trends continue into the year
and politieal pressures grow for further government stimulation of the economy.

TInstallation of a program to force down oil imports by 1 million BPD would
generate a requirement for tighter controls on prices and allocation of all oil
supplies, including oll currently free from controls.

The most oneroux aspect of thix appronch is gasoline rationing. An effective
rationing program will require a Federal bureaucracy of 17-20 thousand persons
and cost over 2 hillion dellars a year to administer. Furthermore, there are
serious operational difficulties associnted with rationing that have net been
addressed. These Include the manageability of a coupon system having to serve
150 million drivers, the potential for inequities and abuses of such a system, and
the inherent evils of a government deciding who is most in need of transportation.”

Far the producer abrupt import quotas and tighter price controls would mean
a ceiling on new and stripper oil prices and probably the alloeation of all un-
controlled ofl. Without this ceiling, prices for uncontrolled oil would he driven
up to politieally, as well as economically, unaceeptable tevels. Allocation would
bhe regarded as essential. once a ceiling was set for uncontrolled oil, to avoid
illicit price competition for these supplies. A ceiling on new and stripper oil might
well lead to an emd of the two-tler system for pricing ernde, with a single price
for crude set at nbont $R per barrel. This would eliminnte the need for refiner
cride cost equalization and thus would be an attractive option for Federnl energy
polley makers,

For the refiner, an immediate limit on imports would mean reduced growth
or no growth with sharp increnses in refinery margins and per barrel profits in.
itially. As under the Arab embargo, crude availability wonld hecome more fin.
portant than crude cost as price hecomes n secondary consideration to consumers,
Crude availability would be a function of Federal allocation and import controls,
Domestic earnings also would be a function of Federal controls on prices and
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profits. Foreign carnings for international companies could be restricted as other
consuming nations attempt to control imports and oil prices and supplies.

As for marketers, drastic mandatory import limits would mean a return to
conditions experienced during the Arab embargo of last winter. Supplies will be
tight, margins will be at maximum levels and growth will depend primarily on
non-petroleum sales. Supplies will be especially tight for gasoline marketers,
given the I’resident’s emphasis on reducing gasoline consumption. Price controls
will again be a source of agitation and controversy.

An abrupt limit on imports means a limit on supplies plus higher prices for
consumers. It would require long run shifts in consumption patterns and levels,
with increased energy efliciency as one of the key factors to growth, Without well-
developed mass transit systems to take up the slack, transportation industries
would be most dirvectly impacted, especially those dependent on gasoline avail-
ability. The leisure industries, hotel and motel trade would follow as trans-
portation is immediately curtailed. The net effect would be serious economic dis-
ruption in these sectors with consequent impacts on lifestyle aud mobility.

The most persuasive argument against this alternative in my judgement has to
do with the level of government involvement in the energy industry required to
make it work. A massive bureaucracy governing all segments of the energy in-
dustry would effectively snuft out what is left of the free market forces in the
energy marketplace for the long term. Nationalizing the industry in this way
would have dire consequences for the economy as a whole aud should be avoided

at all costs.
OUR SUGGESTED PROGRAM

We believe that a program that is less extreme than either the President's
plan to cut consumption through higher prices or the immedinte fmposition
of stringent import controls and rationing can both move us in the right direction
and leave us the flexibility to adjust to future changes in our energy supply/
demand situation. We have developed a program that is consistent with this
belief. Our program has four primary clements. They are:

1. A system of graduated import quotas that would become gradually morve
restrictive over the next several years as determined by the need for tighter
import controls in future.

2. Retention of the Mandatory Petrolcum Allocation Program, which as an
option appears to have widespread support, combined with a vigorous mandna-
tory conservation program aimed at avoiding rationing and maximizing the
interplay of free market forces to allocate supplies.

3. A system of quota offscts to maintain the viability of the oil industry hy
allowing prices to rise under the current oll price control system to recoup
the revenues lost to them due to the decline in sales volumes forced by quota
limitations.

4. The gradual phasing out of the two-tier system for crude oil prices, to
miniinize the inflationary impact of higher oil prices and to provide on &
timely basis the additional capital essential for expanded exploration and
progtlcttlon without the inequities, distortions and complexities of an “excess'
profits tax.

1. A System of Graduated Import Controls

We would recommend a goal to reduce imports by 3 to 5 percent, or about
250,000 b/d by the end of this year. The nation could probably achieve this
goal as a result of demand reductions caused by the current recession. However,
vigorous conservation measures could offset the expected decline in domestic
oll production of roughly 400,000 to 500,000 b/d. The combination of these two
actions could mean a decline in total consumption in the neighborhood of
750,000 barrels per day. Achieving the goal of 1 million b/d reduction in
imports, however, would require a doubling of this reduction in total consumption
and result in a cutback of about 1.5 million b/d.

By the end of 1976 a target of 6 to 7 percent reduction in imports could he
set providing for review of the wisdom of such an additional cutback prior
to its limitation. By the end of 1977, the nation might reach for a 10 percent
reduction in imports, but again only after reviewing the wisdom and necessity
of such a move based on conditions that exist at that time,

Such a program would not have the drawbacks of dramatically higher prices
and associated inflation nor would it require immediate rationing. It could wel?
be a means to avoiding rationing altogether. However, it would be a direct step
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to reduce imports and would demonstrate to our allies and world oil producers
that this nation is moving to reduce its dependence on foreign oil and is prepared
to go further in the futurc. In addition, this approach is superior in that it
provides energy producers and users alike with reasonable certainty as to the
amount of energy that will be available to them for near-term planning purposes.
The importance of this aspect cannot be overstated.

2. Retention of the Mandatory Oil Imports Program Combincd with Mandatory
Conservation Measures

A reduction in imports will require the allocation of available supplies. Com-
bLined with vigorous conservation, however, the primary purpose of an allocation
program could be to assure reasonable equity and to support price stabllity rather
than to spread the hardship of an enforced shortage.

Balancing import reductions against achievable levels of conservation would
avold rationing, or at least delay it until we have squeezed all the possible con-
servation out of the system. Further, gradually increasing conservation require-
ments is likely to produce greater conservation and far less economic distortion
and dislocation than the immediate Institution of rationing. Finally, it will give
us time to reap at least the initial benefits of stimulative measures to increase
domestic production as well as any efficiency gains we might achieve.

3. A System of Quola Offsets

Neither the President nor Congress has proposed to tdecontrol prices of ofl
products, As a conrequence, any reduction in imports will reduce total industry
revenues and thus reduce industry profits and opportunities for growth. The
refining and marketing sectors of the industry would be hardest hit by such
cutbacks sinee any reduction in the total supply of oil would result in a cor-
responding reduction in refiners and marketers’ sales, These sectors are essen-
tinal to the production and distrilbution of oil products and are normally the
least profitable sectors of the industry. Any appreciable reduction in jmports is
certain to spell serious decline for them.

Maintenance of a healthy economy is heavily dependent on an adequate and
relinble flow of oil. Therefore, any reduction in refining and marketing revenues
forced by wreduction in ofl tmports should be offset by allowing the industry the
opportunity to recoup those revenues through higher prices. Refiners and
marketers should have the opportunity to raise prices and free market prices
should be allowed to determine what levels of price will be sustained. Higher
prices would be consistent with the President’'s approach to reducing consump-
tion, but in no way would such a system of quota offsets involve the substantial
inflation or recessionary prospects of the President’s program.

4. Gradual Phasing Qut of the Two-tier System

From virtually the moment I completed the design of the two-tier system, I
have steadfastly maintained that it should be done away with, However, I have
also steadfastly maintained that it should be done away with gradually, at a
rate that would avold dangerous inflation in oil prices but at the same time
would provide on a timely basis the additional capital essential to maintain a
level of exploration and production sufficient to avoid irreversible foreign oil
dependence, In his program the President has proposed to do much the same
thing but through a cumbersome and complicated “excess” tax that phases out
over five years. My recommendation is that the Congress simply avoid the tax
and authorize the President to phase out the two-tier system.

This approach has the virtue of striking and maintaining a balance between
price stability and timely incentives for increased exploration and production,
There is no question that gradually higher prices for oil would be involved, That,
again, is somewhat consistent with the President’s program.

Mr. Chairman, those are the basic tenets of our recommended program.,.I
look forward to discussing them with you and the other members of the Com-
niittee, This concludes my prepared testimony. Thank you.

TESTIMONY OF Guy W, NiIcHoLs
“Modificatlons to the Old Qil Allocation Regulations and to the
Price Regulations” .

My name is Gué W. Nichols, and I'-am President and Chief Executive Officer
of New England Electric System which, through its retall subsidiaries in Mas-
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sachusetts, Rhode Island and New Hampshire, provides electric service to ap-
proximately one million electrie custonmers, In addition, 1 am speaking for the
New England Power Pool representing clectric utilities serving sume 97% of the
electrical customers of New England.

Only four aml one-half months ago, I testitted before the Federal Energy Ad-
ministration at rulemaking hearings ont FEA’s proposals for the allocation of
old oil, two of which propoesals offered hoth New England and other major regions
of the country some short-run hopis of parity in regard to both price and supply
of “fuels™.

I pointed out in my testimony that the savings of such parity to New England
could be several hundred million dollars and that any savings the New England
electric companies ineurred would auntomatically benefit all electric customers
in our region through the operation of fuel adjustment clauses. I also indicated
that a system of regulation was already in effect to assure this pass-through
and that I was not sure that such a clnim could be made as emphatically for any
other segment of the energy industry.

The FEA apparently recognized the need for parity in price and sapply of
“fuels” by, in its final regulations on old oil alloeation issued at the end of
November, creating an entitloment program whercehy some of the cost benefits of
old crude oil flow to importers of certain products. While the program did not
go as far as we might have wished to relieve the burden upon those regions of the
country dependent on imported products, it nonetheless was a step in the right
direction and exhibited an attempt by the FLIA to comply with that provision of
the Emergeney Petroleum Allocation Act of 1973 which mandates—

“Equitable distribution of crude oil, residual fuel oil, and refined petroleum
products at equitable prices among all regions and arecas of the United States
and zectors of the petroleum industry and among all users,”

We have supported, and will continue to support, efforts by the Federal Energy
Administration to carry out this equitable pricing mundate of the Emergeney
Petroleum Allocation Act of 1973.

In a little over two weeks, the FEA’s effort to aHeviate some of the economie
burden borne by those regions of the country relyving on imported oil, which
culminated in the old ofl entitlement program, has hecome past history, We are
now back at square one, invited here today to comment upon amendments to the
FEA regulations that will remove imports from the entitlement program and, by
doing so, take away those benefits which were, only recently, much heralded as
easing the economic burden for regions like New England. The impact of the
elimination of old oil euntitlements for imports, when combined with the re-
mainder of the program for oil imports recently set forth by President Ford, will
be devastating upon the economy and the people of New England.

New England is almost twice as dependent upon oil for its energy needs than
the United States as a whole, Annually, it uses approximately 160 million barrels
of residual fuet oil, nearly one-half of which is used in the production of electric
energy, and almost ail of which is imported. The DPresident’s program for oil
finports means an increase in the amount of New England’s annual residual fuel
oll bill of over $280,000,000, $06,000,000 of which represents the loss of old oil
entitlements, based on a value of ¢Q.cents per entitiement.

The news media is replete with many other statenments and statistics concerning
and documenting the devastating impact which President. Ford's oil import pro-
gram will have upon New England. I will here only emphasize that behind the
statistics are people, including electric customers, who will suffer as a resuit of
the President’s ofl import program, of which the elimination of old oil entitle-
ments for imports is but one part.

We hope that the Administration’s statements concerning reducing the hard-
ships of the program for oil imports on any geographic region are more than mere
rhetoric. But, to date, those statements have not manifested themselves in any
concrete form with regard to New England and other regions similarly situated.
All we see {s the imposition of a large supplemental fee on imports and a proposal
to take away the benefits from importers of old oil entitlements. Both have a dis-
asterous impact on New England. We ask that this concern manifest itself, that
the mandate of the Kmergency Petroleum Allocation Act of 1973 be carried out,
and that, to address the subject of today's hearings, old ofl entitlements for im-
ports not be eliminated.

I now turn to the Federal Register notice dated January 22, 1975 concerning
the proposed amendments to Parts 211 and 212, I was originally prepared to ask
the Federal Energy Administration what, I believe, was a crucial question raised
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by that Federal Register notice relating to the “rebates” from oil import license
fees. The White House fact sheet relating to the President’s State of the Union
Message, a page 33, spoke of these rebates being “approximately $1.00 in February,
$1.40 in March, and $1.80 per barrel in April.” Various other statements made by
the Administration used these figures and led one to believe that the $1.80 rebate
would continue beyond April. And, Presidential Proclamation No. 4341 used the
rebate figure of §1.00 for February, $1.40 for March, and $1.80 per barrel for
April, 1975 “and thereafter”. However, the Presidential Proclamation also stated,
and I should emphasize, that “the Administrator may by regulation reduce the
fve payable by the following amounts, or by such other amounts as e may deter-
mine to be necessary to achieve the objectives of this Proclamation and the
Emergency Petroleum Allocation Act of 1978”,

There was, therefore, at least an implication that the $1.00, §1.40, and $£1.80
might very well not be the figures to be used by the Administrator of the FEA.
And, the four full paragraphs contained in the second column of page 3468 of
the January 22, 1075 Federal Register, I believe, confirmed the fact that not
only might rebates not be these figures, but might be substantinlly less or nothing
at all. The consequences of this was that the ultimate impact of the President’s
oil import program could have been the total amount of the license fee, or
£3.63 per barrel, in addition to the value of the loss of any entitlements. The
four paragraphs I have referred to describe the manner in which the FEA was
to compute the rebate. It was to be composed of two components, one of which
was the current entitlements benefits and the other an amount that would
equalize the impact of {ucreased fees on products with the increased import
fees on imported crude oll, taking into account also the corresponding increased
price of uncontrolled domestic crude oil. If one runs through the figures, he
quickly reaches the conclusion that if the price restriction was removed from
old oil, the rebate would have shrunk or disappeared. The question I was golng
to ask of the Federal Energy Administration was this: Wil the rebates be the
fixedl figures of $1.00 for KFebruary, $1.40 for March, and $1.80 for Aprll and
the ensning month thereafter or will they, in fact, be determined by the language
set forth in that Federal Register notice and, consequently, possibly become zero.
Ilowever, the FEA has hopefully clarified the matter by, in its amendments to
the Oil Import Program, announced January 28, 1075, netted the $1.00, $2.00,
and $3.00 fee with the aforementioned rebates to produce fixed supplemental
fees of zero for February, $60 for March, and $1,20 for April and months
thereafter. I have used the word *fixed” describing these supplemental fees and,
while not conceding either their validity or their fairness as to amount, hope
that the FEA also views them as fixed in the sense of being maximum fees for
the term of the program and does not plan on emploring the January 22, 1975
Federal Register formula. which I have mentioned, to increase thelr amount.

As to the proposed modifications relating to price regulations, we are pleased
that the FEA has now recognized the severe economic inequity caused by the
failure to accord “speclal produet” treatment to residual fuel of), with the result
that increased costs can be and have been disproportionately allocated to this
product. At the same time, we believe the proposed modifications to the price
regulations fall short of providing the needed assurance that residual fuel ofl
will not continue to bear an unfair share of increased costs.

The present price regulations allow {ncreased costs attributable to special
products (gasoline, No. 2 heating oil, and No. 2-D dlese! fuel) to be allocated
to other products such as residual fuel ofl, A brief look at the wholesale price
index for the past two years shows that increased costs have indeed heen loaded
onto residual fuel oil and other products rather than placed on gasoline.

(1967==100)
December- - P tof
erce

1972 1973 1974 1972 pﬂdeo

Gasoline. .. ... . iiiiiiiiiiiiiiiienennn, 107.7 140.3 203.2
Jetfuel. ... .. iiiiiiiiiiiiiiieennn. 1100.0 118.1 210.7 %%)
Middle distiltates. ... ... ... ... ... ... ... ... 13.9 1.7 300.1 2600
Residusl fueloil...... ... ... .ol 158.8 281.4 514.8 320

1 February 1973.
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Under the proposed modifications to the price regulations, refiners would no

'longer be allowed to allocate increased costs attributable to No. 2 oils or gasoline
“to residual fuel oil. However, in grouping residual fuel oil together with aviation
“fuel and such other products as kerosene, butane, benzene, naphtha, and propane
in the new ecategory of "general refinery products” and allowing the allocation
of increased costs to nuy product within that category, the FEA is making it
likely that residual fuel oil will continue to carry increased costs properly
attributable to other products, Take aviation fuel as an example, Over the past
2 vears, it has approximately doubled in price—while residual fuel oil has
more than tripled. Under the proposed modifications, refiners could continue to
load increased costs attributable to aviation fuel on to residual fuel oil. In these
times, the fact that there is a relatively inelastic demand for residual fuel ofl,
Dhecause voluntary conxervation bhas already taken pluce, shonld not be the basis
for unfairly loading increased costs onte this product while allowing other
products with more elastie demands to carry less than their fair share of in.
creased costs,

About 309 of each barre} of oll {s used to produce the products in the “general
refinery products” eategory—and of this 30¢z about one-quarter is used for
aesidual fuel oil, Thus, there is considerable patential for loading increased
«custs from such other “genernl refinery products” as aviation fuel onto residual
“fuel oil, eansing it a vastly disproportionate share of costs.

Accordingly, I urge that the proposed changes in the price regulations be
‘mmqlitied =0 as to assure that resikduat fuel oil, like the No. 2 olls, will not have
«to bear inereased costs attributable to any other product.

In comclusion, 1 urge that the electric consumers of New England not be
asked to bear more than their fair share of the costs of any energy program
and that the old oll entitlement program not be eliminated for Importers of
residual fuel oll. .

On hehalf of the New England Power Pool and New England Electric System,
T thank you for the opportunity to comment on your proposed amendments and
avill be pleased to answer any questions regarding my remarks.

STATEMENT BY BEN H. FUQUA, SENIOR VICE PRESIDENT OF FLORIDA POWER &
LioHT COMPANY .

My, Chairman, T appreciate the opportunity to appear hefore your Committee,

The clectrie service provided by Florida Power & Light Company is highly
dependent on imported residual fuel oil, and this statement is made on behalf
of the Company and its one miltion seven hundred thousand customers.

The present unreasonably high price of imported residual fuel is wreaking
‘havoe on Florida'’s economy, working a hardship on millions of electric customers
and doing violence to the financial, social and potitical fabric of our State.

Now, faced with even greater, and continuingly disproportionate burdens from
-actions taken by our own Government, the Congress and the Executive Branch
‘must recognize Florida's circumstances and allow an exemption for our State
from the proposed import levy on imported petroleum products.

There is consumed in the State of Florida upwards of onhe hundred million
‘barvrels of residual ofl per year, of which about thirty-five miltion barrels will
‘be consumed by FPL. Nearly all of this residual fuel oil is imported.

We testified and snbmitted a written statement at the hearing held by the
Federal Energy Administration on the allocation of old oil lnst September, At
that time, a graph (copy attached) of residual fuel costs showed that our costs
ver barrel had reached $11.96 in July 1974, up from $4.24 in one year. Since
that time, there have been further increases. and we have just received noti-
flcation that the cost of our imported residual fuel ofl would be increased thirty
<cents per barrel effective January 25, 1975, This new increase is the result of
action by the Government of Venezuela. The new delivered costs of imported
re<idual fuel oil per barrel at various plants on our system are now at almost
‘§13.00 per barrel, and are tabulated as follows:

Palatkn oo $12.03 Pt. Everglades. oo $12,.68
Sanford oo oo 1300 RivVIerf e e 12,72
‘Cape Canaveral. . ocoooeoao.o 12,82  Ft, Myerse e ccccceemeeem 12,87
TN oo aioee 12,73 Tauderdale —oooooooaoooo.o 12.78

Turkey Point...aae_________ 12,7625 Miami oo 12. 88
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At the hearing last September, we stated that we had received information
which we assumed to be reliable to the ettect that the adoption of ecither Alter-
native No. 3 or Alternative No. 4 being considered at that time would result i
lowering the price we would pay for imported residual fuel oil in amounts that
were estimated from $2.00 upward per barrel. This was the so-called equaliza-
tion or entitlements program. We had high hopes for some relief as a result of

B these proposals, However, as far as we Kknow, there has been no relief up to this:
date, It is reported that our importer has received certain eantitlements which.

© 7 it71s further reported he has hieen unable so far to sell. Further activities arve:
being taken to dispose of these entitlements, but the final result is unknown, It
appears, however, that no relief even approaching the above estimate is in:
prospect. The entitlement program, as you know, was a development growing:
out of the Congressional mundate that product prices across the Nation should:
be equalized.

We appeared at the briefing on the matter of import fees on residual fuel ol
held at the Executive Oftice Building in Washington on January 16, 1975, At:
that time, we undertook to describe our unhappy and deteriorating situation in:
Florida in respect to imported residual fuel ofl which is so vitally necessary to us..

In the proposed FEA rulemaking now under consideration pursuant to the
President’s Order No. 3279, import fees will be raised $1.00 per barrel in Feb-
ruary. March and April for a total increase of §3.00 per barrel. Iowever, relutes:
or offsets are to be allowed so that the effective fee on imported resldual oil’
will be zero for February, «ixty cents per barrel for March and $1.20 per barrel’
for April. It is stated these rebatex are calceulated to reduce product import fees:
by an amount equivalent to the henefit that would have heen provided nuder the:
entitlements program. This is supposed to provide some equalization for those
geographical areas of the conntry (of which Florida is perhaps the most notable
example) which are unduly and disproportionately burdened by the present out-
rageous price of imported residual fuel ofil. While we strongly support the intent
of the President’s proposals for energy independence, we have an obligation to
our customers to protest actions that will further burden them with dispropor-
tionate fuel costs,

We are continnwously trying to help ourselves. FP'IL, is actually drilling for off
in Florida. We have seat teams to the Middle East and to Venezuela trving, so
far without success, to work out contracts for oil at lower cost. We have been:
examining coal as a fuel and are studying coal supplies, hoth domestically and in
Colombta. We have been pushing ahiead on nuclear power plants to the best of
our ability. We were heartened by President Ford's statement in regard to
nuclear energy. We hope the licensing period can be veduced drastically, xo that
these much needed facilitiex come on the line promptiy. We have two nuclear
plants on the line now, one unit scheduted for 1978 and another unit for 19%0.
Nonetheless, we now have the high dependence on fuel oil which will continue
for some time to come.

Quite obviously as we have stated before, we are opposed to the levying of
the fmport fees on our imported residual fuel oil at all, If the $1.20 propoased for
April 1, 1975, is made effective, it is seen that the delivered cost per barrel or
our imported No. 6 residual fuel oil will be on the order of §14.00 per barrel, aud
at some plants even more than that.

Fuel costs are passed on to our already overburdencd customers, many of whony
are retirees and lving on fixed incomes. Some of the cost is necessarily absorhed
by the Company because of the time lag. During the eighteen months ending
December 31, 1074, the electric bill paid by our average residential customer using
1000 KWH hax increased 33%. all due to increase v fuel costs, Our average resi-
dentinl customer using 1000 KWIH now pays a bill of £33.15 per month. If the
$1.20 tarlff on fmported fuel oil is lovied, it will increase the average resj-
dential customer’s bill by £1.10 per month. The thirty cents which the Venezuelan:
Government levies will add another twenty:eight cents to this customer's bill.

The cost of imported residual fuel oil is so high in Florida now that it i< nufair
and unreasonable to add any import fee or tariff to the cost per harrel. Florida
Power & Light Company serves approximately one-halt of Florida with olectrie
serviee. Of the many pressures and problems that beset our Company and our
customers, the most hurdensome load of all is the enormons cost of hported
residual fuel oil. We protest any action by our own or other Goverinments to
further add to this intolerable burden. Thank you.

———— .
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AMERICAN COUNCIL ON EDUCATION,
Washington, D.C., January 29, 1973.

MEMORANDUM

From: Charles B. Saunders, Jr., Director, Office of Governmental Relations

Subject: Impact of the President’'s Energy Proposals on Colleges and Other
Nonprofit Institutions

To identify the potential impact of the President's energy proposals on the
higher education community, the American Council on Education and the National
Association of College and University Busiiiess Oflicers requested John F. Em-
bersits, Director of Operations at Yale University, to conduct the study which
is attached.

Colleges and universities throughout the country must do their share to con-
tribute to the nntional effort to reduce encrgy consumption and strengthen the
economy. However, the Embersits study makes clear that the I’resident’s pro-
posals would impose particularly heavy fuel costs on institutions of higher educa-
tion, as well as private schools, hospitals, museums, and other nonprofit
institutions, This cost hurden ix unique beciuse the President’s proposals to date
nmake no provisions for nanprofit fnstitutions. This omission has heen called to
the attention of top officials in the Federal Energy Administration and other
agencies of the Executive branch, who are currently studying possible amend-
ments to their initinl proposals,

In the meantime, the proposalz now under review by the legrees pose the
following problems for colleges and universities:

1. There is no provision for the exemption from excise taxes and fmport fees
traditionally accorded nonprefit educationnl institutfons.

2. Nonprofit fnstitutions are not included in the proposals for revenue redis-
tribution through tax refunds for individuals, corporations, utilities, and agencles
of State and tocal government. 'Thus nomprofit institutions nslone bear the full
brunt of the proposed tariff and taxes on foreign and domestic petroleum
products,

3. The tariff and tax proposals accordingly would result in staggering increases
in fuel costs for colleges and universities, many of which are already in pre-
carious financial condition and unable to pass their increased costs along to their
“consnmers,” the students and their families,

4. The proposals are unlikely to effect significant reductions in the fuel con-
sumption of many colieges nnd universities, which have already made substantinl
efforts to reduce their energy consumption,

The attached report also outlines a series of positive recommendations to relieve
nonprotit institutions from undue financial burdens of higher energy costs, and
to stimulate the search for new economies in energy consumption.

IMPACT OF ADMINISTRATION'S EcoNoMIC AND ENERGY PPROPOSALS OF JANUARY 13,
1975 oN NoN-P’ROFIT EpDUCATIONAL INSTITUTIONS

(By John F. Embersits, Director of University Operations, Yale University;
David I. Newton, Project Analyst, University Operations, Yale University)

On January 13, 1973, in his State of the Union message, Prestdent Ford outlined”
programs designed to strengthen the economy and te reduce national energy
consumption. Colleges and universities will be sulsjectml to hardships unintended
by thoxe who have authored these programs; hardships which will place an
excessive finnnclal burden on non-profit institutions without stimulating further
conservation activities. It ix the purpose of this brief memorandum to outline
the major areax of financial and energy discrimination which impact edueational
institutions and to suggest actions which can ald colleges and universities in
working toward the Prestdent’s nationnl goal of energy indepeudence. The serious
nature of the finnncinl pressures plaguing colleges and universities cannot be
exnggerated, nor aggravated by otherwise constructive attempts to stabilize the
nation's cconomic and energy posture.

Thigs document will {llustrate the maguitude and scope of the cost impact of
the $3.00 crude oil import fee upon educational institutionx, emphasizing the
abgence of revenue redistribution afforded oiher sectors of the economy in the
President’s program and the lack of exemptions traditionally given to non-profit
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educational institutions. The failure of the current program to stimulate further
energy economies in educational institutions will be highlighted as a major short-
coming. The petroleum product pricing policies as developed by the Federalk
Energy Administration (F.E.A.) und executed by the major oil companies have
resulted in a pattern of discrimination against residual oll consumers, a major
cnergy source for non-profit institutions. Finally, the report makes recommmenda-
tions for relief to colleges and universities in ways which will reduce consumption
while avoiding the financial burdens which are explieit in the current Adminis-
tration proposals.

An accurate composite of the financial impact for all educational institutions
is impossible to assemble in a short time, For that reason, the energy costs ex-
perienced by Yale University are highlighted as an attempt to represent those
with which other institutions must contend. Yale is a complex private educational
institution, with resident graduate and undergradunte degree programs, a full
range of federally-sponsored research, and a medical center engaged in the
delivery of health care at the research, teaching and clinical levels. As such, it
represents, in microcosm, the problems facing educational institutions involved
in one or more of the above-mentioned activities.

I. FINANCIAL IMPACT OF TIIE $3 IMPORT FEE

A new $3.00 per barrel import fee passed on to residual oil will have a sig-
nificant impact on many non-profit educational institutions. Brown University
estimates an increase of $420,000 should the cost of residual ofl inerease hy 83,
while Princeton predicts an increase of §600,000. Simtilarly, the University of
Californin at Berkeley is burning fuel oil which costs $15.95 per barrel, thus any
increase would pose serious financial problems. Even a relatively smaller second-
ary institution such as the Lawrenceville School estimates an energy cost inerease
of over $60,000 as a result of the import fee proposals. In Yale's case. this increase
woulld cause energy bills to rise by an additional £1,700,000—3%900,000 for fucel ofl ~
and $S00,000 for electricity. None of these increased energy expenditures result
in lmprovement to an institution’s educationnl or research output,

Prior to the proposed &3 imnort fee, Yale's annunl energy bill had risen
$6,300,000—from $2,400,000 in 19069/70 to $8,700,000 in 1974/75. While a rebate
gystem for imported refined products is proposed to offset the full impact of the
fmport fee, it is unclear that such a system will provide relief for many institu-
tions—especlally those burning domestically refined resldual oil.

Many non-profit institutions rely either solely or heavily upon residual fuel
oll as a primary fuel for the generation of steam and electricity, and many sectors
of the country will be increasingly dependent on residual fuel ofl as an energy
source due to the trend of curtailments in natural gns. Dramatic cost inereases
may be expected as a result of the switch froin gas to oll; some institutions’
energy budgets will nearly double. Those Institutions fortunate enough to still
receive natural gas service will be severely impacted by the fmposition of the
87 cents per Mcf excise tax on this commodity.

1I. FEDERAL PRICING POLICY DISCRIMINATION—RESIDUAL OIL

Government pricing regulations explicitly diseriminate agatnst institutional
users of restdual oll. This diseriminaton-is manifest in two distinet policy posi-
tions expressed in the FEA pricing regulations:

1. Gasoline, 2-D diesel fuel and #2 heating ol are artificially subsidized. FFA
pricing formulae prohibit the passing of full cost increases to these “specinl
products.”

2. Major oll companies have the Rexibility to allocate to residual oils all in-
creased costs whici eannot he ahsorlied by the “speeial products.” As a eonse-
quence, residual fuel oll prices have grown neariy 200 percent under FEA pricing
regulations, or at twice the rate of the “specinl products” which have lieen pro-
tected from full cost absorptlon,

. The new proposed Federal Energy Administration regulations (Federal Reg-
ister, Vol. 40. No. 15) do not elimtnate the disecriminatory policy of the past year
by “limiting the proportion of increased product costs that can be passed through
and reflected in prices charged for the group of products, taken in the aggregate,
consisting of all covered products other than #2 olls, gnsoline and crude ofl.”
Hoswever, the proposed regulations do not address the problem of past discrimina-
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tory pricing policy, and they still allow a reflner a great deal of discretion within
the category of geuneral retinery products:

*In apportioning the total amount of increased product costs allocable to gen-
eral refinery products (i.e., all products other than gasoline, #2 fuel vils and 2-D
diesel fuel), a refiner may apportion amounts of inereased product costs to a
particular general refinery product in whatever amounts it deems appropriate.”

In sum, residual fuel ofl will continue to absorb a disproportionate share of
refinery costs which otherwise would have been absorbed by such general re-
finery products as lubricants, kerosene, naphtha, and aviation fuel a situation
which aggravates the discriminatory cost absorption to which this product has
been exposed during the past year.

IIl. CONSUMPTION REDUCTION

A fundamental test of the proposed energy program’s effectiveness is its ability
to stimulate conservation activity. Increasing the price of residual fuel oil will
not measurably reduce its consumption nor the amount of crude oil which the
nation requires. Residual fuel oll represents less thun 7 percent of retinery output
nationally. The non-discretionary demand for this product by utilities, non-profit
institutions and geographic sections of our nativn impedes efforts tfor signiticant
short term consumption reductions. - -

This is particularly true for educational institutions which rely on residual
fuel oll as the basic source for lighting, space heating, research activity, health
care delivery and food processing. As suceh, the consumption of restdual fuel oil
is not discretionary ; it is a usage which sustains the express purposes for which
educational institutions have been chartered.

Most non-profit institutions have implemented energy conservation programs
which have reduced fuel consumption to optimutn levels. An inerease in the price
of energy will not stimulate such institutions to reduce further; it merely in-
creases cost.

For example, Yale University will consume less residual fuel ofl in 1974/73
that that used in 19685/66 and less electricity than that used in 196S/G9, in
spite of new building additions during this period totalling 1,000,000 square
feet and a loss in combustion eficiency of 9 percent due to the use of low sulfur
oll as required by the State of Connecticut. It is unlikely that simlilar consumyp-
tion reduction performance can be projected for the future, regardless of the
increased price of fuel. Further consumption reduction will be effected by
withdrawat of basic services to the institutions.

IV, EXCLUSION OF NON-PRQFIT FEDUCATIONAL INSTITUTIONS FROM REVENUE
REDISTRIBUTION

The President’s program calls for a redistribution of energy fees anid tax
revenues to vartous sectors of the economy through a~complex mechanixm of
tax refunds, investment credids, reduced corporate business taxes and incen-
tives for directed utility expansion. The exclusion of educeational institutions
from sharing in this redistribution of energy surcharges and investment in-
centlves ix highiighted by the following factors:

1. No ).ortlon of the §30 billion revenue from higher energy surcharges Jwill
be refunded to non-profit institutions, even though they must pay the inflated
energy costs,

2, An investment tax credit program and a reduction in the corporate tax
rate from 48 percent to 42 percent will have no effect on non-profit institutions,

8. Capital support or other financial incentives designed to encourage cnergy
conservation are not offered to non-profit institutions either for past projects
or future plans,

4. Federal appropriations for spongored research have heen leveled. Increased
energy costs and the consequent rise In indirect expenses will continue to
reduce funds available for the conduct of scientifie rexearch, thereby further
diluting the output of the scientific community throughout the nation. This
human resource’ is one which the country can {1l afford to waste.

V. POSITIVE PROGRAM FOR ENERGY REDUCTION WITH MINIMUM FINANCIAL IIARDSIIP

Traditionally, non-profit cducational organizations which are exempt from
income tax under section 501(a) of the Internal Revenue Code, have also been

47-048-~75———4
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exempt from excise taxes imposed by Congress and from import tariffs and
fees imposed pursuant to Executive Orders. The specinl problems which the
President’s energy proposals will create for non-profit edueational institutions
would be eliminated if this traditional tax exempt status were to be applied to
exeise taxes on domestic crude oil and hmport fees on imported crude oil and
refined produets,

Should the Congress and the President elect not to exempt non-profit educa-
tional institutions from the import fee, they should recognize that these institu-
tions will be severely penanlized. Most non-profit institutions, uniike utilities
and many business firms, cannot pass on thelir energy price increases directly to
customers, In the care of educational institutions, “customers” are students
who already suffer heavy financial pressures due to rising tuition, and research
activities with limited funds which are unable to absorb increased costs of
energy.

In the absence of tax exempt status and with a recognition of the precarious
financial condition of many non-profit educational institutions, a series of rec-
ommendations is offered to relieve such institutions of increased finaneial mr-
dens due to high energy costs and to stimulate the search for new energy
economies;

1. Rexiduat fuel oil, as an essential non-discretionary source of energy, shonld
Le afforded the same pricing treatment as #2 home heating oil and 2-1) diesel
fuel,

2. An institutional fmport fee and excise tax waiver for demonstrable energy
economies utilizing a specitic time designation, perhaps two years, as a1 measuring
period.

3. An increase to existing federally sponsored research grants and contracts
to cover the rising costs of energy to those fnstitutions which have demonstrated
consistent annual energy efficiencles.

4. Special relief to those federally sponsored grants and contracts for projects
which incur direct energy costs as a result of energy intensive research.

8. New research programs and incentives for capital investments which reduce
energy consulmption or which afford conversion to tore desirable energy forms,

6. A mechanism to recognize in financial terms the efiiciency of the centralized
production of energy for heat, electricity and food processing typical within
colleges and universities.

7. Design and construction support for the development of new buildings with
innovative energy support systems which otherwise might be built with conven-
tional but less efficient energy systems.

8. Rellef for those institutions which, under local and state environmental
regulations, have expended capital to convert central steam, electrical and
chilled water plants to “cleaner” fuels, Many previous eonversions will have to
be reversed in order to return to energy sources wmore compatible with emerging
national energy policy.

9. The establishment of a joint federal/non-profit institutional panel for the
review and approval of institutional energy conservation programs and
performance.

10. The formation of a joint federal and non-profit institutional committee to
ald smaller institutions which lack technical expertise in energy conservation,
and to disseminate and co-ordinate energy conservation activities.

TESTIMONY OF JOHN G. BUCKLEY

My name is John G. Buckley. I am a Vice President of Northeast Petroleum
Industries of Boston and a Vice President and Director of Energy Corporation
of Iounisinna (ECOL) a joint-venture bhetween Northeast Petroleum and the
Ingram Corporation of New Orleans, Loulsiana. ECOL is presently building a
200,000 barrels daily fuel-oriented refinery on the Mississippi River about 33
miles up-river from New Orleans. I am a former Fuel Oit Chairman of the Na-
tional 01l Jobbhers Councll and currently on the Steering Committee of the Fuel
Committee of NOJC. 1 am also a member of the Utility Advisory Commlittee to
the Federal Energy Administration, Washington, D.C. and a member of the
Emergeney Petrolenm Supply Committee of the National Petroleum Council,
During the past eighteen months I have visited almost all of the major oll pro-
ducing countries around the world to negotiate crude oil contracts for our Lou-
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fsiana refinery. I have met with and have had many discussions with Ofl Minis-
ters and other oil and financial oflicials from these countries and believe 1 have
some understanding of their goals and aspirations at this time,

Senator Jackson, I would like to start by thanking you for the leadership you
have displayed on this critical wmatter of energy policy during the past several
weeks since President Ford announced the .Administration’s energy plan, Of
course, your concern in this area is one of long standing and we independent com-
panies understand and appreciate the role you have played in trying to assure
more equitable treatment from nattonal oil policy for the independent sector of
the oil industry nationwide. Your hearings here this morning in Washington are
just another example of your concern and continuving effort to make sure that this
nation does not pay a disproportionate price for the achievement of a question.
able objective. Clearly the cost of achieving national objectives should be borne
eyually by the nation,

In my statement this morning I should like to divide my comments into two
parts -
! The first dealing with aspects of the Administration’s program which [ believe
deserve support and implementation by appropriate action by the Congress; and
the second dealing with those parts of the Administration’s program that I be-
lieve will be inimical to New England and to the nation as a whole.

On the positive side I strongly support the following points:

1. Development of strateglic storage capacity designed to enable us to react
quickly to offset the disruptive force of any future embargo, cutoff Or curtailment
of foreign petroleum supplies.

2. The production of oil from the Naval reserves at Elk Hill in California and
the use of some of that ofl in filling government-owned strategic storage facilities,

3. The establishment of tougher codes of insulation coupled with tax credits
to promote residential and commercial insulation in order to cut waste.

4. The establishment of appliance efliciency standards.

5. Standby authority under which this Administration or future Admliunistra-
tions could react quickly in the event of an embargo situation, including standby
rationing authority.

6. The development of incentives, tax and otherwise to transform or shift the
emphasis in the automotive industry to the production of more efficiont automo-
biles with better miles per gallon performance.

7. Increased federal effort in research and development of alternative energy
sources.

All of these measures have something in common. In combination they tend ta
eliminate energy waste in our society and effectively conserve available energy
resonvees. Moreover, they are long-term {n nature and not designed as a “quickie”
solution to energy problems,

I would now like to turn to other parts of the Administration’s program on
energy and list, if I might, some of the myths and inconsistencies in the high
energy cost approach to achieving certain national energy objectives. These nega:
tive comments will fall in two categories, the first dealing with our current eco-
omie situatlon and the second dealing with the more fundamental and philosophi.
cul question of our future foreign economic and political policy world-wide.

1. 'The Administration’s energy program is touted as a policr, which when
coupled with the Administration’s tax relief policy, will have an expansionary
fmpact on our general economic situation this year. In fact, a detailed analysis
of the combined effect of both the tax and energy proposals shows that the
positive contribution of the tax rebate and tax restructuring Is more than off-
set by the cost of the energy program. The Research Office of the New England
Congressional Cancus notes that the combination of tariffs and fees on imports
coupled with price decontrol and new taxes on oll"and gas will take between
$44 and G4-hillion out of the economy. The Library of Congress research study
puts the energy bill at just over £30-billion annually. The point is the Admin-
istration’s tax proposal looks to tax relief in the neighlorhood of $24-billon.
Therefore, the net effect of the total Administration tax and energy program
would be, it enacted, a $20-30-billion economic drag this year. Thus, we conld
end up with a $45-billion federal deficit, more recesslon and more inflation
simultaneously. This ix certainly not a prescription to help the United States
economy at the present time.

On the human side unemployment nationally would have to rise probably to
0% or 10%. In New England the rates would be higher—much higher—with
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regional unemployment perhaps at 129 and in some states, like Massachusétts,
ranging from 12% to as high as 15%. This is simply too high a price to pay
for the achievement of narrowly defined energy objectives. -

2. The Administration's energy package, drawn liberally from the computer
projections in the FEA’s Project Independence Report, takes far too narrow
& view of both our own domestic economy and our economic role in the world
economy. The goal of the ’roject Independence study was to reduce oil imports.
The Administration seems to be following a policy designed to achieve that
objective at any cost, even at the cost of ruining our national economy.

In contrast to thixz narrow Administration approach the Organization for
Economie Cooperation and Development (OECD) has just completed a study
on energy objectives for its member countries which, refreshingly, notes that
“energy is not the only thing in the world that is important.” The study, citing
a capital investment requirement of over $2-trillion needed to achieve a high-
rate of energy self-sufficiency in the member countries, states that such an effort
would mean a very large shift of resources into the energy sector. This, the
study says “may be in conflict with other economic objectives and may conse-
quently be undesirable.”

In fact, the Administration's energy proposal would cost our economy $50-
billion annualiy in increased energy costs—and perhaps $75-billion if the “ripple
effect” of higher prices for other produets based on energy is included. It repre-
sents a commitment to divert some $750-billion of purchasing power over the
next decade into high-cost energy. In addition, the capital investment required
would amount to some §750-billion to $1-trillion over the same decade. With
that kind of resource commitment coupled with our military budget, ft is hard
for me to see how any other social, economic or environmental objectives can be
met during the next ten years.

3. The Administration’s plan, stripped of rhetoric, boils down to putting the
United States’ energy economy ncross the hoard on a price bhasis of the present
level of OPEC prices (Organization of Petroleum Exporting Countries), plus
freight to U.S. ports, plus $2.00 a barrel. This means that all new naturnl gas,
all domestic petroleum and all imported petroleum will he priced at approxi-
mately $14.00 per barrel. Inevitably, since there are no price controls applicable,
con! prices will rise to roughly the same level.

One of the gonls of the Administration’s new energy proposal is to drive down
OPEC prices. Yet by the establishment of this “high cost energy program® the
United States will he unable to henefit from such lower OPEC prices, even if
they are achfeved. Part of the Administration’s plan calls for standby authority
for the President to establish quotas and tariffs apart from those already in
plnce in order to ensure a “Aoor” price so that companies investing in petroleum,
natural gas, shale, liquification or gasification of coal and other alternate energy
supplies will be able to receive an appropriate retnrn on their investment. Thus
our economy would be insulated from lower foreign prices and would be perma-
nently trapped into a posture of nccepting higher energy costs than any other
industrial country in the world. Obviously, our competitive ability will be seri-
ously damaged, our export trade curtailed and our balance of payments plnnged
into deficit year after vear. Tn effect, the Administration is calling for a poliey to
break OPEC prices while at the same time nutting the country in a position in
which we alone amoag jndustrinlized countries will be unable to benefit from
lower OPEC prices if they are achieved.

I would now like to turn to a number of myths, misstatements and misnnder.
standines relating to United Stater' energy poliey and its interaction with OPEC,
As indicated earlier one of the ohiectives cited by the Administration in pur.
suing its new energy policy is to hreak the OPEC cartel and ecanse OPEC nrices
to decline. :Another stated ohjective is to destroy OPE(s nbility to do “<ignifi-
cant economie damage” to industrial economies. We shall examine these two
points in detail 1ater. -

Another thaneht that has received wide circulation in recent weeks is the
myth that OPEQC's acenmulation of capital will put it in a pesture to undermine
the world currency structure, take over all the stock listed on the New York
Exchanege, or in other ways nrove to be so laree that the existing financial sys-
tem will be unable to manage the flow of funds. As a corollary to that thought
fc the theory that we here in the United States cannot abhsorb the increased
OPEG prices without a erippling impact on our economy. We also hear econ-
omists and others testifying recently in Washington that the establishment of a
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Federal government importing authority or the use of sealed bids will somehow
brenlq; the Arab cartel—or what is called the Arab cartel rather than the OPEC
cartel.

There I8 one final myth that permeates all the rest, that is the oft-repeated
assertion that the current OPEC price problem is a separate issue and not re-
lated to the question of a Middle East peace settlement. All of these various
myths and misunderstandings are creating an emotional climate in Washing-
ton and in the nation which could lead us to policies less than rational, They
deserve to be analyzed and commented on one by one.

1. To understand the world as it is we must first make a more realistic assess-
ment of OPEC in order to grasp how limited our unilateral optious really are.
We must understand that within OPEC there are two groups of countries, The
first group—the non-Arab countries—is made up of relatively densely populated
countries with high unemployment anG a strong desire to industrialize. This
group includes countries like Venezuela, which has already embarked on a mas-
sive long-term industrialization program; lran, with some 26-million in popula-
tion (and high unemployment) which has in place an overt govermnent program
to use all available crude oil to build new refining capacity and petrochemical
facilities In Iran itself; Indonesia with over 100-million in population, and
Nigeria the most populous of African countries with some 60-million people,
both developing countries keen to see economic progress and a better living
standard, All of these non-Arab nations believe that current price levels are not
too high and that, indeed, it is about time they received a more equitable share
of wealth from their natural resources, such as petrolcum. I can tell you from
personal experlence that it is difficult for officials in such countries to identify
and sympathize with what we call “sacrifices” such as turning down the thermo-
stat a few degrees or buying a smaller car when they note the poverty, hunger
and survival-oriented existence of most of their own citizens.

The second OPLC group—which includes most of the main Arab producing
countries—do not have large populations and are now receiving revenues far in
excess of their abllity to absorb such revenues in domestic industrial develop-
ment. It is this group which has a far higher degree of sclf-interest itn making
sure that the current high price level of petroleum does not drag \Western Europe,
Japan and the United States into a severe economic recession or depression. Such
countries would much prefer industrial countries to have strong, viable, growing
economies in which to invest their surplus funds. In short, it is these Arab
nations to whom we must look for help in bringing down current OPEC price
levels, It is also the same Arab countries who despite their economic self-fnterest,
simply are not in a position to reduce prices sharply until and unless there is a
Just Middle East settlement, :

2. Returning now to another of the myths and misunderstandings expressed
above, I would like to comment on the oft-stated position tliat the key to bring-
ing down OPEC prices is increased production and reduced consumption in the
United States. We, in fact, have only a marginal impact on OPEC price deci-
sions. Clearly, insofar as the Arab producers are concerned the United States has
never bLeen an important market. We prevented them from selling much of their
oil here all through th2 1960's under our mandatory oil import quota system.
The Arab nations are currently producing some 18-million barrels daily of crude
oil of which we import about 1l-millfon barrels daily. We are, at best, a 5% or
G%% market,

I vepeat, the U.S. only buys about 5% of Arab ofil production. Besides, even
If we succeed in cutting oil imports most of the cuts will be fmports from non-
Arab countries. As you know, whether we like it or-not, Canada has already
decreed that it is phasing out its exports of crude oil to the United States. These
exports, which were approximately 1-million barrels a day a little over a year
ago, are now due to drop to 650,000 barrels dafly by July 1975 and to be phased
out altogether by the end of the decade. Moreover, additional cuts in fmports
will be likely first to back out Venezuela, Indonesian and Nigerian oil rather
than Arab oil because prices for these oils are higher than prices for Middle
East Arab oils.

In short, the theory that what we do here in energy policy can dramatically
alter Arab pricing decisions is just that—a theory which fails to recognize
political facts, No sealed bid system, no creation of a government purchasing
agent to handle all imports can possibly bring about the desired results. In
fact, the creation of such a government entity would do much to undermine the
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floxibility we now have in meeting emergency situations and would end for all
time the ability of our independent companies, both marketers and refiners to
negotinte lower competitive prices from foreign reﬁne;s and crude oil pro-
ducers. Further, the creatinn of a government purchasing agency would just
about end the ability of independent companies to finance new refinery capacity.

3. I would now like to comment on the theory that the United States cannot
absorb higher OPEC prices without critically damaging our econcmy and bal-
ance of payments. Again, an analysis of our balance of payments show§ this
argument to be fallacious. For the calendar year 1974 just ended the United
States did indeed show a staggering increase in costs for oil imports. These
rose from somewhere in the neighborhood of £7 to 8-billion (in 1973) to $24-
hillion for the year 1974, But at the same time our exports also rose dramatically
so that by year end total imports were valued at just over $100-billion while
exports stood at $97-billon. This caused a §3-billion balance of payuents
deficit—not a small number. But had it not been for the drought in the mid-
west and as a result. poorer agriculiural exports than expected, we could well
have had a balance of payments surplus despite the rapid escalation of foreign
oil prices. My point is this—this economy is so large and onr export potential is so
great that higher ofl prices ave not going to hankrupt us. In fact, in one short
year—a year when the price for foreign oil was tripled—we have already shown
that we can offset these added costs through additional exports. Morcover, it
seems clear that as the oil producing countries develop and maintain a high
level of revenues from their oil sales in the future, there Is created an exeiting
growth market for additional exports of American managerial, financiul, tech-
nical, and manufacturing skills as well as a growing market for U.S, agricultural
productx. Another way to look at the transfer of $100-billion annuaily to
OPEC countries which is occurring at the present time is to look at it as a growth
opportunity for U.S. husiness and agriculture.

4. Another popular misconception relates to the world financial institutions'
ability to manage the transfer of funds that are occurring and the oft-stated
fears that * the Arabs will take over the entire world economy. It is popular
to note that at current stock market prices within a certain number of years
the OPEC nations could buy out the whole New York Stock Ixchange and own
every major corporation in the United States, These simplistic and naive asser-
tions are obviously designed to stir fear. But they are not valid.

In fact, the Administration itself has now recognized that the build-up of
dollars and hard currencies in OPEC nations in the years ahead will he mach
lower than previously estimated. I attach a copy of an article from the New
York Times of Friday, January 31, 1973 quoting Secretary of Treasury, Willlam

- Simon's testimony in connection with a new and sophisticated economic analysis
by the Treasury Department of the expected accriual or accumulation of funds
in the OPEC countries. Mr, Simon stated that the producing countries might
accumulate $200-250-bitlion by 1980, an amount which would level out and then
decline after 1985. Mr. Simon concluded that *. . . . there is no reason that the
accumulation of substantial debt by oil importing nations to oil exporters need
undermine elther the solveney or the liquidity of oil importers as a group.”
Mr. Simon also stated that these new estimates ‘. . . support the view that the
internntional financinl aspects of the ofl situation are manageable.”

5. I would now like to comment on the Administration’s twin objectives of
insulating the U.K, from OPEC's prices and reducing and eventually eliminating
the power of OPEC countries to cause significant economic damage.

I would say as a general comment, that there objectives cannot be achieved
until or unless there is a Middle East peace settlement. The whole thrust of the
Administration’s policy, the achieving of “Project Independence”, the emphusis
on “national securits’ ‘and the goal of becoming “invulnerable” by 1985 harks
back in many ways to the economic ivolation policies of the 1930's, It seems to
me that its emphasis on reducing Arab oil imports was conceived in semi-panic
and is dedieated to the proposition that we can turn back the clock. I don't deny
that the Profect Independence exercise may have developed some data that will
be helpful in forming a cohesive national energy policy. But as for achieving
the twin objective of “insulating” ourselves from OPEC or “eliminating the
power of OPEC to cause significant economic damage"—that's just wishful
thinking. In short, no matter how sophisticated the technical analysis, no matter
how keenly we assess the computer runs, what faces us is essentially a political
problem.
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It is completely unrealistic for us to look at our exposure-—our ability to be
independent—in the context of how many barrels a day we can cut oil imports.
now bought t‘rom Arab countries. That is far too narrow a context. No matter
what we do, Europe and Japan cannot escape overwhelming dependence on Arab-
oil to fuel their basic economies for the next decade. Of our total energy supply
only 43% is represented by petroleum and only about 159 of our total energy
suplzl,v would be directly affected by another oll embargo or other actions by
OPEC couatries to deny us oil supplies. Europe and Japan, on the other hand,
depend on petroleum for 60 to 80% respectively of their total energy use. More-
over, almost all of their petroleum needs are covered by imports. They have long
ago built strategic stock piles of oil through a “security” storage program. Thus,
Europe, and to a lesser extent Japan, can weather short-term interruptions in
oil supplies. But there is no way they can do without Arab oil for any period
exceediug a few months short of virtually closing their economies down tight.

Given the interdependence of our economy with those of the European coun-
trics and Japan, their vulnerability is our vulnerability. There was a time Just
ufter World War IT when the popular expression wax if the United States eatches
a cold Europe catches pneumonia. That situation has changed. Now, if they catch
pheumonia we do too.

1t follows that we must move forward toward a Middle East peace settlement
os a first priority. Only then can we hope to negotiate lower OPEC prices. Only
then can we, as the world's most skilled, diverse and technically accomplished
economy, expect to earn back more dollars than we spend for petroleum imports.

There must be some recognition that this is not 1967 or 1956. The world has
changed. We do not have the unilateral options we had then. And we won't have
thew in this decade. The golden period of roughly 23 yvears after World War 11
when the United States could afford the luxury of doing about whatever it
wished to do internatfonally is over.

In fact, looking realistically at the world and our position in it we must con-
clude that the United States is today living in an interdependent world economy.
The Administration, however, seems to be approaching this truth in a compart-
. mental way. It scems to be divided into two groups, one representing the energy

and economics sector and a second dealing with political questions. Senator,
I suggest that the politics and economics of the Middle East are but two facets
of one problera and neither can be ivolated or viewed in {solation. European
countries and Japan recognize this, as do the oil producing countries themselves,
For the United States to keep insisting that these are two separate problems
is a head in the sand attitude. We must start dealing with the facual situation
that exists and as a first privrity we must be on with solving the basie political
problems—achieving Middle rast peace. .

We _cannot achieve security or independence by fiddling with the number of
barrels per day of ofil we import. No number of new FEA computer runs will
change the situation one fota. By recognizing that fact one other fact also be-
came clear—that is the foolishness of pursuing a course of “confrontation” with
OPEC.

We, and other industrinl countries need a certain volume of oil. The produc-
ing countries, for their part, want to diversify their economies and improve thefr~
standards of living. Between these two groups cooperation can yield a higher
level of world trade and a growth in mutual interdependence, This is far the
preferable course to confrontation.

One other disturbing thought is the suggestion hy the Admninistration that we-
mlilst move now—that every day we delay Is a day that increases our vulner-
ability.

With all due regard to the need for action, what you are looking at in Congress
is an energy plan that commits our country to n basic course of action for the-
next 10 to 20 years. You must resist rushing into such a long-term policy without
full analysis and consideration. You must not buy the Administration’s pro-
gram just because it is the only one offered at this time. After all it was con-
ceived in secrecy and is already being implemented without public hearings.

The Congress need not feel under any great pressure to move in one week or
two weeks or even in one or two months. There s nothing in the Administration's:
program that protects us from an embargo over a short timne space, Moreover,
even if an embargo were to be imposed during the next few months we are in
far better shape today to cope with it than we were in October, 1973. Supplies.
of oll are ample both in the United States and around the world. There is a
great deal of spare producing capacity in non-Arab countries. We have an es-
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‘tablished and operating mandatory allocation system which would avoid the
regional spot shortages caused by the last embargo by spreading the available
supply of oil equitably and evenly throughout the country. Finally our most vul-
nerable period—the winter—is well along. It takes about two months for an
embargo to bite and by that time we will- be into milder weather, even in New
England. Thus, while no one wants a new embargo it would hurt us less than
the embargo of October 1973. The Congress does have time to analyze thought-
fully the Administration’s energy policy and come up with its own alternative
program.

As indicated at the beginning of this paper, there are a number of alternative
actions which can, at very low cost, meet the I’resident’'s basic objectives of
achieving meaningful conservation and lessening oil imports. But we must use a
surgical tool rather than a meat axe approach. The positive programs presented
by the Independent Ol Men's Association and the New England Fuel Institute
contain actions keyed to conserving the two fuels that are not being conserved
currently—gasoline and natural gas.

Apart from these recommended steps Congress must recognize that our great-
est vulnerabhility to foreign oil cutoffs at present is our high dependence (particu-
larly on the East Coast) on imported residual fuel oil. We do need and
must have additional fuel-oriented refining capacity in this country to lessen
this vulnerability. However, the Administration's plan diseriminates against
U.S. refineries and would limit if not prevent the building of any new refineries
here at home. This would occur. first of all, during the so-called transitional or
tarift phase of the Administration's program since product tariffs are set lower
than crude ofl tariffs. This obviously leads to the favoring of construction of
refining capacity abroad rather than here. Moreover, the long-term Administra-
tion program which equalizes tariffs between products and crude oil neverthe-
less puts overseas refineries in a preferred position. Under the Administration’s
program foreign refineries will have lower capital costs, lower working capital
neerds and lower freight costs than a new U.S. fuel refinery.

There must be positive incentives to build new independent refining capacity
in this country and all of the independent marketing and refining groups will,
I am sure, be happy to work with you and your staff and with other potitical
leaders in Congress to help frame out the kind of incentive program that is
vitally needed.

Senator Jackson, we are at a crossroads of such importance that it cannot he
overstated at this point in our national economic life. We are golng to opt either
for a nermanent high energy cost economy which will exacerhate our recession
and our inflation, or we are going to embark on a consclous policy of more
moderately priced energy designed to keep our economic structure competitive
in the world market.

I would like to recommend that the Congress look at the establishment of a
moderate energy cost program. The Administration wants to take the 859 of the
energy that we produce domestically and hook it to the price of the 15% of our
cnergy which we import—letting the tail wag the dog. This does not insulate us
from OPEC. Rather it tles pricing for our whole energy structure directly to
OPEC's prices—plus, of course, $2.00 per barrel. In a very renl sense our entire
energy production is put under the pricing control of the OPEC ceuntries.

There are those in the ol and gas industry (and, indeed, within the Adminis-
tration) who argue that price controls should be lifted on all domestic oll and
gas so that they can rise to the “free market” price. But {here is no “free market”
price in the world today. OPEC's prices are political. not economie. To fllustrate
it costs 16 cents to produce one barrel of Saudi Arabla crude oil today; yet,
today’s selling price is $10.48 per barrel.

If we really wish to insulate our economy from OPEC pricing, the only logi-
cal way to do it is break away from their politically established prices by estab-
Hshing prices of our own for the energy which we produce ourselves. We are
uniquely able to do just that since we import only 15% of our energy needs.

I would recommend that the Congress take the two different prices which
currently apply to domestic crude oil (the old erude oll price which is controlled
at $5.25 per bharrel and the new crude oll price which fluctuates at about the level
of the landed cost of OPEC crude or, say, about $11.50 per barrel) and average
these two prices therebhy creating a new single price on all domestic ofl. It could
be set slightly lower than the welghted average of the two prices today. With a
small roll-back of domestic crude oll prices there would be a deflationary effect on
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tllle economy—rather than the wildly inflationary effect of the Administration's
plan,

Such a weighted average price might be set at, say, $7.00 per barrel—a reduc-
tion of perhaps 20 to 35¢ per barrel from today's weighted average price. U.S.
refineries under the Mandatory Allocation Act would continue to receive their
pro-rata share of total domestic oil at the new fixed price. This would promote
nmore refining capacity, including more independent refining capacity, since re-
finers would be uble to count on lower weighted average crude oil costs than
their foreign competitors.

Unce the new lower domestic oil price has been established, new natural gas
prices could then be deregulated without fear of a precipitous jump in natural gas
prices, since only a small volume would qualify for deregulation in the first year
and since a price ceiling would be set by the new lower domestic oil price. In <hort,
new natural gas prices would only rise to the value of the alternative energy
source, i.e. oil prices. The weighted average crude cost to U.S. retiners would be
about $8.50 (70% at $7.00 and 30%% at $12.00).

Under the Administration’s proposal. of course, deregulated natural gas
prices would rise to the equivalent of £14.00 per barrel of crude oil. Similarly, the
new lower domestic erude oil price would put a ceiling on price rises for coal.
Yet, even with a moderate increase in natural gas prices resulting from this ap-
preach, conservation of natural gas would be increased just as conservation of
heating oil duriug the past year has responded to higher heating oil prices.

Even at a new $7.00 price for all domestic crude oil there would still be ade-
quate incentive to drill and develop additional oil supplies. And with new natural
gas prices deregulated there would be an equal incentive, now missing, to driit for
aud develop additional natural gas supplies.

If an additional demand depressant is needed. and I am not sure it is, then
plans such as those suggested by IOMA and NEFI could be put in place in order
to moderately cut consumption of gasoline.

Such a low energy cost alternative to the Administration's plan would achieve
the following:

Slightly reduce, rather than sharply raise, oill prices to consumers for all
petroleum products except poussibly gasoline.

Slightly raise gasoline prices, {f other steps fail to curb gasoline use.

Go hand in hand with other long-term conservation measures, such as Federal
taxes or high horsepower or heavy automobiles, new tougher insulation stand-
ards and tax incentives to insulate both commercial and residential building.

Provide sufficient incentive to continue drilling for new oil and increase incen-
tive for drilling to discover and develop new natural gas supplies,

Increase incentives for the addition of new refining capacity, including new
independent refining capacity, thereby reducing our dependency on foreign
product imports.

Pinpoint conservation when it is llkely to do the most good, i.e. natural gas
and gasoline,

Continue the modest price reductions now flowing to the East Coast on imports
of refined products by continuing the existing price equalization program.

Allow the tax rebate and tax reduction and reform measures to really do their
Job of stimulating the economy without an economlc drag offsetting them from
the energy sector.

Put a system into operation with the minimum of operational and administra-
tive difficulty since allocation and price equalization regulations are already in
place and functioning.

Eliminate the need for rationing, new tariffs or protective quotas.

Fit perfectly with an emergency strateglc storage program designed to lessen
our vulnerability to disruptions of foreign oil supplies.

Insulate our economy from OPEC price decisions whatever course they take.

Strengthen our competitive export position by providing lower energy costs
to industry and agriculture than the energy costs now prevailing in other {ndus-
trial countries.

Improve our balance of payments position as a result of our more competitive
position in world markets.

In short, this alternative program {s not inconsistent with the Administration’s
objectives. It dnes virtually everything the Administration wants to do. But it
does g0 in a way that strengthens rather than weakens our economy in both the
short and long term.
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I would like to pause now at the conclusion of my remarks to try to gain
perspective at this critical juncture by reflecting on a short poem by Robert
Frost—a poet we like to call our own New England sage even though he was
born in California. Sommetimes a poet like Frost can illustrate a truth in the
language of nature in a way that makes us all understand the truth a little
more fully.

“Two roads diverged in a yellow wood,
And sorry I could not travel both

And be one traveler, long I stood

And looked down one as far as I could
To where it bent in the undergrowth ;

“Then took the other, as just as fair,
And having perhaps the better claim,
Because it was grassy and wanted wear;
Though as for that, the passing there
Had worn them really about the same,

“And both that morning equally lay
In leaves no step had trodden black.
Oh, I kept the first for another day!
Yet knowing how way leads on to way,
I doubted if I should ever come back.

“I shall be telling this with a sigh
Somewhere ages and ages hence:

Two roads diverged in a wood, and I—
] took the one less traveled by.

And that has made all the difference.”

Senator, as you may know the title of the poem is “The Road Not Taken". I
‘woulill hope that when the Congress gets through fully analyzing the President’s
.energy program that it will become The Road Not Taken.

[From the New York Times, Jan. 31, 1975)
SiMoN LowErrs KForecasTts ox OPEC Casv- BulLp-Up

(By Edwin L. Dale, Jr.)

WasHINGTON, Jan. 30.—Secretary of the Treasury William E. Simnon, citing a
detailed new 7Treasury analysis, told Congress today that the buildup of petro-
dollars in the ofl-exporting countries would be much less in the years ahead than
had been estimated last year after the sharp increase in the price of ofl.

Mr. Simon said that new estimates by economic forecasters “support the view
that the international financial aspects of the oil situation are manageable.”

The Treasury’s analysis, made public later in the day, estimates a peak “finan-
clal accumulation” of the producing countries of 200 billion to $250 by 1980 and
then a leveling out followed by a decline starting about 1985. This contrasts
with estimates of the World Bank last July, for example, that the accumulation
would reach £653-billion in 1980 and $1.2-trillion in 1985.

The analysis also concluded that “there is no reason that the accumulation of
-substantfal debt by oil-importing nations to oil exporters need undermine either
the solvency or the liquidity of oil importers as a group.”

The study was made by Thomas W. Willet, Deputy Assistant Secretary of the
Treasury for Research. He referred to it at a conference here earller this week
but did not publish it until late today.

The CiairMAN. Governor Salmon ¢
STATEMENT OF HON. THOMAS P. SALMON, GOVERNOR OF VERMONT

Governer Saraox. Mr. Chairman and members of the committee, let
me attempt to get in a few licks this morning from the perspective of
:a rural State in the Northeast. We have unemployment in one of our
cities of Vermont at 20 percent. Our people are looking at an average
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“increase under the President’s progrdam as we have evaluated it at the

New England Regional Commission, and the National Governors
Conference, of 35 percent. i

We have some rather peculiar problems in rural America, poor rural
America, that T would like to leave with this committee today. In
northern New England, the increases today are double the figures -
that Senator Kennedy has alluded to, so we are somewhat out of wack
in terms of our contiguous region. (Gas costs 5 cents a gallon more in
our State than it does on the national average. Our per capita income
is among the lowest in these United States, and we are facing a situa-
tion now in our region that transcends this government where funda-
mentally we are recommending the most austere budget in modern
history, and still facing the proposition, Mr. Chairman, of both level
funding and the necessity to raise additional resources through new
taxes in hard times.

The poor, of course, have been designated to pick up the lions share
and the brunt of the President’s recommendations. Those who are
poor, based on some extrapolations we have done in our State, will
devote as much as 16 pereent of their income to energy if this program,
this two-tiered program is fully implemented. The well-to-do in this
society will devote no more than 2 to 3 percent of their income.

There is another important consideration that I would like to leave
with you as it relates to our manufacturing structure, our manufac-
turing base. In the 6-month period following the embargo while in-
dustrial production in the country declined by 3.8 percent, industrial

. A v » ’ . R
production in New England declined by 11.4 percent. There is a gro-
tesque energy price disparity in our region as respects the rest of the
country. and this is readily seen when you look at the residual fuel
alone which is costing $1.81 in our region per million Btu’s as opposed
to a national average of 84 cents. We are 82 percent reliant on petro-
leum as a basic energy resource as opposed to 43 percent in the country
as a whole.

This program, in addition to its devastating effect on the American
consumer, holds out a special threat to our capacity to maintain the
permanent, good paying jobs that we have in manufacturing in our
region. The free enterprise system says essentially this, that business
and industry will go where they have the best chance to make a buck.
And if this program is adopted as expressed in the President’s mes-
sage, we face a situation of double siege. The implicit assumption in
the—President’s message, and I read the President’s message, Mr.
Chairman, and T attempted to read it quite carefully, is that there is
no other theory, there is no other alternative to his efforts to let a free
market mechanism cure the problems of imports of foreign oil. It is
our judgment that this theory is utterly incorrect.

This program came on line, of course, without any consultation with
any Governor in these United States, and as I understand it, without
any substantive consultation with Members of the Congress. We feel
that there are other alternatives, and that is why it is so necessary in
our view to buy some time here, 90 days, to put other alternatives on
line. Personally, I would far prefer an approach involving volumetric
recduction of imports, and the utilization of a mandatory allocation
system with some degree of greater flexibility that fundamentally kept
our region alive during the difficult winter of 1973 and 1974.
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We hope, Mr. Chairman, as individual Governors to have an op-
portunity to have some input, to sit at the head table in the next alter-
nate energy program for this country is conceived and 1mplonmntod by
this COII(VIOSS We have the capacity, we have the New England Re-
gional Commission based in Boston, funded with Federal dollars that
gives us capacity to make a contribution to this effort. We want to
make a contribution.

And let me say that Governor Briscoe of Texas has indicated that
ho supports the resolution before you, and with your permission. T
would like to leave the record open, Mr. Chairman, for supporting
statements from other Governors,

[Correspondence of Hon. Dolph Briscoe, Governor of Texas. and
Hon. ITugh L. Carey. Governor of New York, follows. A telegram of
Hon. Wendell Anderson, Governor of Minnesota was entered into the
record earlier and appears at page 14.]

STATE OF TExAS,
OFFICE OF THE GOVERNOR,
~ Austin, T'ex., Fcbruary 7, 1975.
Senator RusseLL B. Loxg,
Chatrman, Scnatc Finance Committcee,
Washington, D.C.

DeEAR MR. ChalrMAN: T submit this letter to enter the record of the Senate
Finance Committee in support of HR 1767. It is my personal opinion that the
recovery of our economy and the stability of our national energy policy can best
be served by delaying imposition of increased import tariffs until the Congress.
has an opportunity to act.

Sincerely, _
Dorrnt BRISCOE.

STATE OoF NFw YORK,
ExrcuTivPE CHAMBER,
Albany, N.Y., Fedbruary 7, 1975.

Hon. RusskLL B. Lona,
Chairman, S8enate Finance Committee,
U.8. Capitol, Washington, D.C.

DEeAR SERATOR I,ONG : On behalf of the people of New York, I suhmit the follow-
ing statement for inclusion in the record of the Committee. I would urge the
Committee to enact the resolution to delay the imposition of the President’s
tariff for 90 days.

I thank you for this opportunity to submit this statement,

Slncerely.
Huon L. CAREY.

Enclosure.

FEBRUARY T, 1975

Note to: The Senate Finance Committee, -
From: Gov. Hugh L. Carey of New York,
Subject : The effects of the proposed tariff on New York State.

The proposed tariff would have drastic effects on New York State. I submit
the following facts.

Since October 1973:
the price of residual fuel ofl delivered in New York Harbor has risen
from $4.47 per barrel to $12.51 per barrel, a 180 percent increase:
the price of homeheating oil in Mctropolitan New York hos risen from
23.7 cents per gallon to 40.7 cents per gallon, a 72 percent increase:
the price of gasoline has risen from 43.8 cents per gallon to 567.9 cents
per gallon, & 32 percent increase.
The average prices for coal and natural gas are nearly 50 percent higher in
the Northeast than the national average.
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According to the Federal Power Commission publication, Typical Electrio
Bills 1978, seven of the ten American utilities charging the highest rates for
3U0kwh of electricity are in Northeast states.

During 1974 the average electric bill in New York rose 35 percent over the
average 1973 bill, while the National average bill for 1974 rose 12 percent over
the National average bill for 1973.

The East coust uses ‘more than 93 percent of the total United States import
of residual oil, distiliate oil, and gasoline, 0 percent of the residual oil used on
the EFast coast is imported as opposed to 10 percent for the rest of the Nation,

In November 1974, the Entitlements Program recognized the inequities of fuel
costs in the United States, and awarded the Northeastern states 60 cents per
barrel of oil consumed.

The demand fur home heating ofl and the demand for electricity in New York
have declined below 1973 levels, This unprecedented decline is the result of cost
pressures, shrinking disposable income, and conservation efforts.

The rate of abandonment of buildings, by Ilandlords and tenants who cannot
pay fuel bills, utility bills, or real estate taxes, rose to 4700 multiple dwellings
in New York City in December 1974,

Mass transit in New York, particularly the Metropolitan Transportation Au-
thority system serving New York City, required more than $100 million in
emergency Federal subsidies to meet increased energy costs during fiscal 1975,

New York State is dependent on imported petroleum products. We find our-
selves in an intolerable position when we review the projected effects of the
proposed tariff on New York State.

A tariff on imported ernde oil and petroleum products, beginning on Febru-
ary 1st and increasing during the following three months to $3.00 per barrel on
erude ofl and $1.20 per barrel on products, coupled with the elimination of
Entitlements, would have the following effects :

According to the New York State Public Service Commission, electricity
prices would rise $-13 percent as a result of this tariff.

The price of home heating oil would rise 10 percent as a result of this
tarifY,

The price of garoline would rise approximately 4 cents per gallon as a
result of this tariff,

The cost of fuel to New York State agencies and political subdivisions
would rise by $4,421,000 between February 1 and July 1, 1975, and by
$20,028,622 during Federal fiscal year 1976, as & result of this tariff.

T'he cost of gaxoline and heating oil to all the citizens of New York would
rise l_by $087,520,800 during Federal fiscal year 1976, as a result of this
tarift,

The tariff would not cffectively encourage energy conservation. The tarift
would increase the prices of fuels for which the demand is inelastie—residual
oil and home heating oil—and would increase the price of electricity us»d by
mass transit systems by 10 percent making a transit fare increase almost
fnevitable,

The new impact of increased fuel and utility prices would raise the Consumer
Price Index at least 3 percent, as the result of a single government action.

The increased costs of fuel and electricity will take disposable income out of
the market place which is in serious recession.

According to projections by my economic advisors an immediate reduction of
ofil imports by one million barrels, accompanied by declining domestic produc-
tion, would force a reduced demand of 1.5 million barrels of oll per day, an im-
mediate 9 percent decline from a 1974 level that is depressed by rising prices
and falling production.

Therefore, on behalf of the people of New York, I request tiiat the imposition
of the tariff be delayed, at the very least, for a length of time sufficient to dis-
seminate to all citizens a full explanation of this tariff and its economie
consequences, ,

Secondly, you should know that we in New York State belleve very strongly
thnt a gasoline execise tax is the only appropriate remedy for the Nation’s energy
problems. A gasoline tax would raise the price of the fuel which has shown the
smallest percentage price rise in the past 18 months and which is the most
elastic In response to price changes. A gasoline tax also gives the government
the ability to redistribute the revenues to achieve full equity of pricing and ade-
quate mass transit systems,
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1 respectfully submit these points to you with the knowledge that you ‘}'ill
recognize the inequitable effects such a tariff would have on the people of New
York and the other states in the Northeast, and that you will respond by post-

poning the imposition of the tariff,

Senator Jacksox. Mr. Chairman, T have to leave early, and may [
just express to you and to the committee the deep appreciation of all
of us for the expeditious way in which you have moved on this. We
are most grntofn{.

The Crrarvax. Senator Jackson, T am sure you will be around on
the floor to answer any questions the committee members have in mind,
so we will permit you to depart if you wish,

Scnator Jack:ox. Senator Kennedy will answer my questions, aned
any others I will be glad to study and answer in writing. Thank you
very much.

Senator Kexxeny. Thank you. Mr. Chairman. We are fortunate to
have Attorney General Tucker of Arkansas. I think I would like
to indicate that this is not something that is either for the Northern
or Midwestern States as Senator Mondale has pointed out. or the
Northeast. hut it also affects the heartland of the country. Attorney

General Tucker.

STATEMENT CF JIM GUY TUCKER,'ATTORNEY GENERAL,
STATE OF ARKANSAS

Mr. Tucker. Thank you. Senator Kennedy:. .

Mr. Chairman, Governor Salmon, and Senator Kennedy have each
given vou a perspective from the Northeast, and I speak as a repre-
sentative of one of your neighboring States in the South. I think there
is a fairly narrow issue which you actually have before this com-
mittee. It is an issue with which I am concerned because a number
of the States in New England have recently instituted litization chal-
lenging the legality of the President’s action with regard to the im-
position of this tax. Arkansas will point that litigation, if need be.
However, it has always been my belief that courts should be an avenue
of last resort rather than first recourse. And. certainly I believe in the
arven of energy policy it should be the Congress and not the courts that
make the determination as to the direction this country should move.
o What is of such serious concern to me was touched on by Governor
Salmon when he pointed out that no Governors were consulted witl
regard to what this tax program should be. And in that regard, I wish
to point out to the committee that you have a very narrow issue before
you. The issue is not, it scems to e, whether the President is going
to be embarrassed or whether we like the President or do not like the-.
President. It is not a Democratic or Republican issue. I think it is one
of the most basic legal issues this country ever faced : that is the ques-
tion of whether we are going to have taxation without representation.
This was a tax imposed by the President and his advisers without con-
sultation with the Governors of the States, without consultation of the
Congress of the United States, I would hope that this committee would
rule unequivdcably that this is not the proper way to approach the
energy problem, and make a determination that the Congress should
have the governing voice before a new tax is imposed which will have
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the impact that this tax would have on the citizens of my State and
the citizens of this country. -

The impact will be great on the South just as it will be in New
England. We in Arkansas have been particularly hard pressed by the
increased prices of propane during the past year. There has been some
300, and in some cases as high as a 500-percent increase in propane
prices, and this price increase occurred without any formal written
economic analysis being performed by the Federal Energy Administra-
tion, and to this date the I'EA does not have a written economic
analysis in compliance with section 18a of the Federal Encrgy Ad-
ministration Act.

Propane consist of 7 percent as to the total volume percentage of
imports into this country, and the FIEA predicts that in 1975 almost
11 percent of the propane will be imported. With the already enormous
price increase that l)ropane has experienced, this tax would only send
propane prices up higher. But the impact of the tax in the South is
beyond just propane. For example, many of the larger States in our
country and rural States in our country are disproportionately large
consumers of gasoline, Although our State has a small population, we
are one of the largest per capita consumers of gasoline because we do
not have mass transit systems. Our population is widely scattered, and
they must travel some distance to work. The regulations in the Presi-
dent’s proclamation which would permit the transfer of dispropor-
tionate portions of the tax on gasoline at the discretion of the im-
porters would have a severe impact on those States that have high
per eapita gasoline consumption.

People in my State, Mr. Chairman, as I am sure the people in your
State, do not mind suffering a hardship if they can feel assured that
the hardship is one that is being suffered uniformly by the people
throughout the country. But this tax and this program cannot give
them that kind of confidence becauise it has not been reviewed by their
Representatives in the Congress of the United States. I think, if we
continue to pursue this policy without action by the Congress, that I
can speak for many other attorneys general of this Nation when I
say we will have to turn to the courts and seek our relief through liti-
ration. I do not believe that that is the best kind of relief that this

\ation is entitled to. -

Thank you very much.

Senator Kexxepy. Thank you very much. Maybe now I will ask
Charlie Schultze who has been the Director of the Bureau of the
Budget, and then John Snwhill, to wrap up for us.

STATEMENT OF CHARLES L. SCHULTZE, SENIOR FELLOW,
BROOKINGS INSTITUTION, WASHINGTON, D.C.

Mr. Scnurrze. Thank you. Thank you, Mr. Chairman.

Let me start by stating five propositions which I think are relevant
to what your committee is considermpi.

First, while reasonable people might indeed differ about the merits,
everybody will have to agree that the President’s energy program is
comprehensive. His legislative program is an exceedingly complex
one with large and long-lasting effects on employment, on output and
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prices in the cconomy at large. upon the energy industries in partic-
ular, and upon the competitive position of the various regions of the
country. There are major questions to be considered about the effects
of this legislation.

Second, unless it wishes to act simply as a rubberstamp, the Con-
aress literally cannot. conscientiously evaluate, modify, and enact suen
a comprehensive and far-ranging package by April 1.

Third. in the absence of congressional action hy that date, the Presi-
dent’s unilateral measures will draw substantial purchasing power
from consumers by way of import fees, and the associated rise in new
oil prices and competitive fuels.

Fourth. the economy is now in a critical situation. Tt is going down-
hill rapidly. In fact. in the last month, in 1 month alone we have added
almost 1 million people to the ranks of the unemployed. Actions like
the import fee w%\ich drain further purchasing power are bound to
make things worse and to frustrate the chances for economic recovery.

Five, delaying the President’s unilateral actions for a short timo
will not jeopardize legitimate energy policy goals. What would be
gained by way of reduced imports in the 3 months or the 4+ months

“involved is miniscule in terms of the Nation’s energy demands, its
imports, and the size of the world oil market. But what would be lost
by way of additional unemployment and purchasing power would
be large.

et me turn just for a few moments to examine several of these prop-
ositions more carefully. As I said at the beginning. that however rea-
sonable men might agree or disagree with the President’s comprehen-
sive energy prograny, it is an exceedingly complicated one. and it does
have very large impact on the economy. On the surface that program
takes $30 billion out of the economy by higher energy taxes and puts
K30 billion back in by way of tax cuts and other measures, and there-
fore. one might think it is neutral.

Well, as a matter of fact, it is much more complicated than that,
which again is not to say at this moment that it is wrong. It is just
much more complicated and deserves tremendous evaluation. For
example, in addition to the increased average crude oil prices of about
$1.50 a barrel, or 45 to 48 percent, and the doubling or more than
doubling of new gas prices, there will be associated increases in the
prices of intrastate unregulated natural gas, and in coal prices as the
prices of competitive fuels rise. Private consumers alone, as opposed
to Federal, State, and local governments, will pay well over $30 bil-
lion extra; and under the President’s fuel program, consumers will
get back $18.5 billion of the $30-odd billion they have spent.

On the other hand, private corporations, who will undoubtedly
pass on the bulk of their costs to consumers, will get a $6 billion cor-
porate tax cut. On balance. the net effect on consumer spending is
hound to be negative. What it will be on business spending we do not
know. .. .

But the main points is, it needs very careful examination before it is
put into effect. and you cannot simply rely on the fact that 830 billion is
taken out and $30 billion is put back in, that it is a neutral sort of
thing and that we do not have to worry about it from an economic re

covery standpoint. : -

.
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The President’s program will also have very comll)licated effects on
the oil industry. For example, with decontrol of old oil prices, and
with windfall taxes that the President proposes, the price of old oil
will go from $5.25 a barrel to about $6.50 or $6.60 a barrel, the price
of old oil from wells already sunk, whereas the price of new oil, which
is what we want, and what we need, the prices will actually drop from
about $11 a barrel to $6.60 a barrel. WWhat will be the impact on this on
the incentives to drill and refine new oil I am not suggesting I know,
but I am suggesting it sure cannot be rubber stamped.

The central point, therefore, is that the President has proposed a
program of truly massive size and complexity, and it is going to have
vast ramifications on this economy now and in future years, for em-
ployment, inflation, the competitive situation of the various regions
of the country, and for the energy industries. To pass such a program
by April 1 the Congress could do no more than rubber stamp one of
the most complicateg and important programs that has been presented
to this country and to this Congress in many years. .

In the meantime, the President’s unilateral action in imposing im-
port fees, with no offsets for consumers, will clearly hinder economic
1recovery. By the President’s unilateral actions alone the following will
appen:

'i)‘}lo price of imported crude will go up by $1 in February, $2 in
March, and $3 in April. The price of imported refined products will go
up in steps to $1.20 a barrel by April. The price of unregulated new
domestic crude oil will go up by $1 in February, $2 in March, and $3
in April. The price of coal and unregulated intrastate natural gas will
undoubtedly rise to some extent since their competitor fuels have risen.
All told, by April the unilateral measures of the President will be
draining $800 million & month from users of fuels, part to the Govern-
ment, part to the profits of the producers. At an annual rate, that is $9
billion to $10 billion a year taken out of the consumer income stream
and not put back-in. Given the current economic state of the country,
with unemployment at 8.2 percent and rising at a frightening rate,
with output falling sharply, with sales slipping badly, 1t is at least in
my view absolutely critical that all actions which drain off purchasing
power from consumers be avoided, and that the stimulus, the Congress
1s now devising, the economic stimulus not be offset by an oil drain.

If the President goes ahead and the Congress deliberates on energy
policy in just a reasonable manner for several months, but the Presi-
dent goes ahead that $800 million a month drain, it is bound to hurt
employment, is bound to hurt sales, is bound to hurt output is bound .
to delay recovery. And it is exceedingly dangerous when the economy
is falling so rapidly to take these kinds of chances,

The final point. Will a postponement of action for say 3 months, 4
months, somehow weaken the United States In its international oil
policy ? In any objective sense, surely not. At the present time the
U nited States imports 614 million barrels a day. The effect of the
President’s actions during this interim period on that level of im-
rorts is bound to be miniscule. If we are vulnerable to a potential em-

argo now, we will be equally vulnerable 5 months from now with the
President’s action. The strength of the United States around the world
and at the bargaining table lies in getting recovery going and doing

47-048—756—5
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nothing to impede that. Impeding it .will weaken, not strengthen the
U.S. position at the bargaining. The U.S. strength at the bargainin
table with other consumers and with producing countries is best serve
by a show of national unity and a considered, deliberate, longrun
strong approach to energy conservation, not hasty, and unilateral
measures.

Mr, Chairman, it has not been my é)oint at this stage to take on the
President’s program itself. As I said, reasonable men can very well
differ about it. What I think is critical is to give the Congress time
to consider, evaluate, and modify this truly massive legislation and not
run the incredibly dangerous risk of draining off further purchasing
power from this economy in the meantime.

Thank you, Mr. Chairman,

Senator Kennepy. Thank you very much.

Our final witness is Mr. John Sawhill, until recently, Administrator

of the FEA,
STATEMENT OF JOHN C. SAWHILL -

Mr. Sawuit. Thank you very much Mr. Chairman and members
of the committee. I appreciate this opportunity to appear before you
to discuss and evaluate the administration’s proposals for dealing with
the Nation’s energy problems and specifically the proposed tariff on
imxorted crude oil and refined products.

t the outset of my statement, I would like to place the dual prob-
lems of economic recession and energy dependence in perspective. As
was already pointed out, the economy is spiraling downwards into the
worst recession since the Great Depression. By the end of this year,
we will have experienced the first back-to-back declines in real GNP
in over three decades. Unemployment jumped from 5.5 percent in the
third quarter of 1974 to over 8 percent in this past month.

This situation is obviously intolerable to all of us. The costs in
human and social terms of continued unemployment at such levels
are profoundly disturbing. Congress must move quickly to reverse
these trends not only to salvage our economy here at home but, also,
to provide much needed stimulus to the economies of many of our
traditional friends and trading partners overseas, some of whom are
experiencing severe financial difficulties.

I have spent some time dwelling on the economy because I am con-
vinced that—important as our energy problems are—at this time our
economic difficulties must come first. .\ balanced energy budget is an
important national goal, but not if it comes as a result of economic
dis?ocations that would largely obliterate its benefits. And this, I fear,
might be the case if the President’s energy program were to be imple-
mented exactly as presented. We simply cannot afford to drain $50
billion of consumer purchasing power out of the economy at a time
when we must restore confidence, create more jobs, and get our -
economy turned around. :

Certainly, there is much that is good in the administration’s pro-
gram. The measures designed to increase energy supplies such as open-
ing up Naval Petroleum Reserve No. 1 to production, beFinnin
exploration of NPR No. 4, exploring the Quter Continental Shelf,
creating a strategic reserve, increasing the price of new natural gas at
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the wellhead and creating a strategic reserve are all designed to reduce
our vulnerability to foreign supplies. At the same time, many of the

roposed conservation measures such as thermal efficiency standards

or new buildings, tax credits for insulation of existing homes and
subsidies to low income groups to permit them to retrofit their homes
with storm windows and doors and utilize additional insulation, are
also desirable. And expended funding of energy research and develop-
ment is equally important.

But having said that all those things are necessary, I must also say
that the program, when viewed in its entirety, has major defects.

First, and this returns to my earlier point, it would severely aggra-
vate our economic difficulties, which are already as acute as any we
have experienced in decades. The proposed taxes and tariffs on crude
oil would raise prices on the entire range of petroleum products, from
gasoline to plastics, from home heating oil to synthetic fabrics. The
program would result in higher costs for other fuels as well, such as
coals and it would require an additional tax on natural gas that could,
for example, translate into increased fertilizer costs of $4 or more per
acre of cultivated land and, ultimately, into further escalation of food

rices.
P In short, the “rigple” effect of these proposals would eventually
work its way through the entire economy.

Second, such undiscriminating increases would penalize those people
who can least afford them.,

Similarly, people living in certain regions, such as New England
and the upper Midwest, could be forced to carry a disproportionate
share of the burden.

Finally, there is no guarantee that the proposals would work. That
the Arabs would not simply view this as an invitation to hike their
B;xces again and that a Nation faced with increased costs across the

ard would not simply find itself, a year from now, sending even
more dollars to the Migcﬁe East.

In short, the “ripple” effect of these proposals would eventually
work its way through the entire economy—transportation, industry,
agriculture, utilities, would all be affected. The administration projects
an increase in the Consumer Price Index of approximately 2 percent—
Eroba.bly enough to assure continuation of double-digit inflation—

ut given the scope and magnitude of these “ripple” effects, that fig-
ure remains at best uncertain, :

2. Second, such undiscriminating increases would penalize those
people who can least afford them. Poor people and people living on
fixed incomes, along with the rest of us, would have to pay those
higher prices to heat their homes and feed their families. They would
not have the option of closing the cottage in the mountains or post-
poning the vacation on the west coast.

3. Similarly, eggle living in certain regions, such as New England
and the Upper Midwest, could be forced to carry a disproportionate
shz.re qu tglle bu]t;den.

- Finally, there is no guarantee that the proposals would work:
That the Arabs would not simply view this als); aﬁ invitation towh?l:e
their prices again and that a nation faced with increased costs across
the board would not simply find itself, a year from now, sending cven
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more dollars to the Middle East. They did not choose to do so at their
recent series of meetings, but that is no guarantee that they will not
do so at some future time.

Gasoline rationing has been suggested as one alternative to the
President's proposals: however, the arguments against rationing are
as serious for citizens and the ecconomy as those against the President’s
program. I am convinced that there is another way to reduce oil
mports and curtail consumption at home. and to do so without im-
posing inequities or adding further disruption to an already shaken
economy.

The way to achieve this is not to try to meet a conservation goal of
1 million barrels of oil per day by the end of this year, or 2 million
barrels a day by the end of 1976. Our economy simply cannot afford
it. We must set some lower target for this year, but make sure that we
meet that target—and successively higher ones for the next several
vears. Only in this way. through a more gradual approach, can we
hope to return our economy to health as rapidly as is necessary for our
own national welfare and that of our allies.

Beyond setting the lower, graduated goals, we must take a differ-
ent approach to achieving those goals. We should not raise all petro-
leum-related prices, for that would do little to reorder personal, in-
dustrial. or national spending priorities. Rather, we must raise the
prices of those products that we, as a people, can most afford to do
withonut.

A moderate but gradually increasing gasoline tax, accompanied by
refunds to those who would otherwise suffer undue hardships, that is,
those whose livelihoods are dependent upon it. and by investment in
mass transit, is the best means of achieving the necessary targeted
rednetion in oil consumption. It could be set at 10 cents the first year,
and increased by perhaps 5 cent increments over the next 4 to 5 years.
This would bring about some gasoline savings immediately. but wonld
also signal a future of gradually higher prices. Consumers and auto
manufacturers would plan and act accordingly. The transition to a
more efficient auto fleet and better public transportation would be
steady and rapid.

To reduce the inflow of Arab oil and the outflow of dollars, we
could set quotas rather than impose a tariff that, by its very nature,
would result in inflationary price increases. At the same time. we
should involve the Government more directly in negotiations with oil
exporters, perhaps by having it require exporters to bid for access to
U.S. markets.

In addition, instead of taking a voluntary approach toward devel-
opment of more energy-efficient automobiles, as the President’s pro-
gram suggests, we should proceed to set mandatory efficiency stand-
ards which would require companies to make more efficient. cars.

Further, I think the Congress should quickly, and favorably con-
sider the President’s proposals for a mandatory efficiency standard for
new buildings, a tax credit to those who retrofit existing buildings
with insulation and storm windows, and subsidies to low income fam-
ilies to make their homes more energy efficient.

In conclusion, let me summarize my position. There are some who
have argued that we should accept the President’s proposals because
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the Congress has yet to come up with an-acceptable alternative. The
argument is that, 1f we fail to do so, Congress will lapse into inaction
and the country will remain without a coherent, effective national
energy policy. I reject this argument.

The choice is not between the proposed program and nothing, but
between the proposed program and a program more consistent with
economic recovery.

The President should be commended for presenting a well-inte-
%mtcd program which challenges the Congress to act. And I would

tope that many of the elements of the President’s program will be on

the agenda for congressional action this year. But given the current
state of the economy, I believe that the Congress must assess the im-
pact of tarifl induced higher energy prices on the level of economic
activity and employment before endorsing through inaction the Pres-
ident’s proposals. In unilaterally raising the tarift on crude oil and im-
ported products without congressional concurrence, the President has
denied Congress the opportunity to make this assessinent. It is now
up to the Congress to consider the appropriateness of his action.

My position is clear. I urge the Senate to f'oin with the House in
denying the President the right to unilaterally impose this taritt. at
least until sufficient time has elapsed to assess its economic impact and
to consider whether the goal of reducing imports by 1 million barrels
per day in 1975 is really in the national interest.

I recognize that this recommendation runs the risk of continued
congressional inaction. And, for this reason, I make it somewhat reluc-
tantly. IHowever, I have concluded that it would be so damaging to our
already weakened economy to increase energy prices across the board
that I am prepared to take this risk. I hope that if the Congresz decides
to reject tll@ tariff, it will not delay in developing an alternative. per-
haps along the lines suggested, which will bring our Natidn's encrgy
budget into better balance.

Thank yon, Mr, Chairman.

The Cuairyman. I would like to ask to each person be limited to 7
minutes in the first round of interrogation, and we will call on our
new members first. I would like to call first on the Senator from Colo-
rado. Mr. Haskell. i

Senator Haskkrr. Thank you, Mr. Chairman.

1 was particularly interested, Mr. Schultze, in your analysis of the
unknowns in the President’s program, that is, the economic impact
which you who are expert economists believe is as yet unknown. Could
you elaborate a little bit more than you did on this matter. I think this
1s probably one of the most important considerations.

Mr. Scuvrrze. Yes, sir. Well, there are a lot of unknowns. I think
I might put them into four categories.

First, there is the impact on national spending and purchases and,
therefore, national employment, what it is going to do after the entire
program is active, and w?mt would the net result be in terms of con-
sumers and business, and State and local government spending. Even
though it is true that on the surface the program takes $30 billion-and
puts $30 billion back, there are a number of reasons why that is not a
good measure of what it is likely to do. B

it
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First, given the fact that other fuels not involved in the program
will rise In price, it is clear that consumers will be paying much more
out by way of higher energy prices than they will iet back by way of
the Government’s pro tax cut. On the other hand, there is a $6

illion corporate tax cut included in the President’s payback of the
$30 billion. What this will do to business spending in the short run we
do not know, so that when you net all of this out, I think there is a
very good chance, but nobody can tell you for certain, that the reduc-
tion in spending in the American economy because of that drain in
funds on iﬁher energy prices will be greater than the income pumped
back into the economy under the President’s program.

Now, I do not know that, but it is something that needs much more
careful investigation. I think it is likely. . .

The second thing is the impact on inflation and prices. The Presi-
dent’s prepared announcement and answers to questions indicate a
2-cent price increase as a result of his action. Other independent esti-
mates push it up to the neighborhood of 4 to 5 percent. But that is only
the first round.

What happens to wage rates when prices are jacked up another 2
or 3 or 4 or 5 percent? How much of that gets it3 way into a new round
of wage-price inflation? What do we do about it? .

The third area of uncertainty is what does it do to the oil industry ¢
It is not at all obvious to me, and I do not pase an expert on the oil
industry, but it is not at all obvious to me that the combination of
action of import tariffs, decontrol and windfall taxes will end up with
significantly greater incentives for oil production. .

fy own initial judgment is that it is likely to reduce incentives
because of what it does to the price of new oil, which is the oil funda-
mentally you get from exploration and drilling. It is going to reduce,
going to reduce that substantially to producers.

The_fourth question, we blankly assumed that a reduction in con-
sumption through these higher prices and consumption of oil will
cgmp out of imports and not domestic production. That is no longer
obvious,

The major people who are working to decide when consumption is
cut, how much comes out of domestic production and how much comes
out of imports are the major oil companies, They may, for perfectly
legitimate business reasons, decide that their interests are to keep the
flow of imports coming in, in order to keep their connections abroad,
and to take the reduction out of the domestic Eroduction, and what
does the U.S. Government need to do to insure that that does not hap-
pen. It is not addressed in the President’s program.

At this moment, I do not want to argue whether he is right or wrong,
What I do say is I cannot conceive—maybe I am naive—but I cannot
conceive of the Congress of the United States enacting something this
big alrlxd this important, with the long-range effects in a period of 2
months.

Senator Haskerr. Thank you, Mr. Schultze, Just one more question,

Putting aside for the moment the effect it would have on the oil
industry, which, of course, i8 unknown, would you concur with m{
thought that when you put a $3 tariff on imported oil and you decontro
domestic oil, what you really are doing is bringin% oil prices, to the
consumers to the neighborhood of $14 to $15 a barrel
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Mr. Scnvurrze. Well, with a minor qualification that I will not bother -
you with, yes,

Senator HaskeLy. Thank you. Thank you, Mr. Chairm:n,

The CiatrymaN. Next we will call on Mr. Brock, ths Senator from
Tennessee. :

Senator Brock. Gentlemen, I have been interested in the testimony,
and I am generally sympathetic. I am particularly sympathetic to my
friend from Arkansas, because we have the same problems. We use a
ﬁreat deal of propane in my State, and we have experienced the same

ardships that lou have. I have a considerable distaste for those
actions which led to that price increase, and I consider it to be a delibe-
rate action, because progane is not included in the cost of living for-
mula. We allowed the refiners to load in increases there that they could
not have gotten away with otherwise.

Our State, like Arkansas, uses more gasoline per capita than the
Senator from Massachusetts’ State by a considerable amount, because
there are great distances that we have to travel, and that is what brings
me to the fundamental problem that I have.

I share Mr. Schultze’s concern about the impact on the economy, and
Mr. Sawhill’s recommendation, I support everything you have said
and have for some considerable time.

But, John, you served in that office long enough to know that a lot
of things you asked the Congress to do we did not do, and this is not
a 2-months delay. It has been going on for a year and one-half, and
nothing has happened. Nothing.

You suggeste&) a price increase on gasoline and the Senator from
Massachusetts suggested a price increase. That would tear the dickens
out of the State of Tennessee and the State of Arkansas and, General
Tucker, you and I both know that. . L

Mr. SawmrL. Although I should point out the price increase I
suggested is less than would occur as a result of the President’s

program,

Senator Brock. All right.

Senator KeNNEDY. And I do not support it.

Senator Brock. But you do not support it. You see, that is our prob-
lem, This is a panel, all of which is opposed, all of you are opposed
to the President’s program, but there is no program from the panel.
There is no agreement.

Some of you might support rationing, I doubt it, but it is possible.
Not many people support rationing.

The point is that the way we are going, there is no effective effort to
deal with the problem. Now, I am not sure that I want a $3 increase
rise. As a matter of fact, I am quite convinced that it is not a good
idea, but somewhere, somehow we have got to come up with a specific
alternative. We just cannot be ‘agin.’ People have been complainin
about this a lot longer than 2 months. I have not seen the Congress li
a finger to deal with the fundamental problem. You cannot get a
natu;al gqst'deregulatlon bill through this Congress, Mr. Sawhill, and
you know i

Mr. SawnmLL. Well, I think there are a number of things that prob-
ably most Members can or would agree to. Thermal efficiency standards
for new buildings.

Senator Brock. That is long term.
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Mr. Sawnie, Tt is long term, but I think what we really need is a
package of long-term measures, a_package that would be credible to
our Allies and the rest of the world. A package that would convince
them that we are really serious about reducing the rate of growth of
energy, to plan and which includes measures-designed to increase
supply such as opening up the Naval Petroleum Reserve No. 1.

Senator Brock. We have been trying to-do that how long, John
Sawhill?

Mr. SawnILL. Several years.

Senator Brock. All right. And we have not done it yet ?

Mr. Sawnirr. No, but I think we could have more success this yvear.

Senator Brock. You mentioned natural gas increases, and we have

been tryving to do that a while.
© Mr. Sawnnn, Of course, the price did go up substantially last year.
due to the efforts of the Federal Power Commission.

Senator Brock. Go ahead. T am sorry. . \

Mr. Sawnrrr. No. T just said that the price did go up substantially
last year. but not due to Executive action, but due to the Federal
Power Commission,

Senator Brock. My question is, gentlemen, how long do we wait for
a working agreement between Members of Congress and those who are
concerned about the problem before we take action? Is not the Presi-
dent's proposal nothing more than a forcing of action ?

T do not like it, vou do not like it, but until we have some mandate to
require the acceptance of responsibility on the part of our public insti-
tutions. we are not going to solve the problem, and we have a problem
todav of $60 million a dav bheing drained out of this Nation’s natural
wealth from the neople of this conntry to pay for imported oil.

We have inflation running at 12 percent. We have a $55 to $65 bil-
lion deficit staring us in the face, and we have a massive shift of our
natural wealth from the private sector to the Government,

And all we do is complain about the President’s program. Now,
what is the alternative ¢

Mr. Scirvrrze, Senator, you know T think the central question facing
this committee now is if the President is going to use a political
weapon at the head of the Congress. and mayhe there onght to he
some varions weanons at the head of Congress. to try to act them to
act, can this Nation afford a weapon which drains $800 million a
month out of the cconomy?

It islike saying, “if you do not act. T am going to shoot your friend.”
Whatever the President shonld or should not do in terms of legitimate
political weanons of the Presidency against the Congress to get them
to act. thisis not it. '

What scares me is the economic impact of doing this by unilateral
imposition of tariffs. ‘

You know, we can argue. and there are reasonable differences.

Senator Brock. Mr. Schultz. I do not argue that at all and T tend
to agree with you. Can we get from those who oppose the President’s
action a commitment that there will be an alternative and a more
reasonable course within a very specific time frame?

Governor SaLyon. I would like to respond, Senator Brock. as an
individual Governor. The Trade Act, which is the subject of a law
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suit that 10 Northeastern Governors have initiated, says, among other
things, that the Secretary of the Treasury will consult with appro-
priate public officils before imposing a tariff, or the license fee, if you
will, whidh brings us here today.

President Ford, when a group of Governors met with him 4 days
after his taking office. indicated that we had reached a new platean in
Federal-State relationships. Now, we absolutely, as a group, Demo-
erats and Republicans, and we even have an Independent up in Muine
now, have zero imput on this program, not opportunity to sit at the
head table in any way, shape, or manner.

I do not think any of us came here today to offer the net panacea
kind of solution to this problem, but I think this, Senator. I think that
there are other alternatives.

I think one alternative that the Congress of the United States ought
to look at very. very seriously is the mechanism of the manadatory
allocation system that kept us alive in the Northeast last winter, the
concept of volumetric control and a rather ereative, highly flexible
approach to individual States utilizing less product on a basxs,that I
outlined at a recent meeting of the New England Governors’ Con-
ference. I think this is a concept.

You fund to the level of nearly $6 million in New Engand and the
activities of the New England Regional Commission were responsible
for the preparation of the charge that Senator Kennedy alluded to.
I sense t}mtv we have o capacity, thanks to Federal dollars, if given any
reasonable leadtime to come to the Congress of the United States and
nmake some serious recommendations for alternatives in terms of a
comprehensive energy {)lan. )

We are not here today to nay-say the President, and emulate the
role of the ostrich, I think we are here to suggest we have had zero
imi)ut and we would like to be included in the decisionmaking process.

Senator Brock. My timo has expired. Thank you very much.
The Cramryan. Stick around, Senator, and you will have another
chance. Next we will call on Senator Packwood.

Senator Packwoon. I find, in going over the figures, that $55 and
$60 billion are thrown around commonly as the cost of the Ford
energy program, and I keep trying to look for where these estimates
come from. I finally come back to this source document, called the
Cost of the Ford Administration Energy Program, prepared for
Senator Henry M. Jackson by somebody on the Interior Committee
or the staff of the Interior Committee. It is not si rned.

.And I find the facts wrong, I think. John Sawhi 1, I want you to
hstteln while I read something and tell me if I understand this cor-
rectly. )

On page 2 of this document, the following is stated: “Each dollar
OPEC raised its prices would further increase U.S, consumer cost of .
encrgy an additional $10.4 billion per year.” $10.4 billion, it says here,

On the next page it says “each dollar per barrel increase in the
OPEC price wou d increase consumers costs an additional $5.5 bil-
lion per year.” Now, is that the same statement }

glr. StAW}lI)ILL. Yes, 1 t‘l{;n}k 80,

enator 'Ackwoop. Well, I would have thought so too. Then th
fact sheet put out by Senator Jackson and Sengator Kennedy read:

—
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this way: “Every $1 per barrel increase,” and this is by the OPEC

countries, “takes away $8 billion Eelt‘, g}fagaix;(;nslt ;:Iet:l lg:ggrican con-
at the

sumer in higher energy costs.” Is t

Mr. SawHILL. Sounds like it, yes. o
Senator Packwoop, It certa’inly does sound like it. Let me ask the

panel where are the facts on thist I do not care who answers.

Senator KENNEDY. Well, Senator, just with the overall estimates I
would be delighted to go on through based upon, for the most part,
Treasury figures which were worked up with the Treasury Depart-
ment, The $3 tariff on imported oil, 6.5 million barrels per day times
365 days, times three is a $7.2 billion increase of price, resently con-
trolled oil, 5.7 million barrels per day times $8.15 is a $17 billion in-
creased price, presently uncontrolled oil is $3.3 billion, less the rebate
for petroler. =r~ducts $1.8 billion. increase of price of uncon-
trolled, intrastate natural gas, $3.4 billion plus the increase 1n price
of coal, $3.12 billion, which comes to $32 billion.

Senator Packwoop. I have got—— )

Senator KEnNepy. Those are substantially supported by the Library
of Congress. -

Senator Packwoob. There is the Library of Congress study too. But
I do not understand how the fact remains that from the Interior Com-
mittee we have a $5 billion difference in the statement from two
pages. Those are big amounts to be throwing around, and you say the
program costs $50 billion or $55 billion, and then you are off that far.
~ Mr. SawHILL. Suppose it is wrong by $10 billion, for example.

" Senator Packwoop. What do you mean just $10 billion.

Mr. Sawnmr. I mean, I am not sure that the point is whether it is
$50 billion or $45 billion. The point is that it is draining a substan-
tial amount of purchasing power.

Senator Pacxwoop. That is a point, John, only in this sense, I do
not mind arguing the program or defending or attacking it, but
I would like to have some reasonable judgment of what we are taiking
about. I find that by just doing a little mathematical calculation from
the Interior Committee report even the multiplication is wrong.

'Senator. KenNEDY. Senator, as I understand it, the administration
said $30 billion was the admitted direct cost of its energy program and
they did not include coal. The estimate was that we added 3.1 on coal. I
do not think that there is really a dispute as to the direct costs. -

4 The question is the additional ripple effect, which the administration
enies.

Senator Packwoop. There is & dispute in this sense with the Interior.

. Senator KenNEpY. Take the economic principles of most of the dis-
tinguished economists who have appeared before congressional com-
mittees and they all expect this ripple effect to occur.

Senator Packwoop. The Interior Committee purports to have an
analysis of the Ford Energy Program, and bases its tariff on imports
of 6.6 mmbd. The Ford program presumes 5.3; there is the difference
then of over $1 billion in tariff revenues. I think the facts are wrong.
I would not mind it if they want to come to different conclusions, but
they say this is the assessment of the President’s program, and they
start out with the wrong assumptions.
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Senator KenNepy. I think we used the President’s 6wn assessment
of $30 billion.

Senator Packwoop. Well, that cuts it immediately in half. )

Senator KexnEpY. The fact is they did not include any increase in
the cost of coal and the best estimates of that are approximately $3
billion, so that is where at least our figures on direct costs reached
$32.5 or the $32.2 billion. But we are not prepared to quibble.

The additional cost of $15 to $30 billion 1s the ripple effect. And we
are using the formula that Data Resources Inc., the Brookings Insti-
tute economists and other leading economists have used.

Senator Packwoop. Let me ask you just again. In Senator Jackson’s
statement—and I wish he were here, but John, you can answer it—
can tyou presume elasticity on price or not ¢

Mr. SawHiLL. I think there is some elasticity.

Senator Packwoon. How much ¢

Mr. SawniLL. I do not think any of us really know. We generally
estimate it at about .1 for gasoline in the first year, and maybe twice
that in the second or third year. :

Senator Packwoop. Explain that to me. I am not sure about that.

Senator Jackson’s written statement says in one of his presumptions,
the Ford energy program fails to limit energy consumption signifi-
cantly because the demand for petroleum products is largely insensi-
tive to price changes. Is that truet

Mr, Sawniiw, It certainlieis relatively insensitive to price change.

Senator Pacewoop. Just before that he says fuel costs increased %;
€1 billion in one segment of the transportation industry nlone, the
airlines, which could lead to a 15-percent increase in air fares or re-
sult in as many as 50,000 lost jobs. Now, what he is saying is that air
fares will go up and fewer people will fly.

© Mr.SawHILL. Yes.

Senator Pacewoop. So that is very sensitive to price.

Mr. SawHILL. In that case it would be; yes.

Senator Pacewoop. Well, are there some others? Now are there some
other cases?

Mr. SawHILL. Yes; I think there are ﬁrobably other cases. I do
not tl[xink it probably is sensitive in home heating oil, particularly, or

asoline.
g Senator Packwoop. We cannot make a generalization that it is in-
sensitive to price. '

Mr. SawHILL. Not all Yetroleum is insensitive to price.

Senator Packwoop. Al rifht, now, let me go one more, and I will
address this generally, I will read Senator Jackson’s statement from
the Congressional Record into the record first.

He says, “the Interior Committee will soon begin working on legis-
lation I (J’ ackson) shall introduce to reduce our Federal oil consump-
tion and dependence on Middle Eastern oil without huge price in-
creases.” Can that be achieved without price increases?

John, can it then be achieved without either rationing or allocation ¢

Mr. SawniILL. I do not think so. -

Senator Packwoop. Allocation is rationing, it is wholesale
rationing.

Mr. SAWHILL. Yes.

Senator Packwoop. Do we agree that we need to reduce our con-
sumption, or is that even a presumption that we can start with ¢

\
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Mr. Sawnrer. I think that is the presumption that we ought to start
with, frankly.

Senator Packwoob. There is no way that we will achieve that with-
out price increases or allocation or rationing, or something of that
nature, is that not right ?

Mr. SawiniLL. Correct.

Senator Packwoon, My time is up.

Mr. Scuveaze. I wonder if I COIS(I interject one comment. Everyone
agrees that there needs to be conservation and a cut in consumption.
T think there is, however, substantial disagreement that it ought to be
1 million barrels in the first year.

Senator Kexxepy. Could 1 just make an observation, Senator Pack-
wood. I personally favor a mandatory allocation program. I would
base it upon 90 percent of allocation, which would save us approxi-
mately 700,000 barrels of oil. It would be targeted to gasoline and
would not have an inerease in terms of costs. I think that could be
done—reached gradually over a period of 1 or 2 years—as an inter-
mediary measure until the full impact of the long-term conservation

rogram can hegin to be felt. This longer term program that John
Sawhill and the administration have talked about in terms of fuel-
* efficient cars, home insulation, building and appliance energy stand-
ards, ot cetera.

Senator Packwoon. Did you say 700,0007

Senator Kexxeny., 700,000,

Senator Packwoon, Targeting it toward gasoline?

Senator KexNepy. Just gasoline,

Senator Packwoon, No price increase ?

Senator KeNNEDY. No price increase. -

Senator Packwoon. And roughly how much diminishment in avail-
able gasoline?

Senator Kexyepy. About 700,000.

Senator Packwoon. Round that out.

Senator Kexxroy. 700,000 barrels a day.

Senator Packwoon. I understand. How much do we use today ¢

Senator KexNEepy. 6.7 million barrels.

Senator Packwaon. Of gasoline ?

Senator Kenxeny. Of gasoline.

‘Senator Packwoon, OK.

Senator Kexxepy. It scems to me that we could reach the 90 percent
that we saw up in our part of the country last year without the pro-
longed lines that were evident in January and February.

Now, let me mention in the Qil Dai\y newspaper, that the Inde-
pendent Gasoline Marketers of America also favors a mandatory allo-
cation program. They say at 90 percent of 1972 rates, it would save
between T00.000 and 750,000 barrels.

Our studies indicate that at allocations averaging 86.4 percent, the
lines began disappearing, théy say, which is even a lower allocation
than wo have talked about here, and it seems to me that this would be
a step that we ought to try. It does not have an impact in terms of in-
creased costs. And if we set the goal for 90 percent on a gradual pro-
gram, it is doing almost what the administration has asked for. It is
moving down that road in a completely responsible, reasonable, cau-
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tious manner. It also has the absolute assurance that that amount is
going to be saved since it would be linked to reduce gasoline and crude
imports. You do not have the variables which exist in the administra-
ti(_)llf’ﬁeprogram where you do not know what the actual price elasticity
will be.

As we mentioned earlier, the principal savings that are contem-
slated in the administration program are in distiTlates, where in New
chgland there is complete inf}exi ility in terms of reducing home heat-

ing oil use since it is already reduced by 22 or 23 percent, and in re-
sidual oil, which is industrial and utility fuel, and where there can be
only marginal reductions. So, it would seem to me that the conserva-
tion target shouldbe in gasoline and it scems to me that we ought to
try a mandatory allocation program initially, We also should move
very strenuously on the other points that the President has talked
about, even mandating requirements for additional fuel efliciency for
cars.

There is a car, as you know, being produced by ITonda, being im-
ported by Volkswagen, that gives 37 miles to the gallon. We are com-
pletely within the possibility of technology. There can be diesels. 1f
we went to diesel cars that are slightly more expensive, $400 to SH00%
more per car, slightly heavier, but they last up to 200,000 and 300,000
miles rather than 100,000, and they increase gasoline efticiency hy 75
to 100 percent,

You have all of these alternatives which are available over any

eriod of time which can achieve the elimination of wastage and
guplicntion, and which do not have these dramatic effects which ¥
think spell absolute disaster for the economy:.

Senator Packwoob. I just think that we should not try to con the
public, and if we are going to reduce petroleum or gasoline consumyp-
tion, we are either going to have rationing or have allocation, whatever
you like, or price increases. And evervbofy hopes that we are not going
to do either one, but that we are still going to achieve the reduction,
and I do not think that is likely.

Senator KenNrEDY. I would say that it has been presented to us. hotlr
by the Sccretary of Interior, when he met with New England Senators,
and by the President, that you either have to have an increased price
or & supply restriction program. We have seen in New England and
in other parts of the country that the mandatory allocation program
was working darned effectively, and efficiently in New England at the
end of the embargo, not so in February, but in late March and April
it was working fairly well. We also can insure that it would be &
targeted program on gaspline without the extraordinary risk of
economic 1m£:ct, that the administration energy program would have.

Now, maybe it would not work- It seems to me that it will work. It
seems to me that its implications in terms of our economy are the least
dramatic, and it certainly seems to me to be worth trying before we go
into a program that threatens our chance for economic recovery.

The CrairMAN. Senator Mondale.

Senator MonpaLe. I guess I would ask my questions jointly.

Senator Kennepy. Mr. Chairman, I am going to have to leave in
just about 3 or 4 minutes,

The Cramran. Well, we may submit you & few written questions.

—_—
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Senator KenNepy. I would rather haye Charlie Schultze and John
Sawhill and these ovner panelists answering for me.

Senator MonpaLe. I would like to ask a question jointly of Charlie
Schultze and John Sawhill, and maybe I will just {ay out my thesis
and you can comment on it.

The proposal of the President almost beyond dispute has many
profound adverse economic impacts and they concede it. It will con-
tribute to inflation—perhaps two, three or four points. It will contrib-
ute to a recession, because it is drawing more money out of the
economy—10, 20 billions of dollars, nobody really knows—than it is
going to {ngt back into the economy.

It will increase the cost of doing business. It will visit the cost
unfairly upon peo le of moderate- and low-income. It will overcome-
one of the major advantages which American businesses have in inter-
national trade, less exp@nsive energy, so that no matter how you look
at the program, it is a powerful blow to the economy. And I think that
is pretty well conceded.

ow, the question is, why must we then mutilate ourselves in this
way? And the answer is that we must because we must reduce con-
sumption by 1 million barrels this year and by 2 million barrels by the
end of 1977. The whole case of self-mutilation is based upon an assump=
tion that we must reduce imports by 1 million this year and 2 million
by the end of 1977,

Then, the question is, where did that figure come from? And, as I
understand it, no representative of this administration has yet been
able to say where it cameé from.

Joseph Kraft has asked repeatedly of Secretary Simon and others,
and they all say they cannot _give the reason for the million barrels
and then the 2 million barrels. Well, now, if that is correct, do we
not first have to have to ask ourselves by what amount we wish to
reduce imports, and then second, how do we best reduce those imports™
and then compare that problem with the other problems we face,

And it seems to me that a lot of the questions we have heard today,
a lot of the charges that the President made in this Congress, are made
on the basis that we must accept those sharp reductions in foreign
imports. .

Mr. ScaHLTZE. Senator, ftmdamentally I agree with that, your line
of thinking. I think first the President’s long-run energy goals, the

uvantities involved are not unreasonable. Now, you can quarrel with
this part or that part, but basicully the 1980 and 1985 goals are not
unreasonable, No. 1. . .

No. 2, this is a marvelously adaptive economy. The beauty of the
free enterprise system that we have is that give it time and it can
adapt to a lot of changes. It has in the past and it can in the future.

But, we also know that it cannot adapt overnight. How do you
adapt people’s heating practices? Among other things, the kind of
heating system they install, but you do not build 80 million houses &
year to completely replace them. . .

How do you change producer’s industrial processes? They can
change, they can respond, but they cannot do it overnight.

So, the first proposition is the long-run goal, which I think makes
some sense. Trying to get that in a hurry, in the best of times, trying to
get that in a hurry threatens the economy. And now, it is really dan-
gerous, because we are not in the best of times.

-
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Senator MonpaLE. That is the point. I aFree that we need a search-
ing, long-term program both on the sup% y and the demand side in-
clu&ing many of the features that Mr. Sawhill mentioned. I think
that is what we should be doing, but it is the dramatic reduction and
the bluntness of the imposition of that reduction, coupled with the $8
tariff, which it seems to me gives us all of these tremendous disadvan-
tages, and it is all based upon a target that they cannot explain,

nﬁ?:. Sorurrze. Can I elaborate a little bit on that, Senator? One
other point. .

I think there is a confusion between going to an international meet-
ing with a program, a long-run program, and going to an international
meeting with somet’hing you do overnigfnt. I do not see where we gain
from the second. L

I think what is important internationally is the first, and it is that
big confusion that I think has engendered this. )

r. SawniLr. If T could just add kind of a footnote to what Charlie
said, because I certainly agree that there are two reasons why we
would want to cnt back our imports, one is our vulnerability to the
Middle East, and the second is our balance of payments problem, and

I cannot think of any other reasons.
Senator Moxpare. Would you yield? Is there any guarantee that

this program will do either ?

Mr. SawnrILL, No; but the fact is, even if we cut our imports back
by a lesser amount. we are still vulnerable .Suppose we cut out im-
ports back by 1 million barrels a day, from 614 to 514 million barrels
a day, the fact is we are still very vulnerable and we still have a big
balance of payments problem, and I would argue, frankly, that it is
probably the best thin% for the world economy if the United States
runs a slight balance o gairments this year. If our trading partners
are running very severe balance of payments deficits, they have got
to finance them, and the only way they are going to finance them is if
they are able to sell their exports to this country, i.e. if we run a small
deficit in 1975.

So, I do not think either of the two reasons why we would want
to cut back, vulnerability or balance of payments, argues for a cut-
back of 1 million barrels a day. And I agree with Charlie that what
wa need is not a big import reduction goal in 1975, but a credible, long-
range program consisting of the measures that I outlined in my
statement.

Senator MonpaLE, In the addition to the question of the million
barrel figure, there is a question of whether this does much about it.
There has been a 1ot of testimony that-we can expect a continuation
of risin;i foreign imports even with this change.

But, I submit, Mr. Chairman, that this program is not to be ex-
plained by economics. I do not think it has anything to do with
economics.

This program came from the Secretary of State, and it was designed
not to help the American economy, but to help him in what he thinks
he needs to be demanding. I think it is poorly conceived. I think, in
fact, it will be counterproductive to his own foreign policy, because it
will help further destabilize this economy, and I think we ought to
have the Secretary of State up here to explain where that million-
barrel figure comes from and why he thinks we must do this to our
economy and to the American people to serve some end.
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"¥e is the person that is pushing this and let us hear from him
why he wantst. -
Senator Packwoob. I agree. I think that we ought to have him here
next Thursday or Friday and not move at all until we have had a
chance to hear his testimony.
Senator MoxpaLe. Let’s get him up here this afternoon,
Senator Packwoon. Can we do that, Mr. Chairman?
The CirairmaN. I will do whatever this committee wants to do.
Next, I am going to call on the junior member, which in this order

would be Senator Hansen. )
Senator KenNEDY. Mr. Chairman, unless you had a particular

question—-

Senator HaxseN. No. You are too tough for me, Senator.

Senator Kenxepy. We will be over rattling around the floor there
anyway, I am sure. Thank you, Mr. Chairman, and members of the
committee.

Senator HANSEN. Mr. Chairman, I know that Senator Jackson had a
very busy day yesterday, so I can understand why he probably would
have brought up Charles Owens’ testimony before the Interior Com-
mittee probably without knowin%):xactly what Mr. Owens said. It
may be interesting to everyone to be reminded, as I am certain I need
not do to him, that Mr, Qwens was Deputy Assistant Administrator
for Policy, Planning, and Regulation at the Federal Energy- Admin-
istration up until some time not too many months ago.

In that testimony, Mr. Owens says:

Since 1973, U.S. policy has been to allow essential foreign supplies Into the-
United States to stimulate declining domestic production and to restrain prices.
These new goals spawned the current mandatory oil import program and such
programs as the two-tier pricing system, which is an attempt to both stabilize.
domestic crude prices and increase domestic exploration and production.

A little later on during his testimony, Mr. Owens says:

Decontrol of new natural gas prices would allow gas prices to rise to parity
with oil prices. Intrastate gas prices could be expected to rise to oll parity as.
well. Both would mean a substantial boost in producer profits and the incentive

to find more natural gas.

I have not yet had a chance to ask Senator Jackson if he has changed
his position on natural gas deregulation. Apparently, Mr. Owens is.
quite firm in his conviction that that would ‘J)e a step in the right di-
rection. But, let me say, on the last page of his testimony, Mr. Owens
says, “From virtually the moment I completed the design of the two-
tier system,” and he 1s the guy who designed the system against which
he now speaks, “I have steadfastly maintained that it should be done
away with,”

e continues on by saying, let’s %et to it gradually, so as not to-
upset anything, but he is damning the very system he put in, and I
would hope my good friend, Senator Jackson, might find time in the
next week or two to read exactly what Mr. Owens said.

Mr. Chairman, let me quote from the testimony of Frank Zarb be-
fore the Interior Committee, under the glare of blazing TV lights on
January 31, 1975, when he said :

The plain facts are that while we have been talking ourselves into no action

or rationalizing some of the approaches to & hard problem, our vulnerability to
political pressures from other nations has grown. The price of 40 percent of

~
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the oll we use continues to be set by the cartel and has no relationship to a free
market. And what is more important, the threat to our national security grows
more each day. To those who say action is too extensive, they should also reflect
on the cost of the new embargoes within the next 3 years if we do nothing.

I was impressed with the statement that the attorney general from
Arkansas, Mr. Tucker, made, when he said that this is taxation with-
out representation. Those words, of course, ring down through the
corridors of time, and I think they may have started around Boston.
The point is, and we ought to keep this in mind, the President has not
done anything that has not been authorized by the elected Representa-
tives of the people of the United States.

This committee, as you know, Mr. Chairman, passed the Trade Act
of 1974, and all the President has done, I submit, is in full compliance
with that law,

Now, he has proposed many other things that the panel does not like,
and let me join the panel and say I do not like many of them either.
I think there are ({eﬁnite disincentives insofar as the domestic oil
industry is concerned, and I say that before these proposals by the
President are going to be enacted into law, that you can be certain
that Chairman Long will convene the committee, and we will go over
those proposals, and I suspect we will call, in addition to Secretary
Kissinger later this week or next, others who may have been able to
defend some of the proposals. I do not think by any means they all
ought to be adopted into law, but the fact remains that when Senator
Jackson says he is proposing legislation, he surely is.

That is an old record. He has been proposing it for several years.
I am on the Interior Committee, and we have been so busy on that
committee for the last Congress, the 93d, that T had to introduce my-
self to the chairman of this committee. He did not remember me, I had
been gone that much, working on the energy proposals.

We have worked on more legislation than you can possibly imagine,
and we have studied and we have had testimony and we have had
occz})slional TV lights. But we do not get down to basic solutions to the

roblem. \
P I do not propose for a moment to say that what the President has
proposed ought to be passed in toto, but I do say that it is a step in
the right direction. .

And I need not remind people from the Midwest, from Ohio, as an
example of what I am saying, that about 3 weeks ago, United States
Steel, which has a little plant in that State, laid off 1,200 people, and
they later laid off about 600 more at the end of the week. And if I
could just finish this statement, Mr. Chairman, let me say that the
significance of that plant in the total overall economy of the United
States is that while only 1,800 people were put out of work, and maybe
vyou can multiply that by four if you want to get the full impact of the
number of persons directly affected, that plant made casing and collars
and valves and other things needed desperately by the domestic oil
industry today.

So, because we have tried to keep prices low, because we have not
wanted to face up to the tough problem that we should have done
a long time ago, we have denied the domestic industry the ability,
through the discouragement of & regulated natural gas price and a

- 47-048—75——86



78

regulated two-tier oil price that was designed by Mr. Owens, the
ability to come to gx:ips with the problem. :

The CrairmaN. Thank you very much, Senator.

Next we will call on Senator Byrd.

Senator Byrp. Thank you, Mr, Chairman.

Mr. Schultze, you said that the President’s proposal is very com-
plicated and very complex, and I certainly agree. It seems to me it is
quite inflationary.

Would you comment on that aspect of it ¢

Mr. Scuuorrze. Yes, sir, It raises prices in one way we know about
and one way we do not. Or we do not know very much about.

First, it directly raises the price of fuel and energy products
throughout the economy. That we know. And while there are quar-
rels, we can calculate roughly what that is. And it ranges somewhere
I think, from 3 percent to 4 percent.

Second, it has a second-round impact, because that will go to in-
crease wage demands. If price indexes rise because of this by 3 to 314
percent, will that not mean additional wage increases, and then a sec-
ond round of price increases, and this has nothing whatsoever to do
with energy.

Do not get me wrong, Senator, I do not know how much that will
be and I do not think anybody really does, except some escalation
clearly will happen. So yes, on two grounds it will raise prices.

And then you have to ask gourself to what extent is it worth it,
under current circumstances. Some price increases may be worth it.
Und']er the current circumstances, I think it is too much, and it is not
worth it.

Senator Byrp. What do you regard as an appropriate energy con-
servation program ¢

Mr. Scuurrze. Without dealing in numbers year by year, I would
regard an appropriate energy program as one which took the Presi-
dent’s 1985 goal of getting imports down to something in the neigh-
borhood of 4 to 5 million barrels a day, against which we could cover
ourselves through stock iling, and then have a currently legislated
program, currently legislated, which would get our consumption and
production to the point where by the mid-1980’s, we are down to what

the President aims for. _ .
Senator Byrp. Yes, but we are talking about 1975, now. Can we wait

as long as 19851 . L ) i

Mr. Scrourze. I do not think you can wait to legislate it. I do not
think you can wait to legislate. I think it should be legislated this

ear. \

y But I do not think, Senator, you gain anything by trying to get
a million-barrel-a-day reduction this year, instead of aiming for
200,000 or 300,000 barrels a day this year, 800,000 or 400,000 barrels
a day the year after, and then gradually increase it to where the
President wants to Igo. I see nothing magic about 1 million barrels a
day this year. But I think it is important to get legislation this year.

genator Byrp. Well, then, is your opposition on his program based
on the million-barrel-a-day figure, or is it based on opposition in in-
crease to the tariff ¢

Mr, Scrurrze. Let me say, Senator, I think there are three points to
my opposition. One, whatever you think about the President’s long-
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range comprehensive program, whatever you think, even if I agreed
with that program, I think it would be a big economic mistake to im-
pose the tariff unilaterally before the Congress enacts it. So my major
concern at the moment, quite apart from the President’s legislative
program, is his unilateral steps to impose the tariff before the program
goes into effect, because that is going to hurt the economy.

Senator Byrp. Go ahead, sir. i

Mr. Scrurrze. Then second, I do have problems with the program
itself. Alt;houlgh I think that may be less relevant for the immediate
bill at stake, 1 do have problems with the program itself, and they are
the same problems that Mr. Sawhill stated. ——

One, I have just indicated earlier, the legislative program tries to
get there too fast, and it is going to harm the economy by going in the
right direction too fast. ‘

Second, on a more detailed level, I think it attempts to get where we
ought to go by putting too much em{)hasis on heating oil, and public
utility use, and not enough on gasoline. So I have probiems within
detail of the program also. But it is that central point of trying to get
to where we ought to go in a hurry, which I think is bad.

Senator Byrp. The point you make about the home heatin%loil is
the point that gives me the greatest concern about the program that we
are considering. As I visualize it, there does not seem to be any good .
solution to the problem which Congress and the administration and —
the country is groping with.

You have the President’s plan, which all here are testifying against,
and which I am not inclined to favor too much either. Or you could
have a program where you cause a very starp increase in gasoline

rices.

May I ask this, would it take, if you were %oing that route, would it-
take a tax of about 40 cents to 50 cents a gallon to reduce by any rea-
sonable extent the amount of gasoline usage

Mr. ScruvrrzE. If that is aﬁ you were willing to do, if that is all you
were willing to do, I do not know if that is the right number, but it
probably would be in that ball park.

Senator Byrp. And that is not a very §{ood SproEram either. )
hMr. ScHuvrrzE. I do not think either Mr. Sawhill or I are suggesting
that. -

Senator Byrp. No, I understand. I am trying to understand the
alternatives.

Mvr. SawniLL. One alternative is not to try to reduce by a million
barrels & day in 1975. What we are arguing for is not do nothing,
and not to reduce by 1 million barrels a day, but to reduce by some-
what less than 1 million barrels a day. ‘

. Senator Byrp, Well, do I take that to mean then that you are not
particularl{v against the President’s program, except that you think
that the million barrels a day is too much,

- Mr. SawniIrL. I think that is one thing wrong with it, and I think
the second thing wrong with it is that it results in price increases across
the board. I think we can afford to have a small price increase in
gasoline. . ) . .

To answer your specific question, about a penny increase in the price
of gasoline would decrease consumption by 25,000 barrels a day, so if
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we had a 5 cent increase, we would be talking about 125,000 barrels a
day, and a 10 cent increase would be 250,000 barrels a day. )

Sen?ator Byrp. Could I have just 1 mirute to follow up my third

hoint
l Then the third possibility would be rationing. Do either of you
favor rationing?

Mr. Sawnivr, I certainly do not. .

Mr. Scnurrtze. Iixcept. of course, under embargo conditions, but
apart from that, I do not favor rationing.

Senator Byrn. Thank you. Thank you, Mr. Chairman.

The Cniamryrax. Senator Hartke.

Senator Harrke. I think the Arerican people are probably very
confused. Let me just demonstrate what the situation is here today.

On the one hand you are saying that you want to cut back on the
importation of oil because of vulnerability, is that right, Mr. Sawhill?

Mr. Sawninn. Yes, sir.

Senator Harrke. And the second is because of balance of payments,
is that right? '

Mr. SAWHILL. Yes.

Senator HarTkE. Mr. Simon says we can stand a balance of payments
problem, right? —

Mr. Sawmirr, He may have said that. I do not know.

Senator HarTkE. Now, the vulnerability problem assumes there is
going to be a war in the Middle East, does it not

Mr. SawiniiLn. Not necessarily.

Senator Hartke. You mean they are going to cut off the oil supply
otherwise?

Mr. Sawmnr. We are not only vulnerable to a cutoff, but we are
also vulnerable to arbitrary price increases.

Senator HArRTKE. I understand that, but that is the balance of pay-
ments problem again. What you are really advocating here is going to-
some type of rationing or allocation on the one hand, or some type of an
increase in the cost of oil through a tariff on the other. And you are

uttnl% an embargo on, a self-imposed embargo, rather than an em-
argo from outside.

In other words, it is a self-inflicted wound,

Mr. SawniLr. I am not advocating this—you did not understand’
that I was advocating this?

Senator Hartke. I would have a great deal more faith if I could see-
something in the background to give me some justification. As I recall,.
Mr. Schultze, you were in President Eisenhower’s administration, is
that correct?

Mr. SchuLTzE. A very lowly staff member in the Government.

‘Seng.tor Harrke. Were you not.on the Council of Economic Ad--
visers

Mr. ScrurTzE. I was a staff member.

Senator Hartke. And then you came to be the Director of the Budg-
et under the Johnson administration ¢ .

Mr. Scuurrze. That is correct.

Senator HarTkE. At that time we went from a balance during the
period when ]you were there, we went from a balance of trade situ--
ation of $7 billion surplus to practically nothing.
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Is that correct?

_ Mr. Scuurrze. I do not remember the numbers, but I assume that
1s correct,

Senator HarTkE, That is fair, is it not ¢

Mvr. Scuuraze. I assume that is correct.

Senator HArTge. At that time, we had a request for a 10-percent
tax surcharge, is that correct?

Mr. Sciivrirze. That is correct.

_ Senator Ilarrke. At that time also, we saw a steady increase in
inflation, is that correct?

Mr. Scruvrrze. That is correct.

Senator IHarTKE. Now, what bothers me with all of this is that I do
not understand exactly what you are trying to say here, and I do not
think the American people do, when you say you do not approve of
a million barrel cutback, and I do not either, but you think it should
be something less than that, and you do not approve putting on addi-
tional costs, and I agreoc with that. You want to go back to some type
of austerity in America here. If you cut back on the consumption you
are going to cut back on the productive capacity of America without
rerrard to cost.

You agree to that; do you not? You have been saying that?

Mr. Sawmninn. Yes, I agree. I think we can cut back consumption
without cutting production.

Senator Hanrke. And you are falling right back to the old Eisen-
hower philosophy of 1952, which gave us the Democratic controlled
Senate, and I was one of the lucky beneficiaries of that policy from
1955 to 1958.

Now, I am not going to excuse this administration, becauso all they
have done is accelerate that policy. All I can tell you is that I do not
know any reason to take those alternatives, but rather we should just
go ahead and ditch both of these policies by increased production in
the United States, and get on with the business of trying to increase
thd available sources of energy which we will need.

Yow, all I can say to you is you are not advocating that?

Mr. Scuuvrrze. That is correct. i

Senator HarTke. You are advocating an austerlt,{ program. What
vou are really saying is you can do more by doing less, and that has
been the fallacy of the Johnson administration from 1965 on, and the
fallacy of the Nixon administration and the Ford administration, and
ultimately you will make us become so ashamed of ourselves that we
will not be able to hold our heads high anyplace.

Mr. SciunTze. Senator, it is clear that we agree on the issue at the
moment, and it is clear that we disagree on how simple the world is.

Senator HarTke. I do not think that it is simple, You say everyone
agrees that there is a need to cut back in consum tion. I do not.

Mr. SawnrLL. The issue at the moment is the bill before us.

Senator HARTKE. No; the bill before us, I am going to vote against
it. I mean, very simply, I am going to vote against it for a number of
reasons, but that is something else. ,

You see. the reason you vote against it is one thing, and what you are
saying here is another, and I would not want to put myself in a post-
tion of ever endorsing what I consider to be a very contradictory state-
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ment of policy which is not in any way any better than Ford’s state-
{)mint. And both of them, I think, ought to be put down where they
elong.

That is, let us get America back and go ahead producing, because if
you produce you can reduce costs, and if you cutback in production you
Increase costs, and what you propose would make the costs increase
and would increase the unemployment, increase the balance of pa{-
_merlllts deficits and do all these things that have caused all 6f the troub
1n the past.

And the only cut that I find more reprehensible, or maybe I should
not say more, but equally reprehensible, is the policy of tight money
and high interest rates.

Mr. Scaurrze. Senator, just so the record would be straight, neither
Mr. Sawhill nor I, or any of the witnesses, have been arguing for pro-
posals which would increase unemployment, which in some sense
would decrease production.

Senator HarTkE. Let me say when you were Director of the Budget,
we had a steady decline in industrial employment, did we not?

Mr. Scuurrze. We did not. -

Senator HARTKE. From 19657 -

Mr. Scuonrze. I am sorry, Senator, you have not looked at your sta-
tistics. Certainly, during the period—— -

Senator HARTRE. Industrial employment from 1965 on went down.

Mr. ScaurTZE. Employment rose from 1961 to 1969.

Senator HARTKE. Industrial employment $

Mr. ScrurrzE. Senator, how do you define industrial employment ¢—
q Senator Harrke. By the same way as the Bureau of Labor Statistics

oes. ‘

Mr. Scrorrze. And which is what ¢

Senator HarTkE. They use it in the system, and I do not know here
where—— . N

Mr. Scuurrze. They have 1l)rivate, nonagricultural employment,

oyment during the period did not rise
very much, but it is not industrial employment, Senator.
enator HarTre. Well, I just do not a with the reasons, and I
think I have made that pretty clear. And if I have not, I will just use
the word perfectly clear. -

Mr. SchurrzE. Yes, sir.

The CHARMAN. Are you through with your questions, Senator?

Senator HArRTKE. I am done.

The CuairmaN. I want to ask one or two questions.

In the first place, Mr. Sawhill and Mr. Schultze, I have had the
pleasure of working with both of you two gentlemen down through
the years when we had to try to face up to some rather difficult and
sometimes unpopular decisions—in your case, for example, Mr.
Schultze, trying to pass a debt limit bill, never a popular bill, but
something that has to be done from time to time. We have tried to do
some things to keep the economy moving, and also trying to do some
of the things that might not have been too popular, but were in the
Nation’s interest during the difficult responsibilities you carried for
many years around here, working as best you could for your Govern-
ment, Mr. Sawhill. -
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I am inclined to a in large measure with the argument that you
two have made. But md myself, at least at this point, doubting your
conclusion, even though I agree with your argument.

Now, let me just get this straight in my mind, if I can. What Eer-
centage of overall enbrgy reduction, Mr. Sawhill, does 1 million bar-
rels a day amount to?

Mr. SAwniLL. Well, it represents about 3 percent.

The Crairman. That is about what I would assume.

Now, it would seem to me that the President’s action will necessarily
be very unpopular with the people of this country, and I am also con-
vinced that it would be easy enough to put some program into effect

- that would be much more popular, or to put it more correctly, much

“less unpopular than what the President is Froposing. I think that
what he is suggesting in his approach is that he would use the powers
available to him to put into effect a program that would be exceedingly
unpopular, and therefore, make it easy for Congress to pass some-
thing which is likely to be much more acceptable to the American

T people and which he would recommend. )

Now, it is not likely that we are going to pass the program that he
recommends, but you have a Democratic group meeting right today
trying to work up what they believe to be a substitute for his program.
My guess is that if we just try to put that substitute into effect it will
be a very unpopular thing, and I would hope the Democratic substi-
‘tute would incorporate all of the suggestions that you have made here,
for example, Mr. Sawhill, and there are some additions to that that
could be made. But it would be a lot easier to enact if it were done
to take the ({)ublic out from under what the President’s action, rather
than act and put it into effect in a vacuum.

For example, there is a suggestion to bar those under 18 years old
from driving. You know how popular that will be with the young
people and their parents. —

Senator Brock. It would not be so unpopular with the parents, I
think, at least this one.

The CHAaRMAN. It would involve a whole number of things, such as
the Suf%l estion to strictly enforce the 85 mile speed limit, or to close
most

-

\

ing stations on Sunda{ and that will be unpopular with

everybody in the hotel and mote business. It would seem to me, Sena-

tor, that 1f you had the President’s actions in effect, it would put a lot
<en—of pressure off the Congress, and at the same time, be a_great deal
easier to put into effect the program that would conserve energy by
striking down the President’s action substituting another, than it
would if the Congress had to assume the burden of putting into effect
the program which, while not as unpopular as the President’s pro-
gram, would nevertheless be unpopular.

Now, what is your reaction to-that? —

Mr. SawnILL. My reaction, Senator, is the President has done the
Nation a real service by putting the Congress in a position already
where they have to act. And the very fact that you have a group meet-
ing today concerned with coming up with an alternative energy pro-
gram is testimony to that.

The President, by coming forth with a comprehensive program, has
- — put. the monkey on Congress’ back. So I do not think you have to per-

—
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mit this tariff to go through, which I feel would have a devastating
effect on the economy, in order to keep the monkey on Congress’ back.

I think it is already there, I think the Congress will come up with an
alternative,

The Cnamryan, It has been my experience that my constituents
appreciated me a lot more if I saved them from something they had
actually experienced than if I saved them from mere conversation.
If it is something we are talking about that never happened, it is
difficult to explain to them how bad things would have been if we had
not acted in the fashion that we did.

Mr. SawniLL. Perhaps you are right.

The Cratryan. I take it that you at least understand my view on
that subject.

Mr. SawHILL. Yes, sir. But I would say this, you and I have had
many conversations about the energy industries, and we have talked
a time or two about the depletion allowance, and T remember your -
saying to me many times in the past, John, if we eliminate that deple-
tion allowance, what’s going to happen is the oil industry is going to
have to raise their prices, and then that is bad for the American peo-—-
ple. And I think that this is an analogous situation here.

If we permit this tariff to go through, it is going to increase energy —.
prices, and it is not going to result in any additional production, it is
not going to provide any additional incentive, and it is going to fur-
ther aggravate the economic situation.

-~ The Ciiatryan. I am all for the incentives, and I think that youand
I could not agree more fully than we do in that regard.

I believe that we should be able to agree that gas rationing does not
necessarily prevent an increase in the price of a product. whether you
have an unlawful market, or whether you have a lawful market for
rationing coupons. They still are going to be sold and they are going
to be at a much higher price than they would be if you did not have
a rationing system at all and you had plenty of supply.

Do you agree with that?

Mr. Sawninn, I agree. .

The Cramraan. Mr. Schultze, I see that you agree with that also?

My, Sciorrze. 1 agree.

The Crairmaxn. I would like to pursue the matter further, but I
will obey my own time limit and call on Senator Brock.

Senator Brock. Mr. Chairman, I would like to pursue that point,
because I think the Chairman is on the right point now insofar as what
our real objectives are. When you look at the alternatives that we
have previously agreed to. rationing or allocation or increased price, I

"“think it is fair to say, and I donot know if any of you want to dis-
agree, and if you-de; please do, that under allocation or rationing, you
have no supply effect.

Is that not a fair statement to make ? ;

Mr. Sawnirr. Yes. But, also it is a fair statement to say that under
a higher tariff you have absolutely no supply effect at all,

Senator Brock. I do not disagree with that. I find fault with both
positions. I am sorry that Senator Kennedy had to leave for he came
out very strongly for allocation. John Sawhill, you tried to allocate in
this country and it is not possible. : —

P
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Mr. Sawnmn, No, I would not favor allocation, but T am not sure,
you know, you have to get back to the basic premises. That is, do we
want to cut a million barrels a day, and I say no.

Senator Brock. All right. I personally am in agreement with vou
and particularly Charlie Schultze on this point. I question the million
barrels a day more than I do some of the other things.

But, it does not matter whether you are talking about 500.000, 700,
000 or a million. We first have to make a distinction between our short-
term problem of conservation and our long-term problem of supply.

And gentlemen, I have not heard from you any suggestion today on
how we can increase supply without a change in the price mechanism:
specifically, the two-tier price system as it affects oil and the deregula-
tion of natural gas.

Mr. Sawsnirt. I should point out that the two-tier pricesystem does
have an incentive for new oil. After all, it is selling for $11 a barrel
and you are permitted to release an old barrel when you discover a
new barrel, that is newly discovered, so that in effect that gives the
person who funds a new barrel about $17 for that new barrel.

My statement outlined other actions to increase supply.

Senator Brock. But permit me to point out, if you go for rationing
or allocation you are going to reduce the high-priced fuels and increase
the proportion of the low-priced.

Mr. SawnILL. I am not favoring rationing or allocation. But I also
do not favor decontrolling prices and putting on windfall profit taxes,
and in effect rolling back the new oil price to $6.60. And I cannot be-
lieve Senator Hansen would agree with that either.

_Senator HanseN. I am on the record, Mr. Sawhill, as being opposed.

Mr. SawniLt, Thank you.

Senator Brock. I would much prefer to see a phased lifting of oil
price controls and the deregulation of natural gas and get away from
this tax concept, hecause that is taking the resource and putting it in
the hands of the Government, which is not a productive investor under
any circumstances.

Mr. Scaurrze. We can quarrel on the edges.

Senator Brock. One final point. Mr. Chairman.

I am sorry that the Senator from Virginia is not here, for I worry
about the continued desire to load all of our efforts against gasoline.
Maybe I am sensitive because Tennessee’s third largest industry is
tourism, and there is $600 million worth of my State’s income involved.

And in Virginia it is the largest industry, I think. But in Tennes-
see, in Arkansas, Virginia. the rural States, and Vermont, Governor.
vou must be heavily dependent upon gasoline with your skiing. And
T love to ski. But people have to drive up-there. They surely do not
have any air service into your State, unfortunatelv.

. Mr. Sawni. I do not think we are talking about loading a lot of

increase on anything. I think we are suggesting that perhaps a gradu-

ally increasing.tax, which would give people time to adjust and give

them opportunities to—— ’

w%elggtor Brock. But, you keep coming back to the question of what?
a N

You say you want to gradually increase this tax, say a nickel a vear _
for 5 years, or 10 cents for 5 years, Now that is somewhat differ-
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ent from what you were suggesting before you left the Energy Oftice.

Mr. SawnmL, Correct. )

Senator Brock. Accepting that premise, you know, and I know that
that will not affect demand to the extent of 700,000 barrels——

Mr. SawniLL. I know that it could not and I do not want to reduce
demand by 700,000 barrels. I do not want to do it by allocation, or
rationing or taxes or anything. I just do not think we need to cut that
much out of demand. - .

Senator Brock. Then we are back in agreement, because-I question
wl:iether or not we can take the economic impact of a million-barrel
reduction.

Mr. SawniLt. We cannot, and that is why we should not}mb&rk
on this tariff right now. I

Mr. Tockrer. Senator, what bothers me through all of this dis-
cussion, and I am certainly not an economist or an exgert in energy, a8
Mr. Sawhill, but all of us have been sitting here t is morning and
admitting that we do not know how much of a reduction in fuel im-
ports we really need. We really do not understand fully the problem,
and yet it appears that a great many members of the committee are
willing to accept a substantial increase in price, being imposed on
citizens of this count(l?’ by fiat of the President, whether it was dele-

ated to him by the Congress, or without knowing those facts, and it
1s_difficult for me to understand how the committee could justif
allowing prices to go up not through market demands, but throug
just the order of the President. .

Senator Brock. General, may I say for this particular Senator that
I am not interested in following that course of action. There is only
one element in the logic to the President’s case, and that is an enforce-
ment, to force action by the Congress, and I have been in this Con-
gress too long, and heard too much rhetoric about the fat cats here and
the fat cats timere, and nobody ever gets down to the point of what
do we do to develop a supply.

We have not opened up Elk Hills, we have not opened up Naval
Pet No. 1, and we have not opened up Cook Inlet. We have done
nothing to increase the supply of natural gas, and that is what closed
down that plant up there in Ohio.

Mr. SAwHILL, genator, I would say I think you are keeping the
monkey on Congress, and I said this to Senator Long, too, because
this bill provides for a 90-day period in which the Congress has either’
got to do something or then I think the President will be justified in
moving forward with his progfam_. So I think {ou are keeping a very
tight time line in the Congress by passing this bill.

Senator Brock. Thank you.

The CaAIRMAN. Senator Haskell. - _

Senator Haskerr. Mr. Chairman, I would like to make a statement
for the record. -

The Senator from Tennessee says the Congress has done nothiniin
this area. I disagree with that statement. I do agree with John Sawhill
that the President has put the monkey on our back, but just briefly, let
us review the conservation side of the genata’s record, :

In the fall of 1978, the Congress passed an Emergency Energy Act
which contained conservation measures, and it was vetoed. In the
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summer of 1974, the Senate passed a Conservation Act that contained
such things as you were talking about, Dr. Sawhill, such as tellin
Detroit to achieve certain efficiency standards on the supply side. An
the Congress has formed ERDA, has passed an energy research and
development bill, and has funded ERDA to explore new energy
sources.

And on the third aspect of this, although Dr. Sawhill disagrees with
it, I do not imagine the Governor does, but Congress has passed the
Mandatory Allocation Act which I would suggest saved the inde-
pendent sector of the industry. This is merely a statement for the rec-
ord, not a _question.

Mr. SawHILL. The only point that I was making on allocation is,
I do not think that is the solution to reducing oil consumption. I think
it is a solution to managing a shortage, and it was helpful last winter.

Senator HaskELL. It is short range. =
X Mr. SawmiLL, It did keep the independents in business, as we all

now.

The CrHAIRMAN. Senator Packwood ¢ -

Senator Packwoop. I would still like to follow up, Mr. Chairman,
on Senator Mondale’s comments about the necessity of a million-bar-
rel-a-day reduction and ask Secretary Kissinger to come and justify
it, if that is where the statement came from. And I hope that the eom-
mittee will move and will have a chance to get him to come up here
and tell us why that presumption should-be made.

Let me ask the panel, we are all assuming the $3 tariff is going to be
paid by the compani¢s, and immediately passed on to the consumers. Is
that a necessary conclusion ¢

Mr. ScuurtzE. I think it is close to necessary. It will not be passed
on in 1 month,

Senator Packwoop. It cannot be passed on in 1 month. Are you
assuming they would pass along the entire cost, and if so, why do you
assume that ¢

Mr. ScauLTZE. Yes, sir. It seems to me, on the average, it is going
to come out, they pass it along, the entire cost, and that is everythin
that you look back at through history, what happens to raw materia
prices when they go up and they are not expected to come down—if
they go up and they are going to come down 1n a month or two, that is
another matter—but in %eneral, they will get passed on.

In some areas they will getpassed on with the markup, and in some
areas they will not get fully passed on, and when you rin through the
calculations, it is a [ittle bit on one side or the other, but I do not think
there is anything in history which would point to assuming-that it
would not get passed on. -

Mr. SawniLL. I would say to the extent they do not get passed on,
they have to come out of the oil company profits, and that is going
to hurt the efforts which we need to resolve in our longrun solution,
and that is stimulating additional production and exploration.

Senator PAcEwoob. L&t me ask yovu this, and I am not an economist,
but is it fair to assume that corporations generally then will pass along
in full value any imposed cost we place on them, any tariffs or minimum
wages, anything else{ '

r. ScHULTZE. Pollution controls. Yes, it is a fair statement.
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Senator Packwoon. So, not only on this subject, but when we get
down to general tax reform later this year and start talking about

socking it to the corporations, we are simply talking about adding to-

consumer costs?

Mr. Sciorrze. No; I think there would be some distinction. I don’t
know the answer.

When you tax a company’s net profits, it is generally agreed that the
impact of that is much more complicated, harder to determine than
when you, in effect, tax a cost or increase a cost. To be honest, the
economics profession is fairly divided on precisely how a profits tax
is or is not passed on.

But when it comes to a tax on payrolls, or materials or anything——

Senator Packwoop. Any kind of direct costs. So if we were to man-
date a national health service, 3 percent of payroll or taxes, then this
will just be passed on ¢

Mr. Scronrze. They will pass it on.

Senator Packwoob. No other questions.

The Cuairyan. Senator Hansen ¢

Senator HaxseN. Thank you, Mr. Chairman. —

I do not have the precise figures before me, but as I recall, I think
in 1972 we were spending for imported oil between $3 billion and $5
billion and in 1973 about $9 billion, and last year in the neighborhood
of $25 billion ¢

Mr. SawnrL. That is correct, approximately correct.

Senator HanseN. Let me say this to you, Mr. Sawhill, would you
feel that we can continue not to address the problem of the increasing
cost of these imports? '

Mr. SawmirL. No. I think we do have to address that problem. There
is no question about it. although I think we should also recognize that

the price of our exports have increased in the same period as well, so-

that all of that increase has not gone against our balance of payments.

Senator Hlansex. I realize that. Let. me say I do not consider you
an unfriendly witness. )

Mr. SawnrLL. Thank you.

Senator HavseN. I feel kindly toward you. Do you subseribe to the
objectives that have been espoused by the administration gencrally.
in trying to bring together all of the consuming countries of the world
in unified action that may help address the energy problem ¢

Mr. Sawnirn. Yes, sir. And T testified to that, in fact, last week,
before the Joint Economic Committee.

Senator HanseN. Would you agree that if the United States were
to take an action which would be hailed by the domestic energy in-

dustry, including oil and gas and coal, and whatever else—oil shale..

geothermal steam—stimulate a greater effort within this country, that
that would, indeed, be beneficial not only to this country, but to other
nations_of the world as well, whose cooperation we are searching for?

Mr. Sawirrn. Yes; and that is why I would be quite concerned about

a program which in effeet rolls back new oil prices and puts an excise-

tax on natural gas.
Senator HaNseN. Rolls back new oil prices, you say ¢ :
Mr. SawniLL. Yes; because with decontrolling the prices and slap-
ping on the windfall tax, that means the new oil barrel, after tax, only

gets $6.50 return.
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Senator Hansen. You say you would be opposed to that?

Mr. SawiL. Right.

Senator Haxsex. Yes. Yes. I am opposed to it, too. I think it goes
the wrong way.

Now, before that could be done, would not legislation by this Con-
gress be required before the President could do that? -

My, Sawiipn. Yes. Yes, it would.

Senator ITaxsex. So, in effect, there is no real threat posed to the
domestic energy industry as contained in the President’s proposals that
were made until Congress gives that authority to the President, which
he does not now have? Am I correct?

Mr. SawnirL. Except to the extent they ave getting a signal from the
White House that there is, you know, concern about, apparently con-
cern about the amount that they are receiving for new oil right now.

Senator HanseN. I know there is great concern, but I think you
have made the response that T would like to underscore, and that is
they may read all sorts of signals, but presently the President does

not havé the authority ?

Mr. Sawiinn. No.

Senator HaxsexN. To do those things to the domestic industry which
it is fearful of now?

Mr, Sawiins. He certainly does not have authority to enact his pro-

ram. He, of course, would have the authority to roll back prices.

Senator HaxseN. Would you feel that the $30 billion, in round
numbers, that is being proposed to being added on to the cost of
energy by virtue of the impact of these total taxes, when we go the full
length, will be returned in one way or the other to the consumers in
this country? . ,

Mr. Sawirrnn. Well, I think the problem is the timing, how it will be
returned, and the method by which it will be returned. I think thatisa
difficult thing to tell.

Senator ITaAnNsEN. But, there is no question, I mean there has been a
lot of talk about how much we are taking out of the consumer’s
pockets in this country. Probably, while we may argue about the
precise implication of it, there is not any question about that $30
billion will be going back into the taxpayer’s pockets, or to those who

do not pay taxes?
Mr. SawHILL. I will defer to Mr. Schultze. I think he had some

concerns about that.

Scnator HANseN. Yes. -
Mr. Scrurize. I think there are problems with paying it back.

That is, consumers will get back less than they pay, if you take the
full amount.

Senator Hansen. Why will they, if you could answer that?

Mr. Scuurrze. Yes. The reason is that first the President’s pro-
posals, taking into account the associated impact on intrastate gas
and coal and making a very conservative estimate, not as big as Sen-

“ator Jackson's at all, a conservative estimate——

Senator HaNseN.-What you are saying is Senator Jackson is not
too conservative ¢ ‘
lélr. Stgwrlt{mn. You Iwould1 agree with that.
enator HANSEN. I would not want to infer anythi i
mean 1€ amply ything you did not
\
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Mr. Scuorrze. In any event, it seems to me a conservative realistic
estimate of how much consumers will gay will be in the neighborhood
of $30 to $32 billion—consumers, not State and local governments or
the Federal Government, and consumers will get back from the Presi-
dent’s program $18.5 billion. .

“Senator HanseN. Let me ask you, what happens to the dollars that
may be snatched up by State and local units of government? What
happens.to those dollars?

Mr. Scaorrze. Well, as I understand the President’s program, he
has estimated that State and local governments will pay $2 billion
more in higher fuel charges, and he in turn will pay out, through
additions to general revenue sharing, $2 billion to make that up.

Senator HanseN. Now, when those dollars have been collected by
State and local governments, and then spent, who eventually gets
those dollars? Are they consumers or is it someone else ¢

Mr. ScaurTzE. No, I think in that case the consumer nets out, that
is on the one hand, the consumer, if the President did not pass it back,
would have to pay higher State and local taxes, but he is not, because
the President is passing it back, so it nets out zero for consumers,

Senator HanseN. We have about 211 million people in this country.
Are there any of us who are not consumers?$

Mr. Scaurrze. As far as I know, I have not met any yet.

Senator HaNSEN. I have not either, and I just wondered.

Thank you, Mr. Chairman.

g‘he CBAHAIRMAN. Siliatosr iIalrtke.

enator HARTKE. Mr. Schultze, you said you were on the i
Economic Advisers at one time; is t}imt righty? Council of

Mr. Scaurrze. I was a staff member of the Council of Economic:
Advisers.

Senator Harrke. You are familiar with the organization ¢

Mr. SceuLrzE. I am somewhat familiar.

Senator HARTKE. You said there is no identification, and I do want
to apologize. I said it came from the Bureau of Labor Statistics, and
I now am talking from the staff report which was the economic report
of the President of J anuary 1972, on page 277, which shows manufac-
turing employment and gives the whole period from 1945 to 1972. I do-
want to tell you it shows that, in 1965, there were 18 million employed
in manufacturing and that rose to 19 million—1.4. T will point out
that the percent of the total in manufacturing in relation to the work
force, however, decreased from 1965 to 1970 from 30 percent of the
work force down to 27 percent of the work force.

Mr, Scaurrze. That is right; it has been going down for 20 years.
T}g.t is corxﬁcf, sir. - g

enator HarTrE., That is right, and I just also call attention to
chart where they do identify very vivizily-—to me, at leasb-—the;
identify it as manufacturing employment, which you said they did
noﬁdegtlfy. .

r. SCHULTZE. 1 said industrial. Excuse me, I may have mi
bué I satld they did no::& }ﬁave ahcatfgor]v called in(iustria)l’. misspoke,

Senator HARTKE. right. I will change my phrasing.
misspoke. I did not mean mgnufacturing. g¢ My phrasing. Maybe I
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I might point out, however, that the difficulty here—I think this is
where %agree with Senator Long. In other words, there is an attempt
here to use scare tactics in the hope that somehow you can make these
people of the United States feel that, somehow or another, they have
to be afraid of the future, and they have done a l;:rett,y good job—I
mean that they have scared most people half to death. . .

I do not think there is any good purpose served by it, but the basic
premise of everything that is being said by the President, and the basic
~ premise of what you are saying here today, is that you are going to

Eave either an embargo from without or an embargo from within.

Now, I just want to point out to you, and I think Mr. Sawhil], that
you will agree at least, whether the rest of them do or not, that you say
there will be an increase in the cost of fuel ¢

Mr. SawHILL, Yes. .

Senator Hartre. Under either circumstance, which in turn will be
passed on by making our products in the United States less competi-
tive than they are worldwide today ; is that not fair ¢

Mr. SawniLL. Well, I am not sure, because the products of other na-
tions ars experiencing the same thing, and as a matter of fact, that is
one of the concerns I have. If we increase our cost, we are making our
manufacturers less competitive by virtue of the fact that we are add-
ing a tariff on to their other costs, and so on.

Senator Hartke. Well, I quite agree. But the same effect is caused
by rationing ¢

Mr. SawniLL, Well, I agree. I am not for rationin% -

Senator HarTKE. I agree. You see, this is where I am sayinf; to you,
how can you really say that this country is going to put itself out of
this hole, get itself out of this economic recession by increasing costs?

Mr. SawHiLL. I am not suggesting that.

Senator HarTrE. Who says we are really in this type of a trap
today? I tell you, I go to Indiana and they are starting to give awa
things to purchase gasoline, and they are talking about building blad-
ders and sinking them into the bottom of the ocean to store gas. 'ine.
and they have hanging demurrage on the Ohio and the Mississippt
Rivers because they do not have any place to store it.

And we have Arab tankers over there, and if you had a tanker come,
do you think you could get it up to the point—they have undestined
loads of oil in the Arab ports today, do they not

Mr. SawHILL. I am not really familiar.

Senator HARTKE. Is there really a shortage at this moment ¢

Mr. SawniLL. There is no shortage of oil in the world ; no.

Senator HarrkEe. No shortage of oil. When I talk to people in Indi-
ana and say that there is no shortage of oil, they look at me in stark
disbelief, and they say, well, the President said so, and if the President
8ays so, it has to be true.

And I think from experience that we should know by now that when
the President says so, we ought to look at it. -

That is all.

The Cxarraan, Let me just get one thing straight in my mind and
see if you agree with this, Mr. Sawhill.

Look at the tremendous dislocation that took place when the em-
bargo was imposed against the United States. Automobile dealers
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would ask me, if just that small cutback in oil imports could do this
much harm to our economy and to our Nation, what would it be like if
they cut all of those oil imports off? I believe at that time it was only
about one-third of the imports that were cut off ; is that not correct ?

Mr. SawniLL. Approximately ; yes, sir,

The CHalrMAN. Now, recognizing all of the havoc that that did to
our Nation and to our economy at the time that it happened, I won-
der if you agree. with me that we ought to have a skeleton of rationing-
allocation program ready to put into effect if those people decide to put
a real blockade on us, that is, cut all oil exports to us?

Mr., SawiiLn. Absolutely.

The CHAIRMAN. It seems to me that that is essential. Do you agree
with that, Mr. Schultze?

Mr, Scuvrrze. Absolutely.

The Crrairyan. It seems to me we can live with a cutback of, let us
say, 18 percent in our energy, if it is evenly shared among the Nation.
But if we have to have people standing in automobile lines 10 blocks
long, using up 2 gallons of gas just to get up to the gasoline-pump—
that kind of confusion we had some time ago—it could be devastating
to this country.

But I am satisfied that we could, in a proper way, cut back 18 or 20
percent in our energy consumption without just bringing everythin
to a halt, the way it would appear, based on the confusion that occurrec
when we had a mere 6 percent cutback. It wrought havoc over the
country.

Mr. SawHiLL. I could not agree more.

The Cuairatan. Well, I think that that ought to be a part of any
program that we come up with,

Now, I also believe that what has heen suggested here by you, Mr.
Sawhill, that repealing the incentive to go out and find new oil, and
substituting as a result in place of that increases in the price of old oil,
does nothing to help solve the problem.
~ Mr. SawHiILL. No. ;

The Cramaran. I am led to believe that there might be in some
cases a reluctance of producers to bring forth all of the old oil that
they could pump out of their wells, or that would be produced if they
opened them up to their maximum efficient production. But if that is
a problem, it seems to me we could get to it other ways, either through
the taxing tools or through some other procedure.

Mr. SawHILL. I think so. I have in my own studies not found that
to be a serious problem,

The CuairyaN. You have not found that to be a serious problem ?

Mr. Sawnicr. No. Old oil production has actually increased since
the imposition of the price controls.

The Cizairaan. I did not hear you mention in the suggestions you
had in mind for saving energy a proposal that makes so much.sense to
me, and that is just reversing the order in which you charge for the
high and low unit for utility units. That was suggested to me by the
chairman of the board of a major utility company. In other words,
you could just take a man’s gas bill or electric bill and just reverse it,
and instead of having the expensive unit come first, have the expen-
sive units come last. That would place a much greater premium on
conserving energy. T
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Mr. Tucker. May T just k to that?

. :R. May I just speak to that? In Arkansas, we have just
iompleted hearings in our Public Service Commission in Arkar{sas
: sor a 38 fnullxoq rate increase by the Arkansas Power & Light, which

part of the mid-south system which serves your State, and while we
are not advocating a total reversal of the pricing system, you could
obtain an enormous savings in energy in this country if the utilities
would adopt some kind of a peak pricing method which penalized
persons, or industry, or individual residents for use of encrgy at times
of greatest demand,-and at the same time it would reduce the overall
cost to the consumer in his bill.

The Cramruan. I think that would help, but let me state that 1
think we ought to do this. Let us assume a person is using 2,000 units
of any given source of power you want to gesignate, and the pricing
system works so that he pays 10 cents a unit for the first 1,000 units
and 5 cents per unit thereafter, which is a program that has been
conducted down through the years to encourage people to use more
of it. It actually has been one to encourage people to install appliances
and to encourage people in Florida to even take out their solar heat-
ing system for water, for example, and replace them with a premium
to put in electric heaters in their place.

__If we did it that way around, instead of the fellow advertising that
if you insulate {;oulz attic it is going to save you $173 a year, he would
be telling you that it would be saving you $346 a year. And I simpl
would submit that by reversing those rates, it-would place a muc
greater incentive on people to conserve energy in their homes.

Mr. Scrurtze. Senator. I used to think that, and maybe I still do,
but I want to point out one }iroblem that we have got to consider. We
use about 314 million barrels a day for residential and commercial
heating. Now, the only real alternative to using oil for residential and
commercial heating—they cannot use coal, natural gas is short—is to
go to electric.

And ultimately, if you want to push people in residential homes
toward getting away from using oil when you are building new homes,
there is & problem if you switch those rates as to what you then do
to keep them in oil and out of electricity. Electricity uses coal, you can-
not use coal directly to heat your home, but you use it indirectly to
heat your home by electricity ; you cannot use coal directly to heat your
home anymore, so I agree with you, but I think it ought to be looked
at carefully as to what the cost for the substitute of electricity for oilin
heating would be. And you may have to make some distinction in
various types of use.

T am not sure how you would do it, and maybe it cannot be done.

The CHAIRMAN. In my part of the Nation, and I know it may be true
in other parts of the Nation, practically all of your heating is done
either by gas or it is done by electricity, heating and air con itioning,
and if you simply structured your rates in such a fashion that the
more expensive units come last, rather than first, there would be a
tremendous incentive on people to save. That is just one of the things
that has occurred to me as something we ought to do. . .

Now, of course, we ought to also find a way to step up makiiig build-
ings and homes energy-efficient. The President suggested that we do

that over a period of 10 years.
47-048—T76——7
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I do net, for the life of me, sec why we cannot act as though we have
an emergency on our hands, which he seems to think we have, and do
it over a period of 2 or 3 years. What is your reaction to that? )

Mr. Sawnicr, I agree with that. He proposed a 15-percent tax credit.
I think it ought to be 50 percent, at least. This is one way that we can
save energy and stimulate the cconomy at the same time, because we
will stimulate the construction industry, which certainly needs it.

The Cramryax. Right. Well, thank you very much, gentlemen.

Governor, you were making a note or two. Do you imve a comment
that you would like, or do you have something clse in mind you would
like to add to the record ?

Governor Sarmox. No; I would just comment, Senator, that this
has geen a remarkable education for a country lawyer from up in the
wilderness of the Northeast, and I am very pleased to have been able
to Farticipate at this head table.

'The Cuatryan. Thank you very much for being with us, gentlemen,
and we appreciate your he%p.

The committee will meet again Monday at 10 a.m.

[Whereupon, at 12:35 p.m., the hearing was recessed, to meet
Monday, February 10, 1975.]



SUSPENDING PRESIDENTIAL AUTHORITY TO IMPOSE
OIL IMPORT FEES; $531 BILLION DEBT LIMIT

MONDAY, FEBRUARY 10, 1975

U.S. SENATE,
ComMiTTEE ON FINANCE,
Washington, D.C.

Thoe committee met, pursuant to notice, at 10:05 a.m., in room 2221,
Dirksen Senate Office Buildingy Senator Russell B, Long (chairman
of the committee) presiding.

Present: Senators Long, Nelson, Mondale, Haskell, Curtis, Dole,
Packwood, and Brock.

The Cxzamryan. The hearing will be in order.

Today the committee continues its hearings on ILR. 1767, a bill to
suspend for 90 days the President’s authority to impose oil impart
fees, and on H.R. 2634, a bill to increase and extend the temporary
debt limit.

Our leadoff witness this morning will be Treasury Secretary William
E. Simon. We would also like to welcome James Lynn on his first
appearance before the committee as Director of the Office of Manage-
ment and Budget. We would also like to welcome Frank Zarb, Admin-
istrator of the Federal Energy Administration, I would like to ask all
three gentlemen to summarize their testimony first and then the com-
mittee will proceed to the questioning.

Recretary Simon, Mr. James Lynn, and Mr. Zarb, you may proceed
as you see fit.

STATEMENT OF HON. WILLIAM E. SXMON, SECRETARY OF THE
TREASURY

Secretary Siaox. I speak of the initial goal of conservation and the
ultimate goal and the desire and indeed the great need to achieve
greater self-sufficiency.

Again the options are to do nothing; rations which indicates more
Government mechanisms: or third; the market application, the tre-
mendous market mechanism which every other country in the world
uses to such great advantage.

If you wil‘gnotice, the article in the Wall Street Journal this morn-
ing, the front page, about how much other countries have conserved.
They just do not believe we are serious about conservation. We talk
a great deal about what they call and what we have called giveaway

(99)
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rices; we will never achieve significant savings, and natural gas is
Just one of the very fine examples of that, the policies of the past 20
years, which, Mr. Chairman, you are only too familiar with.

Then I speak of the $1 a barrel and $2 a barrel, and $3 a barrel that
the President has recommended and how we designed this program,
that the economic impact and the stimulus as it is carefully balanced
with our tax package would be positive, not only in the second, third,
and fourth quarters of this year, but also through 1976. But the major
impact, of course, is in the third and fourth quarters as far as the posi-
tive stimulus is concerned on the phasing and collection and redistri-
bution of the import fees.

The inflationary impact idea as far as the 2 percent is con-
cerned, and I know there has been great debate on the issue of the in-
flationary impact, and our studies have shown that the 2 percent one

“time consumer price index impact was after our careful analysis, and
I know, and it seems to me that there is also great currency paid in
this country to the worst forecast; people want to believe the worst.
They arce not willing to look at supporting the facts, and I think if
we can go back to $1 bread and $1 gasoline and $1 a lump sugar and
the collapse of the international finance system, that all of these things
were predicted by the so-called experts in the past year, and when one
tries to put out a measured judgment carefully balanced on both sides,
saying these figures are just not balanced on both sides, this is just
laissez-faire. This is what we have tried to do in gencral and the
Treasury Department was to try to explain after very careful analysis
that this was just not true.

The Consumer Price Index, I might also add, does not reflect the
fact we are rebating the moneys to the {:eople that we are taking away.

The bill that recently passed in the Fouse, the Grenn bill, which is
similar to the bill that is facing you in the Senate, and I will speak at
some length with the comparisons and the reasons behind the Presi-
dent’s desire to act and act immediately, because this energy problem
wo have talked about a great deal for the last several years and the time
for action, my President and we believe, is now, and we urge the Con-
gress to cooperate with us in this venture, so together we can provide
the leadership that this country needs.

Thank you, Mr. Chairman.

[Mr, Simon’s prepared statement follows:]

STATEMENT OF HON. WILLIAM E. SIMON, SECRETARY OF THE TREASURY

Mr. Chairman and Members of this Committee:

I welcome the opportunity to testify before this distinguished Committee on the
pressing problem of Petroleum imports. Since two of my colleagues in tue Ad-
ministration, Mr, Lynn and Mr. Zarb, will also be speaking to you this morning on
this subject, I will confine my opening remarks to the legal and economic justifica-
tions for the President’s plan for oil import fees and I will also touch briefly on
the Green bill, H.R. 1767,

LEGAL AUTHORITY

As you know, the President recently signed Proclamation No. 4341 authorizing
increases in the fees on imported oil. His authority for signing that proclamation
is contained in Section 232 of the Trade Expansion Act of 1062, as amended by
the recently enacted Trade Reform Act of 1974,

Section 232 provides that if the Secretary of the Treasury, after appropriate
investigation, finds that an article is being imported in the United States in such
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quantities or under such circumstances as to threaten to impalr the national

- _security, he should promptly advise the President of that fact, Unless the Presi-
dent determines to the contrary, he must “take such action, and for such time,
as he deems necessary to adjust the imports of such article and its derivatives so
that such imports will not threaten to impair the national security.”

As you can tell, this is a broad grant of authority that includes the authority
to impose quotas, license fees and other types of import restrictions.

Section 232 also provides that the Sccretary of the Treasury shall, if it {s
appropriate and after reasonable notice, hold public hearings or otherwise afford
interested parties an opportunity to present information and advice relevant to
a national security investigation. Treasury Department regulations, implementing
the national security provision, allow an exception to procedures for public
comment when, in tlie judgment of the Secretary of the Treasury, national sccu-
rity interests require that these procedures be dispensed with,

On January 4, in accordance with Treasury Regulations, I directed Assistant
Secretary for Enforcement, Operations and Tariff Operations, David R, Mac-
donald, to-initiate an investigation to determine the effects on National security
of imports of petroleum and petroleum produets, I also determined that it would
be inappropriate to hold public hearings and that national security interests re-
quired that the procedures for public commment under the regulations not be
followed. I decided to proceed in this manner because I believed that the national
security required an immediate determination and action with regard to petro-
leum imports. In addition, a number of public investigations and hearings on the
effect of petroleum imports had already been carried out during the past year,
and the resnlts of these investigations had heen made generally available to the
public. The Attorney General, whose opinton I requested, conctuded that to pro-
ceed without public hearing was fully consistent with both the spirit and the
letter of the law.

As you know, the authority of the President to issue the Proclamation and my
authority to proceed with the investigation and report without public hearings has

. been challenged In the courts. Since the matter is properly before the courts, it
would not be proper for me to discuss it any further here.

Based on the report that I received from Mr. MacDonald after his investigation
ag well as my own knowledge of the situation, I reported to the President that
crude oil and petroleum products are being imported into the United States in
such quantities and under such circumstances as to threaten to impair the na-
tional security.

NATIONAL BECURITY

As I have noted, the test which must be met under Section 232 of the Trade
Expansion Act of 1962, in order to authorize such trade restrictions, is that
petroleum “Is being imported into the United States in such quantities or under
such circumstances as to threaten to impair the national security.” In making a
determinatton under the statute, the Secretary of the Treasury takes into con-
sideration a number of factors, probably the most important of which is that the
economic welfare of the country is closely tied to the national security of the
country.

‘The facts which, in my view, amply justify the national security finding in this
case are these:

(1) Petroleum is a unique commodity, entering into almost every facet of our
economy, either as the fuel for transportation of goods and people or as the raw
material for a myriad of products like fertilizer and petrochemicals. It is hardly
an exaggeration to say that petroleum has become the lifeblood of our economy.

(2) Because our demands for energy have been outstripping the growth in
domestie production, we have become Increasingly reliant upon foreign sources
of oil. We are now importing about 409 of our total petroleum consumption; by
1985, if_present trends continue, we would be dependent on foreign nations for
more than half of the oil we consume.

(3) Only a small portion of these imports can be deemed to be secure from in-
terruption in the event of a political or military crisis, and recent history strongly
indlcates that such a crisis i1s by no means a remote possibility in an area where
two-thirds of the world’s known petroleum reserves are located.

(4) Most of the countries which export the oil that we import are organized
into a cartel which has managed to raise international oll prices to a level four
times above that which prevailed prior to the 1973-74 embargo.
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(5) The outflow of U.S. funds to those oil-rich countries greatly enhances thelr
economic and political power and weakens our own and that of our allies. In
1970 our total bilt for forelgn oil was $2.7 billion. In 1974, that figure shot up
to approximately $24 billion, and unless we act to restrict imports, the bill will
rise within a short time to over £30 Lillion a year.

(6) At the present tiine, we cannot safely stop the import of all petroleum
to this country. We can, however, reduce our imports by one million barrels
a day without significantly damaging our economy.

Mr. Chairman, after reviewing these facts, it was clear to me—as it is to most
Americans—that immedlate action was needed to reduce our reliance on im-
ported petroleum and that a fallure to take prompt action would indeed severely
threaten our national security.

POLICY IMPLICATIONS

Underlying all of the difficult economic and energy decisions required in
preparing the President’'s program has been the need to turn away from the
policies that have helped to create our current difficulties. We must reduce
imports of expensive and insecure foreign oil and increase the produetion of our
own resources so that by 1985 this Nation will no longer be vulunerable to an
energy embargo. The President's initial goal is to rednce our oil imports by one
million barrels a day by the end of 1975 and by two million barrels a day before
the end of 1977.

He is calling for swift action so that we can prove our willingness and capacity
to nct decisively in the face of our national security threat, thereby regaining
control of our economic destiny,

Whi'e the process of attaining greater self-sufficiency willt require the long-term
development of various energy resources, we must rely heavily upon eonservation
fn the short-run. It will take years to develop many of these potential energy
sources—too long a period for us to walt to reduce our reliance on foreign
supplies.

The President recognized that we face essentially three choices in the fleld of
conservation,

First, we could continue along our present course of doing nothing, but as I
have said, that option is clearly unacceptable.

A second cholcee is to ration fuels, but this also presents intolerable objections.
The basie problem with rationing is that it cannot be done fairly and practically.
Every family, every car and motorcycle, every store, school, chureh, and busi-
ness—everything and everybody—svould have to obtain a permit for gasoline,
electricity, and natural gas. Those allocations would have to be changed every
time someone was born or died or moved or got married or divorced. and every
time a business was started, merged. or sold, and even when the church or school
added a room. When we consider the problems of just getting the mail delivered,
are we really ready to trust an army of civil servants—however able and well.
intentioned—to decide who gets what? Rationing may be appropriate for tempo-
rary emergencies arising from a war, but it is hardly suitable for the 5-10 year
period that would be required to meet the current ofl challenge.

The third cholce is to employ the pricing system as a mechanism for both
disconraging consumption and encouraging production. This is the alternative
the Drestdent has chosen—wisely 0, In my judgment. The President made
this decision with full recognition that energy prices would increase and we
would suffer a small, one-time rise in the rate of inflation, but he has coupled
the price fnereases with changes in the tax structure that should compensate
most energy users, especially low- and moderate-income familles, and should
also prevent energy producers from realizing windfall profits, This is a sound,
thoughtful approach, and I hope that the Members of the 84th Congress will
ultimately recognize its wisdom,

Under the proclamation recently signed by the President, an increase of $1
a barrel in the fee on imported crude oil went into effect on February 1. That
fee will be Inereased to $2 on March 1 and to $3 on April 1, Increases of up to
a maximum of $1.20 per barrel are being imposed on refined oil, or what is
known as petroleum products. Tt is estimated that these fees will increase
average petroleum prices hy about 314 cents per gallon, It is also assnmed that
these fees would be reduced to $2 a barrel when the President's legislative pack-
age Is acted upon.
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It is worth asking what economie risks, if any, are created by the decision
to increase the import fees on crude oil and petroleum products. Possible risks
include: (1) ‘Fhat the increased taxes might constrict the entire economy by
reducing the available purchasing power of individuals and businesses; (2)
that the timing of the tax collections and the offsetting reductions might not
he coordinated properly ; (3) that geographie or specifie industry inequities might
vesult; and (4) that the increased fees might significantly increase inflationary
pressures, Let me address each of these problems in turn,

Our best estimate, based on various economic projections, is that the Presi-
dent’s total energy package would raise energy costs by about $30 billion. How-
ever, the program should effectively overcome any depressant effects by returning
that entire amount back into the economy, Of this sum, $19 billlon would be
returned to indlviduals, $6 billion to businesses and $2 billion to State and
Local Governments. The final $3 billlon represents increased costs of the Fed-
eral Government. The proposed changes in taxes for individuals are designed to
favor low- and middle-Ilncome families. In fact, those who pay no income taxes
will recelve $2 billion in benefits.

Nor is the phasing of the collection and redistribution f the import fees
an insurmountable problem, As indicated in Table 1, the import fees are expected
to total only $200 million during the first three months of 1975. The fees would
increase to $400 million under the administrative authority and $700 million
under the new legislation requested by the President. Fees of $000 million are
projected for the third and fourth quarters of 1975. The redistribution of these
fees through the income tax system can begin in June of 1975 if the necessary
legislation is enacted quickly. Therefore, the potential collection of fees prior
to getting the redistribution started should not be a major problem. As shown
below, the net effect of the entire energy tax redistribution and temporary tax
cut proposed by the President is clearly stimulative in every quarter after the
first (in which the amount is negligible in a $1500 billion economy) :

[In billions of dollars]

Timing of direct budget impact, 1975

| [} 1] v

Energy taxes. ... ..o iieiiieieiicaciinaeasacnnasan +0.2 +4.1 +12.6 +7. 6
Redistribution and temporary lax cut. ....ce0 cnivcnnn. 0 -9.8 -20.2 -10.8
Neteffech. ooeiiieiiiinaiciiceiiacacnaennnn +.2 -5.7 -21.6 -3.2

Note: Negative figures indicate amount of slimulus to the economy.

As to the third risk involving geographic and industry sector inequlties, the
I'resident and his energy advisers have repeated!y emphasized that they will work
to even out such distortions wherever possible. T'he meetings that have been held
with various governmental and industry representatives are good examples. More
specitieally, the “Old Oil Entitlements” program of the Federal Energy Admin-
istration will be utilized to spread price increases on crude oil among all refin-
ers and to lessen disproportionate regional effects, as in New England, or in any
specitie industries or areas of human need where oil is essential, In order to
overcome any severe regional impacts in areas which are especlally dependent
on imports, imported products will receive a fee rebate corresponding to the
benefit that would be obtained under the “0ld Ofl Entitlements’ program.

The fourth problem that I raised is the question of the inflationary impact of
the energy package. There can be no doubt that the possible effects on prices are
ditticult to determine. Our most reliable estimate is that the entire energy pack-
age is expected to cause a one-time increase in the consumer price indexes of
approximately 2 percent. This estimate combines the direct and indirect effects of
the entire $30 billion energy conservation taxes and fees package. It assumes that
all of the increases in fees and excise taxes are-passed through to the final users
of energy (both businesses and consumers) and, further, that there are no sec-
ondary effects in the form of increases in profit margins or increases in wages.

The 2 percent figure is, of course, an estimate, and thus an uncertain figure,
but we belfeve that it is reasonable. In calendar year 1975 the import fees are
expected to total $3.1 billion or 12.7 percent of total energy tax receipts in that
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vear. In calendar year 1976 the import fees are projected to be $4.1 billion or 13.8
percent of the total, Therefore, the potential inflationary impact of the oil import
fee part of the energy package is small,

I recognize that the 2 percent estimate has been widely challenged. Some say
it is too low, others claim it is too high. Those who believe the inflationary effect
will be less than two percent contend that the rise in energy price is a relative
price increase only—that is, because the energy part of the President’s program
does not change some of the basie determinants of inflation (such as the overall
operating rate of the economy, or flscal policy, or the money supply), prices of
things other than energy will have to rise less than they otherwise would, which
will partly offset the overall inflationary impact of the energy package.

Those who believe the price impact of the energy policy actions will be more
than 2 percent belleve that there will be substantial secondary effects—in other
words, that a pyramiding of profit margins will take place as the excise taxes
are passed through the refining and distribution system. Moreover, they foresee
that the encrgy price increases will cause wage settlements to escalate further,
and the higher wage costs will then feed back through the system in the form
of higher pricces.

We believe, on the contrary, that there will be little margin pyramiding and
little effect through the wage side. Let me explain why. First, with unemployment
at 8 percent or more this year and the product markets comparably weak,
economic conditions are not at all conducive to either a further escalation’in
the wage trend, or a pyramiding of margins. Second, since for the economy
as a whole the individual and corporate income tax reductions offset the excise
tax increases, the typleal employee and the typical corporation are left no worse
off than before and, thus, do not feel pressures that might cause them to demand
higher profit margins or still larger boosts in pay.

Furthermore, I think it i{s very important to stress that this price increase is
a one-time event. The great bulk of the increased energy prices will be felt
within this calendar year. No further inflationary effect will take place in future
vears. The ongoing rate of inflation, therefore, should not be permanently af-
fected by this policy. -

H.R. 1767

In conclusion, Mr. Chafrman, I would llke to comment on H.R. 1767, the bill
recently passed by the House, H.R. 1767 would effectively rescind the Presi-
dent’s ofl import proclamation, and for 90 days after its enactment would also
abrogate the authority of the President to use Section 232 of the Trade Expansion
Act, or to use any legal provision, in order to *“adjust imports of petroleum
or any nroduct derived therefrom.” In other words, by enacting H.R. 1767, the
House of Representatives, without any assurance that Congress would adopt
a conservation plan to counteract the problem of petroleum imports, would
strip the President for 90 days of all his authority to take any action whatsoever
on behalf of the country to solve the import problem.

The bill passed by the House of Representatives does preserve the right of
the President to act ‘“under certain circumstances involving the Uinted States
armed forces engagement in hostilities.” But armed warfare is not the crisis
that now faces us. What if the oil exporting countries were to impose a selective
embargo on some consuming nations only, or increase the price of ofl hy 50 per-
cent over its present level, or take some other unforeseen action? Unless the
Congress were to immediately rescind this bill, it wonld paralyze the President
from responding to any kind of additional threat short of armed hostilities. In
other words, H.R. 1767 replaces leadership with vacuum.

We have already delayed for well over n vear in finding a solution to a problem
that we all knew existed. Each day of additional delay drains our strength and
our capacity to act effectively. Each day of delay leaves the OPEC nations with
a knife at our throat. To delay for at least 90 more days without solid assurance
of a viahle energy program at the end of that period is unconseionable.

Finally, our fallure to take affirmative action f{n this situation must be
viewed by allles and adversaries alike as a demonstration of American vulner-
ability and weakness, due to domestic divisiveness in the face of a new kind
of forelgn polley challenge. Decisive action is essential. We have signalled our
intention to move toward energy self-sufficlency and have demonstrated with
action the strength of our commitment. We urge the Congress to cooperate with
us in this venture, so that together we may provide the lendership that our country
needs at this eritical hoar.
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TABLE ).—DIRECT BUDGET IMPACT OF THE PRESIDENT'S ECONOMIC AND ENERGY PROPOSALS
{In billions of dollars]

Calendar years—

1975 1976
| ] 1 v | " i v
Energy taxes:

SY" import fees. .. ..ooeioicnnnacneans +0.2 1.1 409 409 409 +1.1 +L1 +L0
Oilexcise bax. . ... ioiiiiiiaiiciiiiiiiinenaas 1.3 416 <416 +41.8 +41.8 1.8 +1.8
Natural gas excise tax. . .........cocceeauncacenn. +1.7 421 421 420 422 +42.2 2.4
Windfall profits tax. .coieueieie i iiciciacineaans +80 430 429 424 424 2.3
Subtotal. oo +.2 441 4126 +7.6 +2.6 +2.5 +1.5 +7_._5

Return of energy tax revenues to economy:
Tax reduclgn ..................... y ............. ~3.2 -90 -90 -56 -~7.9 -63 -—6.4
NoOntaxpayers. .. ...iiiiiiiiiraaeiicaaccccnnncnaaosn L A N ~2.0 ........
State and local governments.. cee =0 - - T -.5 -.5 -.5
Federal Government.........cioeeuiecinnnaracacanonnzcse -.8 -7 -8 -=.1 -.8 -1
Temporary tax cut. .o nveeeeeniciiecnenecencccaeans —-61 =29 —6 =8 =9 e
Neteffeet. oooeeneeieieicianeaaaee +.2 =57 =16 =32 -1 =25 =21 -.1

Source: Office of the Secretary of the Treasury, Office of Tax Analysis, Feb. 6, 1975.

Secretary SiaoN. I will now turnto Mr. Zarb.

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

Mr. Zars. Mr. Chairman, I ask my statement be received in the
record, and I would not go through it in its full text. I will briefly
summarize its content.

The President’s program is designed to achieve one primary pur-
pose; that is, to reduce our vulnerability by the year 1985 so that we
no longer can be susceptible to the kind of activity which this Nation
faced at the end of 1973 orearly in 1974,

To achieve that goal and the goals of the later 1980’s that he articu-
lated, the President has submitted two different strategies.

The first is to limit our consumption levels to a more efficient use of
our available oil energy, thereby reducing over the near term our vul-
nerability with respect to the OPEC nations; and second, going into
the 1980’s, demonstrating that we have the capability of using energy
for its real value. .

The second part of the President’s program reaches toward the areas
of bringing on new oil supplies and new alternative energy supplies.
Novw, that portion of the program which comprises 70 or 80 percent of
the total package has come under a little discussion and debate. There
seems to be fairly substantial agreement on the strategies to develop
additional oil supplies in the way of nuclear coal conservation and
so on,

In addition, there seems to be little concern regarding some of the
other mandatory measures of conservation which the President has
put forward, mandatory standards for building, sssistance to con-
sumers for the acquisition of storm windows and installation and
assistance to poor homeowners who cannot afford to avail themselves
of a tax credit provision. '
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An emergency storage program whereby this Nation can store a
year's worth of consumption at the rate of 3 million barrels per day
or almost the equivalent of 6 months of imports. The discussion thus
far has surrounded the techniques that the President has put forward
to achieve a more eflicient use of our energy supplies. It is stated that.
we should attempt to achieve a 1 million barrel savings by the end of
1975 and 2 million by 1977. e has said these savinas should come from
the levels at which we would be if our current projections of consump-
tion and cconomic activity prevail. _

Mr. Chairman, this Nation has one-sixth of the world's ponulation.
It uses one-third of the world's energy. There scems to be little debate
that we as a nation should start to endeavor to use oil energy supplies
with recognition of its real and true value.

The question of one million barrels a day in 1975 has been raised,
and I would say that that goal was established when we first examined
what it is going to take to get from here to invulnerability in 1985, and
the decision was made that we should begin now with substantial
action to achieve cur consumption savings as well as our new source
development.

The technique has bheen questioned with respect to using market
{orces as compared to some form of management by the Government.
Two principles were used in exploring these various alternatives. The
first was effectiveness. The second was equity for people. In our deter-
mination and our analysis that is available to this committee, we deter-
mined that neither rationing nor an import quota or an allocation sys-
tem would pass those two tests and, therefore, we selected the market
mechanism,

The current discussion. Mr. Chairman, about our economic activity,
that Yerhaps we should delay or rethink the question of having a na-
tional energy program, seems to be inconsistent with what the Nation
has been saying for the last year. The economic activity problems we
face today will be overcome. The economy will turn up. At that point
in time we should have in place an active program to insure that we
begin the process of using lesser imported oil and also begin the proc-
ess of bringing on additional oil and alternative supplies.

That is all for my summary, Mr. Chairman.

[Mr. Zarb’s prepared statement follows:]

STATEMENT OF FRANK G. ZARB, ADMINISTRATOR, FEDERAL EENERGY ADMINISTRATION

I appreciate the opportunity to appear before you today to discuss the Adminis-
tration’s proposals for dealing with the Nation’s energy problems.

Last winter's oll embargo demonstrated the distressing vulnerability of the
United States to foreign supply cutoffs. The embargo was one result of years of
energy policy neglect which left the economy and its relationship with other na-
tions subject to foreign influence, sudden disruption and devastating price
increases.

The energy situation requires broad, decisive and prompt Government action
to prevent continued erosion of our economic vitality and national security.

The scope of the task sugeests its wide-ranging and long-lasting significance,
The lives of the American peoplé—indeed, those of the people of much of the
world—will be serlously affected by what we do, or fail to do, in the days ahead.
And they will not be affected just for flve or ten years, but for generations to
come.

Onr economic system §s strong and resilient. However, the Impact on other
countries much more dependent on oil imports has been correspondingly greater.
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The United States can be profoundly affected by severe economic crisis abroad.
We must show our leadership among the industrialized nations and demonstrate
our willingness to take the hard and expensive steps in energy conservation and
development of new energy resources. The President’s program is an outstanding
example to other countries of America’s determination to reverse the trends
towards dependency. Reducing our vulnerability to supply interruption and
price manipulation must be given the highest priority.

The President has prescribed tough action to cure our energy ills. He has
outlined three, time-phased goals.

One: In the short-term, a cut in our oil imports of 1 million barrels per day
by the end of this year and of 2 million barrels per day by the end of 1077.

Two: By 1985, imports of no more than 3-5 million barrels per day—and the
capability of immediately replacing that amount from storage and standby
measures in the event of a supply disruption.

Three: Accelerated development of energy technology and resources so that
the United States can meet a significant share of the energy nceds of the free
world by the end of this century, _

ACTIONS TO MEET THE SHORT-TERM GOAL

In the first crucial years, there are only a limited number of actions that can'
Increase domestie supply. We must develop and inerease production from the
L'lk Rills, California, Naval Petroleum Reserve, The President has submitted
legislation for this purpose.

The Administration has also submitted a set of comprehensive amendments to
the Energy Supply and Environmental Coordination Act of 1974 to ultimately
increase the number of oil burning facilities that can be converted to coal in the
coming years,.

These are the only supply actions that can have much effect during the next
two to three years. Therefore, we must rely heavily on energy conservation and
it ix clear that voluntary conservation is not sufficient. We cannot wait months
or years for long-term conservation measures to achieve our national goals.
Therefore, as you know, the President has raised the cost of all immported petro-
leum produets by imposing a 3 per barrel import fee as a first step to reducing
demand. This fee began February 1 and will be applied in three consecutive
monthly $1 increments. The revenues raised thereby will be returned to the
economy through the President’s recommended tax program,

I want to emphasize that these increased import fees are only temporary and
will be adjusted to $2 when Congress enacts the President’s comprehensive tax
legislation, already described by Secretary Simon, which includes an excise
tax of $2 per barrel on all crude oil and petroleum products.

To ease the impact on regions heavily dependent on imported petroleum prod-
ucts, such as New England and the Northeast states, the President’s program
provides for a much lower fee rate on products than on crude oil.

In addition, a proposed excise tax of 37¢ per thousand cubic feet on all natural
gas would approximate the $2 oil excise tax and would, with deregulation of
natural gas as proposed by the Administration, serve to reverse the trend of
dwindling natural gas reserves. Unemployment due to curtailments, and prevent
industrial switching from oil to already scarce natural gas.

Further tax changes under the program include:

A windfall profits tax. The President will take steps to administratively
decontrol the price of old domestic crude oll on April 1. Accordingly, Congres-
sional enactment of the windfall profits tax by that time is urgently required
to prevent excess profits accruing to the industry. However, care must be
taken not to Inhibit the needed amount of capital required to find and develop
new ofl and other energy sources.

A program of income tax reductions and rebate measures to return to the
economy the roughly $30 billinn estimated to be raised this year through these
provisions, Most of this money Is to be restored directly to consumers, with
special measures to provide funds for the poor.

The use of import fees and excise taxes to foster large-scale energy conser-
vation has attracted much attention and criticism, -

I would like, therefore, to spend a few moments discussing alternatives.
First, there is the alternative of dolng nothing. No action only postpones the
tough decisions we have to make. Without conservation, our tab for imported
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-ofl, which was $3 billion in 1970, and $24 billion last year (1974), would reach
$32 billion in 1977. A brief respite of a year or so will only increase the vulner-
ability of the world to a crippling embargo by the producers. -

The Arab Embargo of 1973 resulted in a significant drop in our Gross National
Product and the unemployment of perhaps one-half million members of our
labor force. Yet today, even more of our imports are coming from Africa and the
Middle East than did a year ngo. Now over half of our petroleum imports come
from sources outside of the Western Hemisphere. And, unless we do something,
this dependence on African and Middle Eastern sources will continue to grow.
By 1977 imports will reach 8 million barrels per day, as compared with 6 during
the last embargo. Because all of the increase will come from Insecure sources,
we may well be just as vulnerable as we were last winter. This is simply
unacceptable,

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.

There are those who believe that raising prices of energy at home wiil not
help us cut back on consumption. They are wrong. While a comparison of our
present consumption with that of last year's shows that we are actually using
slightly more now, more importantly, we are usfng much iess than we would if
prices had not risen 400 percent in the last year, This is a clear demonstration of
price elasticity of demand, or consumption of certain items decreasing as their
prices rise relative to other prices. Present consumption would have heen at
least 1 million barrels a day more if prices had not risen so sharply. Furthermore,
although the cartel has cut back on production by ahout 9 million barrels a day,
there is still a surplus of oil on the world market. There is concrete evidence all
around us that price is indeed effective in reducing demand.

The other alternative to inaction is the greater use of government controls—
whether import quotas, allocation systems or rationing, or on another level,
Sunday closings of gasoline stations, no driving days, ete. We looked at all of
those last year during the embargo. We chose some and rejected others. And
our reasoning was good for a short-term crisis. We now face a longer-term one.
Each of these alternatives would involve some form of self-imposed shortages
as well as built-in inefficiencies, burgeoning bureaucracies and regulatory pro-
liferation and disruptions in the lives of all American citizens. And remember,
to be effectve controls must be in place for a long-term of up to ten years. I
doubt that the American people would be willing to put up with such alterna-
tives nor should we subject them to this long lasting pervasive control over
almost every aspect of their lives. Furthermore, most of the controls would in-
volve higher costs to everyone. Gasoline taxes, for example, would have to be
increased about 40¢ per gallon to save 1 million barrels of ofl per day. Instead,
the crude ofl price increase, distributed across all of the produets from a barrel
of oil will raise the price of gasoline about 10¢ to 15¢ per gallon. This seems a
more effective and more equitable solution.

I think Tt's unnecessary for me to dwell on this at any greater length, Suffice
it to =say. we should allow the free market to work to the maximum extent
possible. This is what the energy conservation taxes and fees would do. And
the rebates would assure no significant loss of consumer purchasing power
or economic impact,

MID-RANGE (1976-85)

The second of the goals addressed in our energy program i3 the elimination,
by 1085, of our Nation’s vulnerability to economie disruption by foreign suppliers.
In other words, by then our petroleum imports should amount to only 3-8
million barrels per day of our consumption, and we should be able to fmplement
standby emergency measures and draw from storage enough to offsct a complete
cutoff of these remaining imports.

To attain such a goal, we must start immediately to remove constraints and
provide new incentives for domestic production and conservation because most
of the mensures will take 510 years to reach fruition after the necessary laws
are enacted. And all of these things must be accomplished through a single
program that has the balance to bring about the required reduction in our
energy use, the necessary increase in our domestic production, and—equally
important among our naitonal goals—the continued economic well-being, environ-
mental quallty, national security, and social welfare that the American people
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demand and deserve, There is no piecemeal program which can provide the
balance that is required, Hard decisions must be made from the very outset
within the framework of our overall structure,

The President has reaffirmed the intent of this Administration to move ahead
with exploration, leasing and production in those frontier areas of the Outer
Continental Shelf where the environmental risks are judged to be acceptable. He
has also asked the Congress to authorize oil production from the largest of the
nation’s Naval Petroleum Reserves, NPR-4 in Alaska, to provide petroleum for
the domestic economy, with 209 earmarked for military needs and strategic
storage. According to our estimates NPR—{ could produce 2-3 million barrels of
oil per day and commensurately large quantities of gas by 1085,

But, in addition to finding more oil and gas, we must take advantage of our
most abundant energy resource, coal. The President vetoed the surface mining
legislation passed by the last Congress, but it remains a valuable piece of work.
The President has submitted a bill which builds upon S. 425 in such a way as to
make it acceptable to the Administration. I and others in the Administration are
prepared to work with the Congress to arrive at a sound surface mining law.,

‘The Congress must also act on the Administration's amendments to grant the:
Environmental Protection Agency authority to suspend emission limitations for
powerplants until low sulfur coal can be obtained or stack gas scrubbers can be
installed. The nation would thus be permitted to reap the enormous benefit of
increased use of domestic coal under appropriate environmental safeguards.

The Congress should also amend the Clean Air Act to deal with the issue of
“significant deterioration” of air quality. In this case, as in that of the strip
mining legislation, we want Congress, rather than the courts, to make the essen-
tially legislative decisions that are required.

To assure rapid coal production from existing leases and to make new, low
sulfur supplies available, the President has directed the Interior Department to
adopt legal diligence requirements for existing Federal coal leases and to design
a new program for accelerated leasing of Federal coal lands.

Of course the market for coal, as well as the availability of all electric power,
depends upon the health of the electric utilities industry, and we must address
its problems. In recent months, utilities have cancelled or postponed more than
60 percent of planned nuclear expansion and 30 percent of planned additions to
non-nuclear capacity. The delays and difficulties this industry is currently
experiencing could well lead to higher oil import needs and inadequate supplies
of electricity 5 to 10 years from now.

The President has, therefore, proposed legislation to assist the electric utilities
through higher investment tax credits; mandated reforms in State Utility Com-
mission practices; and other measures. And to rejuvenate our drive toward more
effective use of the potentials of nuclear power we have markedly increased our
budget reguest for nuclear waste disposal and for continued improvements in
safeguards.

As we take these actions to increase our energy supplies, we must be aware
of some potential problems. Before we achieve our goals of energy sufficiency,
actions of oil producing nations, or economic conditions, could result in lower—
but unstable—price levels that could weaken our continued commitment to greater
self-suficlency. The Federal Government must take actions to encourage and
protect domestic energy investment in the face of significant world price un.
certainty. To foster such investment, the President has requested legislation
to authorize and require the use of tariffs, import quotas or other measures to
maintain energy prices at levels that will achieve full national capability for
self-sufficiency and protect our energy industry and jobs.

All of the actions I have mentioned would have the effect of increasing our
avallable domestic supplies of energy. Oil production could reach 13 or 14 million
barrels per day versus approximately 9 million today, coal production could
double and nuclear generation could increase from a 4 to 309, share of our
electric generation capacity by 1985.

But, as in the short-term supply actions are not enough. We must dramati-
cally cut our historical demand growth. We have signed agreements from major
domestic automakers to improve gasoline mileage by 409% on average by 1980, as
compared to 1974 model cars, provided that the Clean Air Act automobile emis-
sion requirements are modified for five years.

The Energy Resources Council is developing energy efficlency standards for
major appliances and will seek agreements from manufacturers to achieve an
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average 20¢ improvement in efficiency by 1980. At the same time, draft legisia-
tlon has been submitted that would require labels on automobiles and mnjor
appliances disclosing energy use and efficiency. To move quickly where the prob-
lem hurts most, the Federal Government will provide money to the States for
the purchase of insulation and other energy conserving devices in homes owned
or occupled by low-income citizens, who might otherwise not be able to have
such improvements made in their homes. The President’s Program also sets forth
proposals to mandate thermal efficlency standards for all new buildings in the
United States. Since energy savings are even greater for existing homes it alsn
;r;c(l)gges a proposal to institute a 15% tax credit for insulation investments up to

These numerous proposals and actons taken together, can reduce our depend-
ence on foreign energy supplies to 8 to 5 million barrels of oil per day. While this
does not seem much less than current consumption, it is down substantially from
the 12-13 million which we would have to import if we did not act. To ensure
that we could meet any supply disruption of the remaining imports we must
establish legal authority for emergency measures that can be readily implemented
to gunrantee the equal sharing of shortages and the equitahle alloecation of sup-
plies at home, and to meet our obligations under the International Energy Agree-
ment abroad. We must also begin as soon as possible to develop a strat~gic storage
capacity of 1 billion barrels of oil for domestic use and 300 million barrels for
military use, Only by taking such precautions can we act responsihly both at
home and In the international community in a time of future supply interruptions.

ACTION TO MEET THE LONG-TERM (POST 1088) GOAL

For the longer term, our goal s to sustain a poxition of energy independence,
and to snhanee it so that the United States will again be capable to supplying a
significant share of the Free World's energy needs.

This means that, as a Nation, we must reafirin our commitment to a strong
energy research and development program, aimed not only at developing the ca-
pabllity to tap all our major domestic energy resources hut also at improving the
efficiency of energy utilization in all sectors of our economy.

Last vear, the United States committed itself to a five-year, $10 billion energy-
R&D effort. Our 1975 energy R&D budget was twice that of 1974 and three times
that of 1973. In 1976, this accelerated effort must continue, and the President has
pledged to seek whatever funds are needed for future R&D activities.

Naw that we have an Energy Research and Development Administration, a Fed-
eral Energy Administration and an Energy Resources Council, we have, for the
first time, both the unified Federal organization and the financial commitment
to get the job done.

But energy R&D funds and organization are not enough; we also need new in-
contives to assure that emerging technologies are not only developed in the labo-
ratory, hut hronght into use in the marketplace. Therefore, the President has an-
nounced a National Synthetic Fuels Program which will assure the enuivalent
of at least one million barrels per day in synthetic fuels capacity by 1985. It will
entail n program of Federal incentives designed to reduce price uncertainty, raise
eapital and overcome unnecessary delays in bringing existing or nearly developed
technologies into commercial use. The program will result in the commereial ap-
plication of technnlogies of several types and the construction of major new
plants, using both ofl shale and coal resources.

CONCLUSION

The program the President put forward is a comprehensive one. Tt will reach
the goals the President set forth and which I think the American people want, I
have heard much talk and eriticism in recent weeks on elements of it, but I have
seen no constructive alternative. We all want an easier way to reach our goals.
This program does require sacrifice by all, but it is also equitable. Finally, its
imegctskare far outweighed by the important benefits it will achieve.

ank you,

Seeretary Staov. That is all, Mr. Chairman, on the subject. We
conld gninto the debt eeiling or finish this subiect.

The Craurvavny. Whve do we not close this subject first, and then
we will go to the debt ceiling.
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Mr. Secretary, I want to ask you the question which from my point
of view is a $64 problem at this moment. )

Now, I know very well that the administration feels, and I think
they are correct in feeling, that it is urgent that this debt limit bill be
passed. Without it the Government is not going to be able to continue
to operate. I also know that there are a majority of Senators com-
mitted to the Kennedy-Jackson resolution to suspend the President’s
action with regard to oil imports and with regard to the pricing of
petroleum products. ]

Now, if those people do not have a legislative opportunity to vote
on that matter sometime in the near future, I do not seec any doubt at
all about it that they will be impelled to offer that as an amendment

"“on this debt limit bill, and I think that could lead to all sorts of

problems.

It is my feeling that this committee should report both of those two
billz. T do not think I am for the Kennedy-Jackson resolution, but I
would propose to vote it out of this committee so that it could be con-
sidered on the Senate floor.

I would like to have vour views. Do you think there is anything to
be gained by bottling up any one of those two bills in this committee?

Secretary SiyoN. No, sir, Mr. Chairman; I certainly do not. As you
know, we have long favored a clean debt ceiling bill and I would like
that moved most expeditiously.

The Cramyaxn. It is my feeling that to meet the requirements of
this Nation we will have to report both of those two measures out, and
insofar as the chairman of this committee is concerned. I am going
to urge that the members of this committee make both of these meas-
ures available to the Senate at the earliest opportunity. I do not mean
they should be denied the opportunity to express their views or to
make their views clear to the Senate or write minority views or what-
ever the majority of this committee wants to do, but I do think both
sides are entitled to have a decision on the Senate floor at an early
date. If you are willing to accord the other people the same opportu-
nity I believe they should accord you, I believe we can resolve that
matter in fairly short. order.

Secretary Siyox. Thank you, sir.

Tiie Craryan. There is one other question I want to ask about, and
this could take some additional time.

I was led to believe that this 1 million barrel reduction figure is a
result of international negotiations at which Mr, Kissinger and those
representing the executive branch of this Government seemed to have
arrived at some sort of a tentative agreement with other consuming
nations, our friends and allies, that the free world should try to make
a reduction of 2 million barrels per day in the amount of oil that they
were consuming during this next year, and that the United States
should try to absorb half that cut on the theory that we are probably
the biggest waster of energy, is that true or not?

Secretary Sryon. Not entirely, Mr. Chairman. Let us just say it is
partially complete.

The CramrMan. In view of the fact I did not get it directly from
the horse’s mouth anyway, I believe that is about a reasonable myth.

What is the reason for that 1 million barrels.
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Secretary SimoN. Let me attempt to explain what our policies have
been as far as conservation, which is the only thing we can do, recog-
nizing it takes 3 to 5 years to bring on additional sources of gas.

In an attempt to obviously put pressure on the international price
of oil, conservation is important, and while the world has had sig-
nificant conservation in the past year and there is indeed some pressure
on prices as one takes & look at some of the discounts being given now
through the delayed payment mechanisms, 814 million or close to 10
million barrels a day are shut in as far as OPEC production is
concerned.

Now, we believe that somewhere in the area of 3 million barrels
& day, and this number is yet to be negotiated as far as international
energy agency and the consuming nations of the world are concerned,
could be served and what the U.S, share of that is yet to be negotiated.
negotiated.

ur million barrels a day reduction of imports by the year 1975 was
arrived at because that was an amount that could be reduced safely
without any significant economic impact, recgonizing we have a declin-
ing economy at this point. The measures that the President put forth
as far as reduction through the price mechanism would achieve that
reduction this year and give us a reduction also in 1977, giving people
time to buy more automobiles and insulate their houses and do more
permanent things. The intermedia and long term elasticity is greater,
of course, and this is where the numbers came from, Mr. Chairman.

Of course, it does have foreign policy implications, because we are
attempting to get all the consuming nations to cooperate, not only
in conservation, but research and development and alternate sources.
If wo want to do that as evidenced by the energy conference held here
last February, then we have to recognize as leaders that we must do
it ourselves, We just cannot talk.

The Cuarryan. I am going to ask each Senator to limit himself
to 10 minutes.

May I suggest that we proceed to call on Senators by the Curtis
rule; that is, we call on Senators in the order in which they entered
the room. So I will call on the Senator from Nebraska, Mr. Curtis.

Senator Curtis. I thought my rule was one they called on if they
agreed with us,

Go ahead.

The CaarrmMAN, Senator Mondale.

Senator MonpaLE. Mr. Secretary, the policy that we are discussing
today, as I understand it. is designed because we have made a decision
to reduce imports by 2 million barrels a day this year, and by 2 million
barrels a day by the end of 1977. I think it is pretty well agreed, at
in least the testimony we have had here and before the Joint Eco-
nomic Committee, that the plan is very dangerous economically. It
will produce higher unemYloyment in the midst of a disastrous un-
employment picture. It will contribute further to inflation—2 percent,
according to your figures, but that does not include the ripple effect—
possibly 3, 4 percent, or even higher.

It will overcome one of our American businesses’ major advantages
in trade, namely, less expensive energy, therefore presumably affect-
ing our balance of trade or at least our standard of .iving.
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So that the problems resulting from this policy economically are
very tou%h; I think that is why Arthur Burns the other day said as
much and John Sawhill, formerly of this administration, said the same.

On the other hand, the growing evidence is that the problem you are
dealing with is not quite as bad as we originally imagined. The other
day you testified that the balance-of-payments problem was proving
to be more manageable than we anticipated. The capacity of the cartel
countries to buy and use money was greater than we expected. The
stability of the financial institutions to manage this money was better
than we expected. New discoveries have soared. I think there have been
80 billion barrels of proved resources added to the world’s proven re-
sources in the last 15 months. Oil and- energy exploration worldwide
has proved more price responsive than we expected, and energy usage
is not rising as expected.

So that we have a situation in which the results of the administra-
tion’s policies from an economic standpoint may be disastrous, and the
problem we are dealing with is not as serious as we once expected. Yet
the whole reason for the policy is that we must reach the million and
2-million-barrel target.

Now, why?

Secretary SimoN. Senator Mondale, I would like to clarify one thing
I said when I said that the balance of payments situation was bad, I
was talking at some length in my testimony the other day about the
accumulative reserves of OPEC nations about 1980 in the study we did.

Senator MonDALE, That is what I meant tosay.

Secretary SistoN. Our balance of payments is the important reason
we want to get this under control. )

We spent last year, $25 billion for imported oil versus $3 billion in
1970, If we allowed our dependency on these foreign sources to con-
tinue at this level and grow, by 1977 it will be over $30 billion. In
our judgment our exports and otherwise can not keep up, and this
further weakens our dollar.

The price of imported oil compacted by a group of countries has an
economic impact, Fortunately, in the United States it is not as great as
other nations, but still an impact. If we have to pay as much as other
nations then you do not have money to spend for expansion and pro-
ductivity capacity.

The level of dependence—and we look at the level of dependence in
two ways, an economy way and also one must look at it in a political
and militya?' way as well, If we are dependent on 40 percent of our
needs now for foreign oil we subject ourselves to a cutoff. In our con-
siderations and in my recommendation to the President I took always
into consideration that in the event of a worthwhile political or mili-
tary crisis it i3 not impossible to expect there would be a cutoff from
these insecure prices and in that event the total U.S. production of
about 11 million barrels a day would be insufficient to supply the needs
of a wartime economy.

We have talked about it a couﬁle of years now and now it is time
for action. We have looked at the three options of do nothing and
going through the allocation or rationing and further bureaucracies.
For the long term it will take less to get on our energy feet in the third
option.

47-048—75—8
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No one likes higher prices, Senator Mondale, I agree with you, and
T also agree, and I am beginning to get some people to agree that we
did our homework on this subject, that it is not a long term problem
stretching out well into the eighties, that there is a tremendous amount
of exploitation and discovering going on in this world. But we have to
worry about our tremendous dependency and growing dependency for
the foreseeable future.

Senator MonparLe. You say three options, one status quo, two, your
plan, and three, rationing.

Is there not a fourth option being discussed, and that is a more grad-
ual but legislatively mandated policy of moving toward greater inde-
pendence by the President’s target of 1985, instead of risking the im-
mediate, abrupt and disastrous effects that could follow from this mil-
lion barrel, then two million barrel target—whose derivation I have
vet to see defined—which might just throw this economy into a tre-
mendous tailspin. Would it not make more sense to sit down and say
all right, we agree on the objectives, but instead of this incredibly
abrupt wrenching of the economy, let us do it with some kind of stable
but. agreed-upon, long term policy which ean assure a growing, stable
cconomy but do so toward these long term objectives? :

Secretary Syon. I agree, that would be a method to implement the
price mechanism, doing it gradually. There again, we do not'agree that
there are disastrous consequences involved, you know, when the origi-
nal DRI forecast came out it was given all the headlines of a 4-percent
impact, approximately, on the Consumer Price Index, and I am told
at the end of last week that they made an error in the numbers that they
cranked in, and now they agree with ours that the impact will go to 1.2.
T&IG word also agrees with our 2-percent impact without the ripple
eflect.

Senator. MonpaLe. There will obviously be a substantial ripple?

Secretary Sraon. That is where we have some disagrecment Based
on what occurred last year that otherwise from the producer to you,
the consumer of the product, these increased prices are eaten, if you
will, through the gasoline station, the jobber and the marketer all the
way through and results in lower profits.

Senator MoxpaLe. If you agree there is a fourth option and it is
acceptable to the administration, I think we ought to sit down and work
out a gradual program and get around these abrupt costs.

Secretary Siyon. I agree that is an option.

Senator MoxpaLe. When you have Arthur Burns saying you are
creating havoc with the economy you are left with a fairly small band
of economists on your side, are you not ¢

Secretary Siamon. No, I think we outnumber them.

Senator Monpark. Can you think of one, not in the government, that
is on your side? I have not met anybody yet who thinks it is a good
idea economically who is not in the Government.

Mr. Zars. Senator, I thought perhaps——

Senator MonpaLe. I thought we ought to have the name of one
economist.

Seeretary Siyox. Alan Greenspan, .

Mr. Zars. I would like to add to Secretary Simon’s response to your
question.
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Wo had calculated that our imports from the Middle East primarily
would probably be expanded to an additional 2 million barrels a day
by the end of 1977, maybe 1978, if you take a more %)essimistic look at
economic recovery—that, plus the possibility of the OPEC nations
increasing their prices substantially over the next 3 years. Sure, we
could have a diftferent goal. However, each goal that we have lesser
than a million barrels or 2 million barrels by the end of 1977 is an
absorbtion of additional risk, We have to value that additional risk
we are willing to take as a nation during this period and the additional
Prices we are willing to pay and the additional pressures which may
e brought to bear on us because of our expanding vulnerability during
this period and weigh national security and other issues against what-
ever price wo have to pay over the long term.

Tho CirairMaN. Senator Packwood.

Senator Curtis. I want to ask some questions, but I will wait.

Scnator Packwoon. I will direct this to you, Frank. .

You all read the papers and you know what Senator Mondale is
driving at, There is a great reluctance in this Congress to do anything,
We thought about rationing for a while and it is not a very palatable
project, but that has been discarded.

Allocation is slightly more palatable. Congress does not want a price
increase. They have come to the conclusion by eliminating unpalatable
options that we will reduce our overseas consumption gradually, and
1 think that is the major argument you will have to hit and discount.

I wonder if you would run through again why that is not acceptable
to the administration.

Sceretary SiaoN. We have been phasing in on the collision course
in our energy policy for 20 years on this position and it is time to have
a turnaround. It is not a disastrous impact, because this kind of think-
ing bases their assumptions on the fact that what we are proposing is a
disaster. This proposal is designed to be neutral, return money to the
cconomy, to make energy relatively more expensive than other goods
and services and promote conservation.,

Senator Packwoop. I am concerned with those people who want to
o anything but cut consumption. John Sawhill was talking about a
» and 10 cent gasoline surtax every year. That is I hope a plan for
reduction, but could the administration stand that? Assuming that
we in Congress came up with a plan that would do it, would a surtax
bo a satisfactory way to get down to 20-million barrels over 10 years
or even in the next 6 years? Without the program right now, we face
a very difficult problem.

Secretary SiyoN. Yes, we do, and we face it over the next 3 to 5 years
until the supply side of the equation, assuming again we get the needed
legislature to remove the impediments to bring on the additional supply
in this country. We are not proposing anything that is draconian in
nature, It is designed to do a million barrels of oil a day, which isn’t
thzl\t great when one considers we are consuming 1714 million barrels
a day.

Senator Packwoon. I agree. When vou were Federal Energy Admin-

“istrator concerned with the problems that some independent industries
had with getting petroleum, we were worried about getting jobs and
“having energy shortages. The argument is raised if we drop a million
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or two barrels a day that there will be industries operating on part
shifts even if they have demands because they cannot get supply.

Scecretary Siyon. That is not true. We are offering them a mech-
anism that gives them the great freedom of choice instead of cutting
down on their energy consumption is concerned. If we went the alloca-
tion route I could show you a severe economic impact.

Senator Packwoop. Again to emphasize the arguments I know you
will have to meet—because I can sce the emphasis is shifting from a
month ago—FEA has some good reports on industry’s reduction in
the use of energy without reducing costs. I don’t think you can auto-
matically say because industry uses X barrels of oil, you give them X
minus 10, and they will have to cut employment, X —10.

Mr. Zars. If we eliminated for the moment the issue of a possible
embargo in 1977 or 1978, when we would be really vulnerable, if we
eliminated the possibilities of political pressures and if we eliminated
the possibility of substantial price increases by OPEC nations, then we
are only left with assurances of industry that we would be independent
by 1985. Each of the President’s measures has a value. The value is in
barrels of oil and the payoffsis in 1985.

Now, he has calculated into the total program 10 years of decision-
making, 10 years of decisionmaking by the homeowner who will buy
storm windows and insulate and who has previously not done so. Be-
lieve me, there is vast opportunity for improvement there. Ten years of
decisionmaking by automobile buyers who will buy more efficient auto-
mobiles and demand more efficient automobiles, 10 years of efficiency
by industry who will make the investment in more efficient rather than
more wasteful equipment. That will get us to independence by 1985.

So if you eliminate the short-term aspect and conclude there is no
need to Ke independent by 1985 or invulnerable, then we can stretch
out reductions to 1982 and then some of those arguments might prevail.

Senator Pacewoopn. The lobbying of some of the New England
senators concerning the administration’s proposals, makes me think
they are still convinced that New England will come out on the short
end of this. First run over the differential in tariffs, and secondly why
that would give New England the short end.

Secretary Siaon. They pay zero of the first month’s dollar and pay
60 cents the second month and 60 cents the third month when imple-
mented. So basically they are paying $1.20. ‘

Mr. Zars. Senator, two questions with respect to short-term adminis-
trative actions that should be recognized.

TFirst, the initial dollar placed on February 1 will not be felt in the
consumer economy until late March or early April. So we will have
mri le time before any impact is felt, and it will be about a penny a

allon, -
. Now, let us assume that we go all the way to $3 and $1.20 for pro-
duction, as Secretary Simon has indicated. New England consumers,
if you mentioned all consumption together—new oil and old oil—New
England consumers would be paying an additional $1.40 per barrel.
While the rest of the Nation will be payinﬁ an additional $1.65 per
barrel. So there is an offset. The reason for the offset is that particular
area of the Nation is completely dependent upon foreifn oil for its
energy. It used 85 percent of oil for energy as compared for 50 percent
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throughout the Nation, and the bulk of that comes from abroad. They
start from a very high base and have suffered the most difficult con-
se(};wnces as a result of the OPEC increase in prices.

ut there is the essence of our problem. Here is a major sector, an
independent industrial sector of our Nation that has been hit awfully
hard by unilateral actions of the OPEC nations. This program is de-
signed to get us off that hook. If we do not start now, 2 or 3 years from
now an embargo will put New England completely out of business.

Senator Packwoob. Part of the President’s program will be de-
control of the old oil. First, what do you expect the price to rise to,
and second, what will be the effect if Congress vetocs his decision on
decontrol but we have managed to maintain the tariff ¢

Secretary Siaon. I think you have to look at the entire program
rather than just single aspects of the decontrol. You have to look at
the windfall profit tax and the balances of it.

The decontrol of old oil at $3.25 a barrel would presumably move
to the world market of approximately $11 a barrel and the windfall

rofit tax which operates, as you know, from 15 percent to 90 percent
ased on an adjusted base period, would effectively remove the wind-
fall from the producer element of the industry and return that to——

Senator Pacxwoop. Let me ask you for sure. It will raise the world
oil price. There would not be any moderating of old oil and new oil
prices in this country rounding out to 9.5 a barrel ¢

Secretary SimoN. No; my judgment is that it would move to the
new price, in an intemutionahy traded market. That is the way the
&rice mechanism works, or the market works, in the absence of any

overnment controls.

Again, I say and I emphasize, there is pressure on the world price
and that is shown in the discounts given through delayed payments
today by the OPEC nations. They recognize too, that this oil that has
been discovered in the past year, as Senator Mondale said, 30 billion
barrels by our reports in the past year, will be 1314 million barrels a
day by 1980. Exploration is going on at a frenzied pace in response to
this price. I am very optimistic on the longer term, but we are in a
dangerous position at the present.

Senator Packwoop. I have no other questions right now, Mr.
Chairman.

The CHAm»AN. Mr. Haskell.

Senator Haskerr. Thank you, Mr, Chairman.

Mr, Secretary, we are dealing with two bills today; one is the debt
limit, and the other is H.R. 1767, a bill to suspend for 90 days the
President’'s authority to impose oil import fees, The latter bill, of
course, seeks 90 days to {)ermit a legislative energy tax program to be
worked out and hopefully negotiated with the administration, Why
do you think it is inappropriate to give the Congress 90 davs?

Secretary Siaon. Senator, the President felt that the time for ac-
tion was now, and in putting this very comprehensive program before
the Congress the import fee was the only thing the President could do
in the absence of legislation, and that the time to start was right now
for both domestic as well as international reasons.

Mr. ZArB. May I add to that. -

The President’s program has a built-in time delay. The first dollar
will not be felt until late March or early April. The second dollar has
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the same kind of time delay. The total impact would be about 3 cents
per gallon. “

The time before some of the difficulties could take place there, which
some project, and we do not agree with, and there is ample time to
develop some of the issues and some of the options and alternatives
that may evolve from the Congress.

Senator Haskern, I would disagree with you, Mr. Zarb. After all.
once you have initially inflicted that 10-, 20-, 30-cent bite on the energy
cconomy, you have created an inflationary effect that you cannot
revenrse,

But let me respond in another way to Secretary Simon's answer.
The President apparently says now is the time to do something.

Secretary Simon, I would like to point out that in 1973 the Senate..
and subsequently in 1974, the ITouse passed S. 1283, designed to in-
crease the utilization of certain conventional sources of energy. such as
conl, designed in short to stimulate the supply side of the energy prob-
lem. This eventually resulted in a bill to set up ERDA and provide an
appropriation along those lines.

S}o] I would say Congress has addressed the supply side of this
roblem, :
P Morcover, in the fall of 1973, the Congress passed an energy conser-
vation act that dealt with mandatory conservation measures, This had
a low impact on new oil prices—somewhere in the neighborhood of
%7.10. Our hill was vetord, but. as I understand it, your windfall tax

program would probably roll back oil prices to that level now,

But be that as it may. after the veto, there not heing sufficient votes
to override the veto, the Senate again passed a very comprehensive
mandatory conservation bill, which, for examnle, told Detroit that
it wonld have to develop and produce more cfficient automobiles by
specified times.

Then. third, the administration now makes a great—and Mr. Zarb
just. alluded to it—a great demand for a strategic reserve. In either
1078 or 1974 we introduced a bill that was proposed by a committee
of which T am a member. T distinetly remember the administration
opposing that bill on expense grounds.

Now. I think T ean anticipate your answer. so T will not put it in
the form of a question. But it seems a little bit disingenuous for the
administration to say Congress has done nothing on the energy ques-
tion. T would submit that it has been the Congress working on this

roblem, not the administration until very recently. Now the admin-
istration apparently sees the necessity of doing something and is
proposing a program which I think is immensely complex. We had
witnesses the other day who described certain unknown economie
effects of the program. T do not consider it unreasonable in light of
those unknown cconomic results and in light of the Chase Manhattan
Bank charge that the program is recessionary while certain prominent
economists predict the program will also be immensely inflationary, -
for the Congress to ask for a 90-day delay. Do vou have a conmnent?

Secretary Simon. Sure. our program is complex. and of course, so
is the problem complex. We have been discussing this. T have testified
on the subject of energy in the Congress probably 100 times in the
last 2 years.

The bills that you talk about. the ERTA bill, was a good one. It is
paving off, of course, as far as future coal conservation, which comes
really in the next decade.
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The conservation that talked about rollback and rationing was not,
in our judgment or the President’s judgment, the way to attack the
problem.

Senator Haskerr. I may say that bill had a great many other
features.

Secretary SmoN. Our windfall profits tax, while in the short run
could take on the appearance of rollback, has a distinct phaseout which
does not discourage production, which is what we need. I was not
familiar with the automobile bill passing the Senate.

Senator Haskerr. I think my 5 minutes have been used.

The Cuairatan. You have 10 minutes, Senator.

Senator Haskern, Well, under those circumstances, I do have a few
more questions.

One thing you mentioned—I forget whether it was the Sceretary or
Mr. Zarb—was that there really would not be a major ripple effect. I
think this was in response to the Senator from Minnesota’s question.
And you talk about an increase of 3 cents on the price of gas, but how
about residuals—how about airline fuel? Have you looked at the effect
on the airline industry, for example? We had testimony in another
committee that it would probably double the price of jet fucl, that the
alternative, of course, was for the airlines to absorb this increase,
which means either massive layofts, or fare increases somewhere in the
neighborhood of 20 pereent.

The opinion of the gentleman who testified, and it was extremely
well-prepared testimony, was that under those circumstances, because
of the price elasticity in the airlines, based upon historical patterns,
the airlines would have to cut back on routes, lay off employees, and
have standby or idle equipment,

How about the effect on such things as utilities. houses, colleges?
Florida Power & Light came in, for example, and showed us a chart
on the increase of their fuel costs which they passed on to their cus-
tomers. I question whether the economy or segments of the economy
can stand this type of increase, and I would also wonder what your re-
sponses would be to this testimony—you have heard it from me second-
hand, but I assure you it was accurate on the airlines and also on the
increase in utilities costs. Do you have any comment on that?

Secretary Siaon. Yes, I will let Frank elaborate on it because he has
met with a lot of these affected industries. We have studied this in the
Economic Policy Board. .

The fact residual oil comes in almost entirely from imported sources
is the reason we are attempting to attack this problem as far as our
domestic supply is concerned.

Again, when we talk about what noted economists agree with our
economic forecasts and what the effects are going to be, DRI, in work-
ing again agree with us when we designed the package so that it would
have a positive stimulus in our economy with the tax rebates and the
rebates carefully put into effect that it would not have a negative effect,
and that I think is important.

Senator Haskrrr., If I may pursue this with you, Mr. Secretary, I
find it difficult to see how raising the total price of oil in the United
States to the consumer—and I am not just talking about your tariff—
to a level of $14 or $15 a barrel, which would happen, since in response
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to Senator Packwood’s question, you agreed that a deregulation of old
oil in the United States would push it to the imported price—we are
using about 65 percent of our own oil, and probably of that 65 percent
somewhere in the vicinity of 40 percent is old oil—will have anything -
but an inflationary effect.

Secretary Siyvon. Well, that is an inflationary effect of approximate-
ly 2 percent, a one-time inflationary effect seemingly, short-term con-
tradictory or conflicting policies, in order to get at a long-term goal.
Basically, what we are attempting to do is to raise the price now to
have a lower price later, recognizing if OPEC quadrupled the price
last year when we are depending on 33 percent, if our o1l continues to
;grow in the future, what is to stop them from raising the price in the

uture.

I want Frank to address the utilities and airlines as well.

Se;lator Haskerr. May I ask one more question of you, Mr. Secre-
tary

at makes you think that putting a $3 tariff on imported oil is
going to have the slightest impact on the policies of the OPEC
countries?

Secretary SiamoN. You have to look, Senator, at the entire program,
not the $3 tariff. The $3 tariff becomes a $2 tariff along with the tax
on natural gas and excise tax on domestic production, and it equalizes
the price of oil.

Senator Haskern. Mr, Secretary, I think you were saying that the
President’s program would have an effect on foreign imports in that
we woul import less from foreign countries. I assume that was your
response {

ecretary SiaroN. We would consume less in this country, and there-
fore, less, wo would import less.

Senator HasgeLr. Well, we have shifted grounds. Why would we
consume less? ’

Secretary SimoN. Because there has been shown what economists
call an eclasticity of demand for petroleum based on-the past year’s
experience, and again I refer you to what the other countries in the
world have done and the Wall Street Journal this morning—we are
at the bottom of the heap in the world in what we have conserved in
energy. Look at the price of gasoline in all the other countries, it is
from a $1.25 to $2.25. The paper this morning, an unknown source,
contends we continue to give our products away.

Senator Haskrerr. That is the end of my questioning, Mr. Chairman,

I would merely like to observe that over the weekend I read an article
asserting that when the last big jump in the price of oil came, there
was a 3-percent decrease in the use of gasoline, that we now have made
up that 3 }iercent and indeed are now using more. I will seck that
article out, Mr, Secretary, and wo will trade——

Mr, Zars. Senator, that was my quote.

Thoe Craryax. Might I just suggest that we let the witness answer
this question, and then we will come back to you for a second round,
Senator Haskell,

Mr. Zage. I would just answer two parts of your question quickly.

I pointed out that when gasoline went up as high as it did in its
peak last summer, our consumption rate was about 3 percent below the



117

revious year, adjusted for all kinds of things. As soon as the supply

ecame more abundant and consumption went down, margins were
squeezed, and even in this area gasoline was down from 7 to 10 cents
from the peak, and as soon as that squeeze occurred, the 3 percent
went back to almost a comparable number. Now, 3-percent-lesser is a lot
lower than our normal consumption rate, which had been increasing
rather dramatically each year, so price did have its effect.

With respect to airlines and other specialized industry, I would
just point out, Senator, that regardless of what program we selected,
unless it was no program at all, if we went to a gasoline tax, Florida
would be talking to us about tourism and not residual oil. If we went
to rationing, we would have the same kinds of problems. If we went.
to allocation and created a shortage and the inconvenience and so on,
we would have those kind of issues industry by industry, and we ought
to look at that with whatever program we go forward with and be
sure that we resolve those individual situations,

The point is, this scems to be the one program that has the least
number of those problems to deal with. :

Finally, we have said right along, we have the authority to adjust
the passthrough of these increases on various petroleum by products
and that our intent was to pass a greater part of the increase on to
gasoline and a lesser amount to products such as heating oil and re-
sidual oil.

Senator HaskeLL, Thank you, Mr. Chairman,

The Crzamryan. Mr. Dole.

Senator DoLe. Mr. Secretary, do you have a contingency plan in case
everything else fails?

Secretary StaoN. The President has said that if all else fails and we
do not achieve the targets that we desire, the demand, that other
measures would be taken. There are other measures, but we believe
the program that the President has put forth will accomplish what
it is designed to do.

Senator DoLE. I am thinking about the event that the tariff suspen-
sion bill is adopted by the Senate, and a veto is overridden. Are you
not yet publicly making any statements on an alternate plan, then ?

Secretary Simon. I beliove that through these sessions and the
dialog that always occurs-in the Congress that we will arrive at a
sensible policy as the President put forth, Senator Dole.

Senator DoLE. I have read your statement. I came a little bit late, but
what is the source of this conservation goal of 1 million barrels and
2 million barrels?

Secretary Simon. I have a chart I believe prepared by FEA which I
will submit for the record which specifies how much will be saved with
each product, gasoline, residual No. 2, et cetera.!

Senator Dor.e. What countries would it affect the most ¢

Secretary Siaox. Oil being an extremely pungentable product, it is
extremely difficult to trace cutting off. Somebody suggested we save the
million barrels purely from this one source, but there are so many
transhipments_involved. it is very difficult to pinpoint it. I know
the great difficulty I had last year in attempting to trace the product
as it was being shipped.

1 At presstime, Feb. 17, 1075, the materlal referred to had not been received by the
committee,
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Senator Dork. I want to ask Mr, Zarb a question. Of course, we
all have somewhat different interests. Our Governor made a statement
recently that certain portions of proposed rule changes could result in
permitting higher financial burdens being imposed on some sections
of the country. We take New England versus the Midwest, for exam-
ple, to show the regional inequities. According to Kansas’ figures it
would annually cost the average Kansas about $101.79 while costing
the average New Englander about $74 more, assuming a $3 per barrel
tax on all crude oil passed through only on gasoline. We want to help
the New Englander, but I am not sure we want to help that much.

Mr, Zars. Senator, you are correct in that the burden would be felt
more in some of the areas of the country with respect to gasoline and
{)lmtl New England would not be at the top of the list with respect to

urden.

However, I think we do have to recognize that New England does
start at o very, very, very high level because of their total dependency
on oil g\ls opposed to the rest of the country and almost totally on for-
cign oil, :

I have seen the bumper stickers in Louisiana and Texas that relate
to that issue and suggest perhaps they have gotten themselves into that
bind and they shouﬁf{not have this kind of entitlement. I think in view
of the fact that there are people in thase houses that pay for fuel oil,
and particularly those people that have been responsible for the cur-
rent state of affairs, that we really should as a Nation impose whatever
program that we finally decided upon so that it is properly balanced.
I think the program as the President put forward docs properly bal-
ance the situation, so that undue hardship is not felt anywhere.
IrSengtor Dore. There was also some discussion with regard to

Tawaii.

Mr. Zars. Our analysis of Hawaii. which we discussed with the
delegation from Hawaii. concluded that at this point they do not
require special consideration. The President specified that any part of
the country suffering undue hardship should be considered. We do not
think we need to have a special program there.

Senator Dore. Well, there has been some suggestion rather than to
strive for the million barrel per day cutback that we reduce that goal,
which would in.turn reduce the economic impact. I presume that is
one possible alternative kicking around somewhere,

Is there any real reason for a conservation goal of 1 million barrels
per day this year and 2 million by the end of 19772

Mpr. Zarn. Senator. T have not seen a proposal that suggests a differ-
ent. kind of phase period or that we save 1 million by a year from today
or 18 months from today. I think we ought to examine any proposal
that is put forward on that basis. Tn each case we ought to look to-
gether at what we might be trading off. If we elongated our period
of exposure or extended onr period for invulnerability to achieve in-
vulnerability that is something Congress should come to agreement on.
But T have not seen a program that would demonstrate we would
achieve imdependence or have some kind of program for phaseout.

Senator Dorke. What are vour comments about the argument that
vou are in effect taking money out of one pocket and putting it into
another? This $30 billion from the cnergy taxes, if and when it does
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happen. as I understand, would go for tax reductions, both temporary
and permanent. Do you have any comments on that statement? .

Secretary Simon. Our program was designed to be neutral in its
cffect on the economy, recognizing that we are in a sliding economy
and any effort to raise taxes or raise the price of a commodity will have
an economic impact just left to itself. So, therefore, we turn not only
to business and Government, but also through the tax system, but the
people who pay no taxes at all, the approximate amount of money
that they would be paying additionally for this increased price is
called for during this period of declining economic activity. But this
means that they are going to save more as far as energy is concerned
and therefore be able to have more money to spend for other goods
and services.

Senator DorLr. Are there any plans to take care of those who eannot
pass the cost on? I think farmers, and they are very important in the
cconomy today, could end up on the short end of the stick. If the excise
tax on natural gus takes effect, the rrice of fertilizer per ton would
probably rise about $15 a ton, and there is no way for the farmer to
pass on that cost. In the State of Kansas alone the added cost of fer-
tilizer would be, according to figures, and I understand they are con-
servative, but about €6+ mitlion dollars per yvear. That additional cost
would come out of any profit the farmer might expect to have.

Is there any plan afoot for rebates to those people?

Mr. Zarn. Senator, the President has directed that we work out a
mechanism to rebate to the farmer because of his inability to pass
through and because of the food situation. We have been working with
Seeretary Simon’s people for the last week and hopefully we will have
an arrangement completed very shortly.

Just one part of the last question you asked which I did not get to
answer., We talked about elongating our time table for achievement.
We also ought to keep in mind if we go from $24 billion of outflows
as compared to $3 billion in 1970, and then go to $32 billion by 1977,
that that is lost American wealth and American jobs, and T think we
ought to trade off exactly how much of that we will allow to happen
for how long.

Senator Dorr. Thank vou.

The Ciratrmax. Senator Brock.

Senator Brock. Mr. Secretary. if I understand your logic, there are
three essential reasons for this particular action, The first is to raise
the cost of energy relative to other sectors of the economy.

Second, in order to increase revenues so that you could have the
means by which to motivate through tax incentives greater conserva-
tion. for example, home insulation, -

And third, to set the price of energy high enough to induce the
development of alternatives. Is that a fair summation of the three?

Secretary StmoN. Yes, it is, Senator.

Senator Brock. All right. Then we have got to face, cither sepa-
rately in the Congress or jointly with you, the question that has been
asked time and again at these heavings what will be the cconomic
impact of the program in the short term? Can we achieve these
three objectives with a somewhat different, perhaps more slowly phased
in program?
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The question we have faced time and time again is whether or not the
economic impact would not so devastate the economy with 2 diget
percent inflation, but more than that, dislocation so as to set back our
total economic recovery and perhaps make it worse; if not make it
worse, certainly delay it for a period of extended time.

I would like you to comment on that question, because that is the one
that bothers me more than anything else.

Secretary Siaron. Yes, Senator Brock,

No single part of this program did we spend more time on than
designing the fiscal impact as far as taking this large amount of money
olut ]of the economy nn(]i) simultancously turning it back in, recognizing
tho lags.

There is n table attached to my prepared statement ! which shows
the encrgy taxes, when levied, the amounts levied by quarter, and how
it is returned. We specifically designed, if you will notice, the windfall

rofit tax does not begin to be collected until the third quarter of 1975,

eccause if it had been collected much earlier it would have done just
as you say in giving us n negative impact. As you will see, the positive
impact is concentrated in the second and third and to a lesser degree
the fourth quarter of calendar 1975 and to a lesser degree during all
of calendar year 1976. So we think we have done that, ) -

Now, we have not designated as far as the Consumer Price Index
the 2 percent; no. But I will say the Consumer Price Index does not
take into consideration that fine, we are raising the price of a com-
modity. When the price goes up it is illustrated in the rise in the Con-
sumer Price Index. The Consumer Price Index does not take into
effect the fact we are giving the money back. If one wants to say, well,
you are taking it back out of one pocket and putting it in the other,
well, why are you doing it. Well, Senator Broc{:, if you raise the price
of oil and gas relative to the other commodity we are going to save that
and that isthe purpose of the exercise.

Senator Brock. Would not it be possible, instead of going $1 per
month for 3 consccutive months, to phase it in over a couple _of
years and achieve the same end result? You might reduce your savings
from 1 million barrels to 700,000 barrels this year, but would not
your ultimate saving be the same ?

Secretary Simon. Yes, Senator Brock: you could phase it in over

whatever period you would like to phase it In. You have to weigh that,.

after the economic analysis of the impact of not doing it and attempt-

Ing to reach a conclusion versus the alternatives and what the exposure

g durlng this period of time while we continue to be so reliant on for-
crude,

You know, it is very difficult, because you can get economists who
will give you their analysis, and they do it in great good faith and with
great expertise, but we have in this country, as we do around the world,
economists for all seasons. We can find any answer, really, that you
would like,

Senator Brocx. You are going back to statistics and statisticians,
are you not ?

1 See page 99.

~
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Secretary SimoN. Yes. _
Senator Brock. The thing I am reaching for, and I am enormously

stpathetic with what you are trying to accomplish and agree w_it,h
the end product of the program, but I just wonder if you have anything
to trade to the Congress for some fairly fundamental changes. YWe have
been trying for as long as I can remember in the Senate to deregulate
natural gas with no success whatsoever. It seems to me that—maybe I
am particularly sensitive, because Tennessce has just been hit with
another curtailment in December that has shut down industries, costs
us thousands of jobs. It is going to get worse before it gets better. We
are one of the five most seriously affected States. The Congress is talk-
ing about rationing instead of Increasing supply of natural gas. This
is ridiculous. We are about as rationed as you can get right now and
wo have people out of work, and T just wonder if there is not some
possible trade-off here to get quicker action from the Congress on the
su )1;])' side in exchange for reduction in the cost impact on the tax
side

Secretary Sraon.Well, I always believe in flexibility, Senator Brock.
I am not speaking of certainly the President’s willingness to compro-
mise, but we would be willing to sce any comprehensive program the
Congress comes up with.

I agree with you on natural gas, and we are at that point that any-
thing we do on natural gas will not forestall the tremendous problems
we have in natural gas over the next couple of years.

Senator Dole brou%]ht up the fertilizer problem. We talk about
fertilizer shortages where a vast amount of our nitrogen fertilizer
comes from natural gas and they are down under 10 percent from 24
percent with what they were when we first started to control the price
and at a ridiculous level, and at the same time Euying five times that
for the equivalent Arab oil. I do not understand that kind of arithmetic.

Senator Brock. Neither do I. Maybe I can divert you to a better
conversation, : -

Are we going to have an adequate supply of fertilizer this year?
Are we in the same mess we were in last year

Secretary Simonx. It is going to be short, Senator Brock. In looking
forward in the future, if our natural gas situation remains the same
it will be shorter and shorter and shorter. There are some industries
that use natural §as that cannot use alternative sources. It is causing
massive layoffs. I am well aware of that in my own State of New
Jersey right now.

Mr. ZArs. Senator, where we are running short we have been allo-
cating in propane and some cases oil for conversion. The oil we are
allocg{;ing as a substitute is a further irritant on the import levels of
our oil,

Senator Brock. One final question for Mr. Zarb, if I may.

. The way the tax breaks out it looks to me as though if this program
is adopted in total as suggesbed by the administration, that it could
result in a rather serious disincentive for domestic refineries, Is that
an unfair statement, and if so why # Is there adequate motivation for
the refining of petroleum products in this country under the proposed
plan before us?
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Secretary Simon. I went through this debate in the Ways and
Means Committee in—I do not remember—March of 1973 when, as
Chairman of the Oil Policy Committee for the President, we invoked
section 233 to change the old import quota system to a fee system
whose primary design and justification was to build refinery caimcnty
and stimulate refining capacity to make sure oil products would not
come into this country at a lower price than our domestic supply. It
immediately increased the announcements of new refining capuacity
in this country to a significant degree. )

If we are going to monkey around with the oil fee, in my judgment,
it is going to be very counterproductive,

Senator Brock. Thank you very much.

Senator NeLsoN. Would the chairman like to ask a question? .

The Cratrman. I suggest the acting chairman go ahead and take his
turn.

Senator NErson. Thank you, Mr. Chairman. Senator Curtis.

Senator Curris. Is the effect of the Kennedy-Jackson proposal and
the Green proposal in the House, are they the same?

Secretary SiymoN. Yes.

Senator CurTis. A vote for either one of those, will it carry a plan of
meeting our problems in the area of petroleum?

Secretary Smon. No sir, it does not. It just, again, postpones for
further consideration any action in this area, and as Frank so accu-
rately said, this program was designed to phase in the dollar, does not
have an effect for at least 30—and probably much longer—days, the
$2 and the $3 the same way. That gives us plenty of time to have the
dialog wo are having right now to get a program into place.

Senator Currs. I thinﬁ it is important tl?ese hearings show, both for
Members of the Senate and the publie, that the issue is not one of the
choice of two plans, but it is to stop at least for 90 days the only plan
that is before us. Is that right ¢

Seccretary SimoN. Yes, Senator Curtis.

Senator Curris. Now, I would like to have explained to me how the
application of the tax would work. When we talk about an import fee
of $1 a barrel how does that work out on the retail level, on the various
components such as heating oil and gasoline and other products?

Secretary SimoN. Our estimate is approximately a penny a gallon
across—-—

Senator CurTIs. A penny a gallon on all types?

The heating oil and gasoline would, and the industrial uses would
come out about the same, a penny a gallon ¢

Mr., Zars, Well, Senator, the first $1 is relatively small in impact,
We have said, as the President’s program was enacted, to a total of
zero, that the total program would be 10 cents per gallon average. that
we would use our authority to roll through somewhat more on guso-
line and less to heating oil and other less elastic products.

For example, with a 13- to 15-cent change in gasoline, 7- to 8-cent
change in heating oil

Now, in this interim period while we are going through the adminis-
trative phase—we have the abilities to phase in this increase so that
it affects one product more than the other. We have not as yet come
to a determination as to whether that is required. but we certainly can,
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Senator Curtis. Well, now, if the application of the import fee of
$1 amounts to 1 cent a gallon additional in cost to the consumer, what
are the other parts of the proposal that would give it the price increase
that you have just referred to? . . '

Secretary Siaon. The President’s administrative actions, of course,
only affect imported crude oil, and when you mix it all together that
is all you get to the 1 cent per gallon I just described, in case there is
some questioning how we get to that number. But you mix domestic
and imported together and that is the way our rules would have these
prices roll through the economy. .

The total program, if enacted, would have a $2 tariff rather than
the $3, which administratively would come off. A $2 excise tax, decon-
trol of old oil, decontrol of new gas and a 37 cents per thousand cubic
feet of natural gas excise tax. That would have the net effect of in-
creasing all petroleum products an average of 10 cents per gallon, and
it is that which we would administratively direct that a higher
incidence of that would flow to perhaps gasoline and in the oil area,
residual oil or heating oil.

Senator Curtis. Now, those subsequent steps all require legislative
action, do they not ?

Mr. Zars. Yes, that is correct, except decontrol. That requires legis-
lative action. Decontrol has 5 days during which the Congress can
- veto the President’s action.

Senator Curtis. So in a sense that is a limited legislative action?

Mr. Zars. Yes.

Senator Curtis. In other words, if the President’s import fee is
allowed to vgo in, it is going to have an impact of 1 cent per gallon on
consumers

Mr. Zars. The first month.

Senator Curtis. Yes, on the basis of 1 cent per gallon for each dol-
lar of the import fee, that is what it amounts to?

Mr. Zars. The first dollar’s effect will be felt in late March or early
ApRil. '_Il‘lien the second dollar is levied March 1, and the third dollar
on April 1.

Senator CurTis. So if we come up with something that can be en-
acted into law, in the meantime all that is involved in the Kennedy-
Jackson proposal is to prevent a 1 cent a gallon for each dollar of the
import fee from going into effect. Is that not correct

Mr. Zars. Yes, that is correct.

Senator Curtis. There is no proposal involved in that particular
vote that is going to have any drastic or far-reaching effect upon the
consumers unless the Congress provides the necessary legislation. Is
that not correct ?

Mr. Zars. Yes.

Senator CurTis. Is it true that what we are faced with in meetin
our problems of energy is sort of twofold. One, to encourage full
domestic [}roduction, and the other to discourage reliance on foreign
products. Isthat what it amounts to

Mr. Zarn. Yes.

Senator Curtis. Do you agree that it takes a full consumption of
energy to have our economy and our employment going full capacity
or as near that as possible?
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Mr. Zars. Yes.

Senator Curtis. Is it not true that we also are not deciding between
some new proposal and going back to the old days of low-cost oil from
the Middle East?

Mr. Zarp. That is correct, Senator.

Senator Curris. And what is the outlook in reference to the cost of
domestic production. Is that apparent to be high for sometime?

Mr. Zars. It certainly is going to continue to Increase as the cost of
exploration and develoi)ment increases, Senator.

onator Curtts. Well, I heard a member of this committee who is
very knowledgeable in the field of oil, because he comes from one of
our major oil States, Senator Bentsen, point out that the future cost of
producing oil any place, domestically, off our own shores, for the North
production, the English and Norwegian production and elsewhere,
1s going to call for massive amount of capital and a high-cost
drilling operation. Is that the Government's opinion that some of those
factors are likely to be present?

Mr. Zars. Yes, .

Secretary SiyoN. Not only that, Senator Curtis, but as we have said
so often, we have moved from a low cost abundancy base to a high cost
scarcity base. Wo have found all the oil and gas we will find in this
country and we must move to more hostile climes, the secondary and
tertiary techniques. They will obviously cost us more. OPEC oil costs
more to produce. We will see something in the area of $2.50 a barrel
before transportation to produce in the North Slope and perhaps
some even higher than that. But it still will not reach the levels of
the current world price, and that is the point, that by giving all those
incentives and a comprehensive program in the short run to reduce
our dependency and utilization of energy in this country and to bring
on the super abundancy of natural resources in this country we are
going to bring the price down. '

Senator Curtis. The balance of my questions I will wait until my
second time around. I hear the bell.

But I will propound one that does not call for an answer now, but to
supply for the record. If the figures are available, fine.

would like to know what our annual consumption of petroleum and
all petroleum products has been and how much of it has been domestic
and foreign, going back as many years as statistics are available, fine.

I would like to know what our annual consumption of petroleum
and all petroleum products has been and how much of it has been
domestic and foreign, going back as many years as statistics are avail-
able. 1 would like to go back to World War I1. But I do not want to
make a request for the assembling of a great deal of statistics that are
not available.

Mr. Zars. We will provide that for the record, sir.,

. __Senator CurTis. I will reserve the balance of my questions until later.

[FEA subsequently supplied the following information :]
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TOTAL U.S. PETROLEUM SUPPLY 1945-741 -
ftn millions of barrels]

- Imports L:l'm‘s‘ as
Refined Total DOomestic Total new of total
Crude products imports ptoduction supply néw sopply
3
1,277 945 2,222 3,816 6,038 ¥
1,184 1,080 2,264 3,988 6, 552 35
.809 922 1,231 4,083 5,814 20
613 819 1,433 4,072 5, 505
- 483 765 1,248 . 4,123 s, 311
sS4 641 1,15 3,952 5,108 -
472 566 1,038 3,883 4,921
412 514 926 3,730 4,65 )
0 492 939 3,4% 4,435
452 49 901 3,29 4,181
439 388 827 3,209 4,036
413 362 75 3,154 3,929
41 349 760 3,049 3,809 20
382 318 700 2,984 3,684 19
n 293 663 . 915 3,580 ]
252 97 4 , 896 3,45
348 13 621 , 744 -3,365
33 01 SN L 912 3,486
342 84 526 91 3,437 3
285 10 455 . 166 3221 4
239 44 383 , 568 2,951 3
236 ] n , 596 2,913 3
210 39 389 Rt 2,863 2
19 29 308 , 453 2,161 1
178 33 3 . 156 2.467 3
154 82 236 1.999 2.%25 1
129 59 188 2.167 2,355 8
98 62 160 930 2,150 7
86 52 138 . 852 1,990 1
n 39 113 , 829 1,942 6

11978 —FEA, ‘‘Weekly Petroleum Statistics Reports,'' and *‘Petroleum Situstion Reports,”’ for 1974, 1945-23—Bureau
ot Mines, Mineral Indusiry Surveys '‘Petroleum Statements."”

TOTAL U.S. PETROLEUM DEMAND 1945-74 1

[in midlions of barrals}

Imports tmports
Total® perce t‘:g: Total 2 ce ::3:

[ n reen
domestic Total of total domestic Total pe of tatal
demand imports demand demand imports demand
, 052 2,222 37 3, 450 549 6
, 298 2,264 36 3,315 621 9
5, 974 1,231 29 3,219 574 8
, 554 1,433 6 ,213 526 6
, 364 1,28 . 3 , 088 455 S
, 160 1,156 2 , 832 383 4
4,788 1,038 22 , 1715 n )
4,481 926 1 , 664 U9 3
4,325 939 2 , 510 308 2
4,125 901 22 , 375 31 3
, 959 827 1 118 236 1
, 851 115 0 2, 114 188 9
, 136 160 0 , 990 160 8
3,579 700 0 , 193 138 8
3, 536 665 19 113 113 6

1 1974—FEA, 'Weekly Petroleum Statistics Reports,’’ a
of Mines, Mineral Industry Surveys *‘Petroleum Stctemen

ll;«!""Pottoloum Situation Reports®’ for 1974; 1945-73—Bureau

1 Note that total domastic demand is the disappearance of product trom primary supply. It does not equal total

consumption.

47-048—-75~—-0
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The CHalrRMAN. Senator Nelson.

Senator Nerson. Maybe you addressed yourself to this question
before I arrived. If so just say so and we will skip it.

What price level does the old oil and all new o1l go to when you put
$3 a barrel on imported oil ¢

Secretary Simon. I did address that, Senator. It is our judgment
that the—when we decontrol old oil it will go to the world oil price
and, of course, the taxes would go on top of that.

_Senl;a.:;)r NEewson. And when the old oil is decontrolled, what will its

rice -
P Secretary Simon. It will be approximately $13 a barrel.

Senator Nerson. $13 a barrel.

Presently the price of controlled oil is $5.25, isn’t it?

Secretary S1yoN. Yes,

Senator NeLsoN. So that will go up $7.50 a barrel ¢

Secretary Siaton. Ap({)roximately.

Senator NeLsoN. And all new oil will be at the world price, also?

Secretary Sison. $2 of that, of course, will be taxes.

Senator NErson. Agsin, this may have been asked before I arrived
here this morning, but what precisely is the purpose of the taxt How
would you describe the specific purpose of placing a $3 a barrel tax
on imported oil ?

Secretary Simon. Well, it is ultimately going to be a $2 tax. It isa
demand restraint tax.

Mr. Zagrs. I would like to add to that, if I may, Senator.

The purpose is to put oil energy at a level of values within our
economy different from its current level of value bgsg)romote over a
period of time the kinds of consumption and investment decisions
which would have us use energy for its truer value as a scarce
commoditg.

If we had 10 years of investment in a home—I mentioned this
earlier—for insulation or storm windows and caulking and more effi-
cient heating equipment, if we had 10 years of activity which had the
automobile driver make different selections with respect to the effi-
ciency of his automobile and demand that from the seller, and 10
years worth of investment in the plant which would have the plant
manager select a piece of equipment which was more energy efficient
as compared to one which was not, altho(;);gh that one may cost a little
bit less, that kind of activity over a period of time could have a meas-
ured affect on the way this society uses energy. There is no question
but what we as a nation per capita, based upon our standard of living
uses energy far in excess of other nations with an equal standard of
living per capita.

Senator NrLsoN. So the purpose of the tax is not, as has heen at
sometimes reported, solely to reduce the importation of oil. It is also
to make the price of all oil so dear, and therefore, as a policy matter,
as a decision of the Federal Government to just arbitrarily raise the
price to force a reduction in consumption. Is that correct?

Muv, Zars. Well, that is both effects, Senator. It does indeed backout
imported oil and if we are able to use less oil per unit of work done
irflr our economy, we are going to backout imported oil. So that is both
eflects. .
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Senator NeLson. That is why I raise the question. If the objective
were, us & number of stories I read stated it to be, simply to reduce
imports to help the balance of payments and so forth, it would seem
to me it would be more sensible simply to limit imports, period, with-
out adding this heavy burden of an additional tax on the consumer.

Mr. Zagrs. Senator, the scheme of import quota and allocation was
one we examined very carefully and we ought to share with you some
of our analysis. It had several problems.

First, it did nothing in the way of incentives with respect to future
development. We put that aside.

It meant that the (Government had created a shortage. If the Gov-
ernment did not create a shortage there wounld be no savings. Now, we
would not have the Arabs to blame or OPEC to blame. This could
be a Government imposed shortage.

Now, then, the Government could not let the shorta €o by its
own devices because of the way things would be atfected. We would
have to manage that shortage, similarly during our approach to the
embargo, although we have gained some additional expertise since
that point.

It would mean the Government would have to make decisions with
respect to who got 90 percent, who got 100 percent, who got 80 per-
cent, and then insure that each of these decisions, day in, day out,
which company could expand, which company could not expand,
which company could start brand new, which company could not
start brand new. The Government could make all these decisions per-
fectly. Economists tell us this would have a disruptive effect on our
economy.

If the Govérnment were capable of doing that perfectly across the
board that would not be the net result.

Wo concflided that is the kind of system that is not accepted in
our free society and, over a long period of time. would not prevail
and get the job done in an equitable way, but it certainly is one of the
alternatives,

Senaunr Curtis. The question before us, Mr. Chairman, is just the
debt limit, as T understand it, and the 90 days. So on a later date the
Committee will be hearing the tax proposals and the energy conser-
vation proposals. T have a number of questions that are beyond what.
is hefore us, so I will hold those. They involve energy conservation.

Thank you.

The Cuamrmax. I believe we offered everybody a chance to ask
questions the first time around.

Mr. Secretary, I would like to make my position clear. T suppose
I am the most isolated man in this hearing at this moment, because
I do not go along with all the President’s program by any means. and
I do not go along with all the Democratic program, if we ever get
around to determining what it is going to be. I find there are good
points and bad points in all these suggestions, and T would hope we
take the hest of what everybody has to offer and trv to improve on
those suggestions that are not so good and dump out those that are
not cood at all,

. Tt doces seem to me there is a need for statemenship in the opera-
tion of this Government, especially with a Republican Prosident and
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a Congress overwhelmingly Democratic. I think we would do well to
drop out all this needless self-righteousness on both sides. We have
heard a lot from some of our Demacratic collengues ahout how we sent
a bill down to the President which had some of the same provisions
which you are recommending to us, and the President vetoed it. If I
recall correctly, when that was done, you were the Energy Admin-
istrator and you were advocating against one provision in that bill
which you thought made it counterproductive. You were willing to
support a rollback in the price of oi‘, but you felt that to go beyond
a certain point would be counterproductive and result in a lof less
energy. rather than a lot more' Il thought vou had put those of us
on the Democratic side of the aisle on notjee that if the bill went
;lowntm _ttlmt fashion, you would feel compelled to urge the President
o veto it,

To me the logical thing to have done when the bill was vetoed and
the President indicated he would go for a rollhack at a certain point
and no further, would have been to send that bill down there in a
fashion that the President would sign it. At that point it seems to
me those with the power took the view that if the President would
not sign the bill on their terms, that they were not going to send any-
thing back to him, What that not about the way that was played out ?

Secretary Simox. I do not remember the President ever saying he
would support a per se rollback. because he felt very strongly that
the wind&ll profits tax with a phaseout would do the job of remov-
ing the windfall from the price of a barrel of crude oil and at the
same time not remove the incentive to bring on additional supply-in
this country. The minute you start monkeying around with price
incentives——

The CuarrMAN. The issue is pretty much the same. It hag to do with
the profits that the companies were permitted to make. The adminis-
tration had one approach to it which would limit the profits the
companies could make, and the prevailing view among Democrats
seemed to be somewhat different than that. But in either event. yon
were recommending a proposal that would limit the profits of the
oil industry, although not the same proposal the Democrats were
recommending.

Secretary Siamon. Yes, you are correct in that the President asked
me to tell you that if the measure comes down in a rollback form,
that he would recommend a veto, which, of course, he did.

The Crarman. My suggestion ig that those things in that bill the
President was recommending should have been sent back to him at
that time without the provision that required him to veto that meas-
ure in following his conscience. We should have taken as many of the
things we agreed upon at that point as we could, and not left ourselves
in the ridiculous position of failing to do anything simply hecause the
Republicans wanted to control oil profits one way and the Democrats
wanted to do it in a different way. It seems to me that is a failure of
statesmanship. I do not think the Democrats can escape responsibility
for that any more than the Republicans, and I believe that is what
we are facing novw.

You are going to have some good suggestions. Democratic and Re-
publican. You have some good suggestions made by the President.
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If we sent a bill down to the President and he thinks there is some
thing there he can’t sign, then send it back. '

Sceretary Siox. Couldn’t agree with you more. I don’t sit downs
town and point my finger at the Congress and say if they would do
this and that, we would be well off. The people in America, when we
look at (iovernment, they don't think o* Congress or the exocutive
branch. We ave their Government. We ought to be able to hanmuer
out ditferences of opinion. We are delighted to do that.

I don’t think the importation of a dollar and the great lag that
exists in the dollar, §2, $3. it is a start in the right direction. Let's
hammer out together what the balance is going to be.

The Cnamyan, Let me just get to one of tho aspeets of the Presi-
dent’s program that I find some doubt about.

1t wonld seem to me that the lavge amount of revenue that you would
raise with your so-called windfaﬁ tax, ought to bo directed townrd
producing move encrgy to provide adequate capital to get this job
done. opening new mines. opening new sources of energy. drilling in
the Atlantic, whatever it takes, before that money is direeted to other
purposes.

As T understand it. about $60 million were spent on exploration
and development 10 years prior to the energy erisis in this countrly.
T'hat sounds like a great deal of money, about $6 million a year. My
impression is it should have been twice that much during the same
period of time, and we never would have found ourselves in this fix.

Now, why shouldn’t we direct all the revenue that can be raised
from energy to finding more energy from whatever -ource, be it shale,
coal, atomic, anything else, solar, up until we have this problem
licked, before we direct that money into other forms of tax relief
in other areas?

Secretary Simox. Here again, with the declining economy that we

resently have. if we took that amount of money out of the economy,
$30 billion. and just devoted the entire amount or whatever portion
you wish to devote to further energy resources, it would have a sig-
nificant economic impact and for that reason it was designed to be
neutral to return as nearly as we could to all categovies of users,
l'ovogn]izing they are going to pay a higher price, so it would be
neutral.

We are spending $10 billion over the next 5 years for research
and development, which is aimed to do just as you say. The current
price of oil is giving tremendous incentive for increased exploration,
all over the United States; indeed, all over the world. That i3 ade-
quate incentive at the present, :

Mvr. Cratrorax. Here is my second major problem.

President Nixon was talking about Project Tndependence with
a target date of 1980. Now you are talking about 1085, :

You have been around here with both of these Presidents. Why
can’t wo get this job done by 1980 or by the end of 19801

Seeretary Simox. In designing a program to attempt to accomplish
in that short period of time everything that has to be accomplished,
to do this, it would put too severe strains on labor and resources in
this United States in that short a period of time. .

Mr. Cuatryan. Well, T hope we can discuss that and talk about
it in the future, because with all the people we have out of work in
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this country right now, it seems to me that would be a good area
for employment. I am not just talking about energy, but some of
the things you are recommending. For example, weather proofing
more homes—why don’t we get that done in 2 years rather than
10 or opening up these new mines—just an off-hand calculation, this
will involve about $7 billion. Why can’t we do that in 2 years rather
that 10 Can't we open those two mines up in 2 years{

Mr. Zars. First of all, the use of coal is not supply limited for the
most part. It is demand limited, which means, we can't right now
burn coal in many areas that perhaps burn it. Some of that is re-
lated to environmental laws on the books. Some of that we are asking
for relief with Clean Air Act amendments. )

Second, there are places where we can open those mines and get
the coal up on the ground, and we can’t put it anywhere, hocause
we_haven’t developed transportation systems and we have let the
- railroads decline.

There is a lot of work to be done to create the demand for coal, pro-
vide the ability to mine it, and transport it, and get it to where it can
be burned.

We tried to be somewhat conservative but also honest in what we
can accomplish. We can’t put & nuclear plant up short of 8 to 10 ycars
in this Nation because of the procedures that are now designed and
developed. Some of them are absolutely essential, some can perhaps be
streamlined.

But the fact is, it takes many, many years to bring these things on
line and get them developed.

Mr. CratraraN. My time is up. I just want to make this statement.
It seems to me this is just a matter of urgency and priority. It depends
upon what degree of urgency and what degree of priority. Frankly,
I think we ought to look at it as a far more important matter and try
to get it done a great deal sooner than that.

enator Mondale. _ -

Senator Mo~NpALE. Thank you, Mr. Chairman.

I was interested in the chairman’s suggestion that we compromise
and come up with an economic measure to serve all America, and I
agree with that.

It seems to me, however, the key point in compromise is whether the
administration is willing to negotiate over its foreign import fee, the
$2 tax, and whether it is willing to give some on the abruptness of its
1 and then 2 million barrel figures. '

Iet me quote,what Arthur Burns says to show this is not a partisan
matter. The other day Arthur Burns said, “I find the President’s
energy proposals extremely complicated and some parts of it are ex-
tremely hazardous at times like these.” Then we went on to say that,
“any reduction in imports of oil must be phased in, not concentrated
as the President suggested.”

In other words, it seems to me there is 4 rising number of prominent
economists and officials, including Mr. Sawhill, formerly with your
administration, who are saying the identical thing—that, while there
is nothing wrong with the long-terms tarFets, it is the abruptness and
the shdck of the tax which creates the problem.
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Nov, in the spirit of the chairman’s suggestion, is the administra-
tion willing to sit down and open up again the question of that tariff
and of those immediate reductions in imports, or is that not a part of
the matters to be negotiated ? ‘

Secretary Siaton. Well, the chairman, Senator Mondale, also said
we ought to be acting quicker in all these things and move ahead, and
that, of course, means move ahead on both fronts, demand restraints
and also the supply side. *

As far as our attitude, I can assure you we will be delighted to dis-
cuss and cooperate with any alternative proposals.

It sort of reminds me of our business, & bid and ask. We haye our
bid out but we don’t have an ask. I don’t know what compromise is in.

Senator MonbaLE, In other words, you are willing to negotiate and
open the question of the 1 and 2 million barrel import reduction %oals,
and you are willing to open up the question of the tariff which the
President has unilaterally proposed?

Secretary Siaton. Of course, the very purpose of these hearings is
a constant opening of this proposal and in the absence of you pass-
ing, I have to convince you, here are the reasons why we continue
to do it. We believe the economic impact is minimal for 2 million
barrels a day, realizing there will be other economists who will reach
another conclusion. :

Senator MoxpaLe. All right. Going past the question of what
Arthur Burns sees as the extremely dangerous implications of your
proposals—a view shared by Mr. Sawhill—let’s go to the questjon
of whether it is going to work. Your program assumes that once it is
adopted your objective of reducing imports by 1 million barrels,
this, and by 2 million barrels by the end of 1977, will be accomplished.
What is the basis for that assumption?

Secretary SiyoN. It is a combination of what we are doing as far
as coal switching and supplg problems, it is removing supply con-
straints and also the simple demand elasticity that is attached to in-
crease in price, Senator. ]

Senator MonpaLE. What do you say figures will be in the reduction
of imports next year as the result of those policies?

Secretary SiamoN. At the end of this year, the assumption, and I
want Frank to correct me if something is wrong—we go from 69 to 59.

Senator Monpare. Mr. Zarb, are you convinced your figures are
solid, and if you are given what you ask we will reach those targets?

Mr. Zarn. Well, there isn’t anything I would say-without any
doubt, Senator.

Senator Mo~xparLe. Do youn think it is probable?

Mr. Zars. I think it is more than probable. I think it is very likely.

Let me point out the three areas which we get our main barrels,
Wae will acEieve about 260,000 barrels by virtue of Elk Hills and with
natural gas decontrol, an additional withdrawal of natural gas short-
age. and the remainder based upon demand constraint. )

We believe that we will achieve those goals. The only analytical
challenge to that number thus far has come from the Wall Street
Journal using their models. we only get to 800,000 barrels.

The President has said, let’s assume we only: fall short 800,000 bar-
rels, we would use his authority with a kind of minor ailocation
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sys{';t/a&n as opposed to a full allocation systemn to make sure the job
ot done.

& Scnator Moxpare. Are you sure you will meet the 2 million bavrel
goal by 197712

Mr. Zars: Yes. We are quite sure. We have o paper that FISA has
available that demonstrates the exact elasticity factors in all the
anplytical work that brought us to that number.

enator MoxpaLE. The second part, since wo arve trying to veduce
* the out-flow of American dollurs aflecting the balance of payments, is
whether we have any guarantee that the Arabs would not simply raise
their yrices. This is the point Mr. Sawhill made and I quote “Finally,
there Is no guarantee the proposal would not work, that .Arabs would
simply view this as an invitation to hike their prices and a nation
faced with an increase across the board would not find itself a year
from now sending more dollars to the Middle Iast.”

Secretary Siatox. We disagree with that. Senator Mondale. Num-
ber one, OPEC doesn’t need an excuse to raise the price. They have
already riased it without any economic justification. It bears no
rationale as far as the cost of production or alternate sources of
* energy, which, of course, is what the ultimate price of oil will he.

Number two, OPEC has already agreed that the prices will be
frozen until I belicve September of this vear at their recent meeting
and the statements by Sayed Marei are consistent with what he has
been saying for some months now.

Scnator MoxpALe. You are not using him as a support. Sheik
Yamani? 4

Secrotary Sraoxn. Tam talking about his comments over the weekend.

Senator MoxpaLk. Did not he once say prices were going down?
© Secretary Siyox. o snid two things as reported by the paper or
by radio. e did not tell me directly, although he has said in my
presence that he would hate to sce oil ever used again as a political
weapon and the price of oil should be lower. That is a rveduction of
the price at 10 million barrels a day and further conservation on the =
consuming nations will put further pressure on these countries to de-
cide who shares and how they share further production cuts when the
internal demand for funds, as you said Senator Mondale, is greater
than any anticipated.

Senator MoxpaLk. T come from the upper Midwest where we have
several so-called Canadian-dependent refineries. They have no other
alternative source of crude oil. They are not partly dependent on
Canadian oil, they are completely dependent.

Under the President’s proposals we will be taxing the importation
of Canadian oil on the theory that. T guess. its importation threatens
the national security. This will add, we estimate. between $100 and
$200 million to the cost of living in Minnesota alone next year. Would
not it make, sense to be more selective in this taviff if we are going to
liave it, and disconrage the importation of oil from countries that have
proven to be unreliable sources of energy ? Why slap that $3 tariff on
g source of energy that is totally veliable. that is essential for a erucial
aren of the country, and which provides oil for which we have much
need ? Would it not make sense not to apply that to the Canadians?
" Secretary Sryox. What we are doing,. the price equalization, the
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entitlements program will make sure a disproportional burden is not
born by the Midwest or any other portion jn this country. Weare trying
to have a one-price system in the United States. Canada has already
announced that some time in the early 1980's they intend to use all of
their domestic production. They arve building the Montreal Zarnia
Ripeline—so they won't have to rely on insecure foreign oil prices,
No that again gives us an the upward tier of the United States addi-
tional reason why we have to get going on alternative sources so we can
l)mvide the Midwest with the enorgy they require when Canada is no
onger a supplier, period.

Senator Moxnare, Mr. Seeretary, it is not that simple. We have some
profound issues of natural gas and the rest under negotiations, It seems
tql me that this tarift is sort of our way of saying we do not need your
oil. .

Mr. Zarn. Senator. may T just add two parts to the answer.,

First. we keep talking about 2 million barrels in a year. Fhe Presi-
dent’s program ca}ls for a saving of 2 million barrels, at the rate of 2
million by the end of 1977, which brings it out to 3 years.

Secondly, with respect to the Arab reaction, or the OPEC reaction,
while we don't believe that that reaction would oceur, it is not unusual

that we worry about the technique or strategy which the United
" States might ﬁ,a\'e within one of its domestic policies because we are
concerned with the reaction with a set of other nations, and that is the
predicament we are trying to substract ourselves from.

With respect to the northern tier, and we have talked about that
before. we will do everything in our power, and I think we can mini-
mize that situation both short term and long term,

Senator Packwoon. T have no further questions,

Senator Currrs. Bob.

Senator Dore. No.

Senator Curtis. Just briefly, what was the date of the imposition
of the embargo by the OPEC countries.

Secretary SiaoN. That is in October 1973, Senator Curtis.

Senator Curris. Now., did the administration recommend a windfall
protits tax, had it been enacted by Congress, would have been effective
at least in part in calendar year 19742 '

Necretary SoroN. Yes, in September 1973 we submitted a windfall
profits tax.

Senator Curtis. Iow much revenue would that have produced.

Seeretary Siyox. Would have to get that number and supply it for
the record, Senator Curtis. It would have been a significant amount.

Senator Curris. If you will supply the figure, please.

Secretary Sion. I certainly will, sir.*

Senator Curtis. It seems to me that part of our solution is going to
be in the area of substitution of fuels, Because fuels mean energy and
it takes energy to have full employment and expanding industries. Iam
not for conserving cnergy beyond preventing ways,

Is cohl a more economical source of fuel for production of electrical
energy than petroleum, . ‘ ' '

Secretary Siyox. It most cortainly is, and that is part of our pro-
gram, not only the amendments to the clean air account, but switching
to coal utilities for those who can do it.

*The material referred to had not been received at presstime, Feb, 17, 1978,
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Senator Curtis. Is there any figure or percentage that would indicate
the relative cost between petroleum and coal.

Secretary SiaoN. $7 a barrel if my memory serves me correct, is
equivalent to $30 a ton coal. Your long term contracts are around él2
tg $13, in that general area. It is 16. So as you can see, it is significantly
cheaper.

ME‘. Zarn. Just the sheer amount of supply that we have, Senator, if
it can be made and transported, would have a significant effect on the
long term price with respect to utilities. Both coal and nuclear can
develop energy more cheaply than oil can.

Scnator Curris. Well, conversion to coal is quicker, is it not.

Mr, Zars. It is quicker than building a nuclear plant, yes,

Secretary StaroN. We achieved a good deal of this during the em-
bargo, about 5,000 barrels a day, but as soon as the embargo ended peo-

-ple })referred to go back to oil again.

Mr. Curris. During those days of embargo, I had some figures sub-
mitted t6 me, one great city like Chicago, if it used no petroleum to
generate electricity would have released enough petroleum production
to run all the trains and more, and that was at a time when trucking
and train transportation was being curtailed because of fuel.

Do you concur in this t.hought : that our problem would not be solved
even 1f there were to be a drastic reduction in the price of oil im- -
mediately from the OPEC countries—I recall attention to the fact that
that could change over night. But even though we might have arrange-
ments, and agreements by responsible individuals, governments can
change over night. and that until we tackle the problem of less depend-
ency on foreign production, expanded production at home plus sub-
stitution of other fuels, that both our economy and our national defense
could be subject to immediate danger any time; is that correct.?

Secrotary Siyon. I agree with that. That is the only answer, Sen-
ator Curtis. —

Senator Curris. What portions of our domestic production of oil
comes from stripper wells or low producing wells.

Secretary SiatoN. About 13 percent, Senator Curtis. That is my
recognition.

Senator Curtis. A 13-percent shortage in any commodity creates
havoce, does it not.

Secretary Siaon. Yes.

Senator Curtis. Nebraska is not, by any means, an important oil
producing State,

But we have about three or four counties in Nebraska that produce
some oil, It is not a high producing area. It is a small amount of oil. It
i true that drilling is not nearly as expensive as’elsewhere, Back in the
days when we were running our economy geared to the low price oil
coming from the Middle East a good many of those wells shut down
entirely, and when the various forces caused the price of oil to go up
in this country, just in a matter of weeks there were a hundred of those
wells in use. .

Do you regard the overall petroleum policy that we should adopt
should include something to assure that the oil that is available in these
stripper wells and other low producers should be recovered §
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Secretary Siaon. Yes, I do, Senator Curtis. I bring up a good point,
and I wholeheartedly endorsed the exemption of the strippers from
price controls, recognizing the costs of an awful lot more to produce
six, seven, eight barrels a day, or one or two even to the larger producer
wells. You cannot only take Nebraska, but in any State, I believe they
have 5400 oil wells in New York State, and I believe effectively
all of them ave stripper wells. If we role back the price or do lots of
other things vou are going to cffectively force those to shut down again
just as they did in eavlier times, . . .

Senator Curtis. I dislike doing anything or seeing anything happen
that raises the cost of any commodity to any household or any user.
But on the other hand, I do not think that we can restrict an expandin
petroleum program in an effort to solve all the problems of our genera
inflation by adopting an unsounded and cconomic petroleum policy.,

Now, I yield.

Mur, Crramyrax, Mr, Iaskell, : -

Senator ITaskkrn, Thank you. Mr. Chairman.

I guess weo have gotten pretty far afield from the 90-day delay bill,
but since we have, one of the aspects that I would like to hear a little
more about is the matter of rebates. I gather that part of the adiminis-
tration program is to rebate to people who pay more for petroleum
prod;xcts a portion of the increased costs; I am correct in that assump-
tion

Secretary Sryox. Yes.

Senator Haskenn, How is that going to work? Let me be very
parochial. T lived 10 miles from my law office in Denver. There are

eople at the Climax Mine in Leadville who commute 60 miles a day.
Now, how are we going to work out. equitable rebates.

Secretary StoN. First of all. nothing. And it is not related directly
to that. When you take a look at roughly what each class of the
economy, business, industrial, local Governments as well as the Federal
Government, individuals, and attempt to do that and weigh it, and it
was weighed on the low- and middle-class, as you can see by the tables,
which I will also put into the record, where these people were actually
in the aggregate overcompensated for the additional price of oil. The
people at the upper end of the scale and the people that Yyou say, the
miners, or what. you people must drive to work a longer distance than
geop}o who live in New York, there is really no way to be.that precise,

enator.,

Senator HaskerrL. I see. Then there would be no way. for example,
under your system, to take care of the spesial necds of universities and
the like on residual oil costs.

Secretary SryoN. No, that could be on an exemption basis that
could be taken care of.

Mr. Zars. I will add two things. First, in all the programs we looked
at there were inequity potentials of significant magnitude.

The one program which had the maximum ability to deal with those
was one that did correct these revenues and give the Government an
opportunity to redirect those in ways to provide the treasury with an
opportunity to restructure the tax tables so that middle- and lower-
income people could get a correction for distortions which inflation
have created in the tax tables. .
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So our intent was to deliver more back to middle- and lower-income
people in our Nation than people in the higher brackets so that they
“i;)l“kli)e got more back than their increases in energy could conceiv-
ably be.

hé'ox\', any program, allocating, rationing, all gave us the same sub-
set of potential equities. ‘This one program, becanse of its revenue
return devise, gave us a better handle on redressing them,

Senator HaskrLL, T see your method.

Just one more question. I think, Mr. Zarb, in answer to Senator
Nelson’s quostion as to why your program will reduce imports—really,
I wonder whother it will—you say imports will be backed out and
domestic oil will be used. I don’t know what the transportation profit
might be on not having to bring oil from the Middle East. For all I
know, if I were running an oil company I might find that even with
an increaso of $3 a barrvel it is still more profitable to buy oil from the
Mideast. I don't know.

My, Zarn, The Secretary reminds me that economics are working in
our favor, and we believe it will occur that way.

But I answered this question last week when it was rnised and the
rossibility we would be backing out domestic production rather than
imports, and if that is all that stood in our way to coming to an agree-
ment, then we could find various legal forces—wo could find a way to
prohibit that from occurring, and would,

Senator Haskrerr, Thank you very much.

Secretary Siyox. The oil companies’ profits. as far as that goes, have
heen reduced drastically because their oil has been nationalized and
taken over and a relatively low cost per barrel, I believe 30 cents.

Senator Iaskrrr. My question, Mr. Secretary, is this: If I were
an international integrated oil company, what percentage of my profits
would be from transportation, what percentage from offshore or for-
eign subsidiary companies? Do we really know that this program
is going to back out imported oil or will it back out domestic oil, given

the unknown profit structure of the major corporations?

Secretary Siyon. We believe that having studied it that yes, it will
back out the more extensive imports versus domestic production when

vou take into consideration the transportation and the other insecure

supplies.

Sonlaetor HaskreLL, Do you have figures you can submit for the
recon

Secretary SiymoN. Yes; we will submit that for the record; yes.!

Senator Haskert. Thank you very much.

The CuatryaxN, Senator Dole.

Senator DoLr. Just two questions.

Senator Curtis was asking about the stripper wells, and in our State
about 95 percent of all our wells are stripper wells, and about 69 per-
cent. of the State's oil production comes from stripper wells. There are
about 42,000 oil wells in Kansas which produced about 66 billion bar-
rels of oil in 1973. There has been increased exploration activity,
which reverses a decline in drilling activity over the past sevoral years.
The number of active rotary rigs increased from 25 to 48 during the
past 2 years. So there is this incentive that is working.

3 The material referred to had not been recejred at presstime, Feb, 17, 1075,
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One fear we have, not in the first step, but down the line with the

exciso tax and the windfall profit tax, is that prices received on oil
from stripper wells are going to drop'almost in half. Is there any like-
lihood some s!)ecial provisions may be made for wells that produce less
than 10 barrels a day f They produce a total of over 1 million barrels a
day across the country.
_ Mr. Zare. Senator, the small independent producers have made what
appears to bo a compelling case for the problems which might be
created at the lower end of the producing spectrum. We have asked
that hearings will be held to that specific subject in both IIouses so
that producers could lay on the table their particular cash flow
problems.

From the energy standpoint, we will support & balanced program
while getting maximum oil development in the years ahead, because in
our view we despoerately need it.

Senator Dorr. I know the effort is being made, because there has
been a decline in other States——

Secretary SiaoN. It leveled off last month. You cannot go on a
1-month basis——

Scnator Dore. But when consumption was going up our production
was declining.

The hearing was called for the 90-day tariff suspension bill and I
would like to touch on that briefly.

The Kennedy-Jackson tproposal was introduced on January 23, and
it has already been 17 of 18 days. Assuminjz it is passed out of this
committee, and it should be passed out, and debated at some length on
the Scnate floor, and I am not certain what the strategy will develop,
but finally passed and sent to the President and vetoed and sent back
_ for action by the Congress, it seems to me we will have used up most

of that 90-day period In any event. It just secems to me, and certainly
* it is o concern expressed by the chairman, that rather than become in-
volved in a partisan confrontation that there is probably some very
valuable time right now that could be used. e

But in the event the efforts to take away this authority from the
President for 90 days succeed, how much will that cost the Govern-
ment ? We are collecting this tax. Does it have to be rebated

Secretary SiaoN. Yes, it would. We would have to go ahead and
rebate the tax for evervthing that has been selected.

Senator Dote. So there is some expense involved ¢

Secretary S1aronN. Yes.

Senator DoLe. And a great deal of work involved ?

Secretary Siaon, Yes. -

Senator DoLe. And then if nothing happens from the date of enact-
ment, that of course would extend that 90 days; but if nothing happena
in the interim, if they cannot come up with a plan—and I do not

“believe they can—then I assume the President could proceed under
the authority he has now under the Trade Act. Is that correct?
‘ (.i%edcretary Sixox. I would agree with that unless Congress de-
cided— :

Senator Dore. There has been a great deal of emphasis about &
$3 tax. It may never reach $3 if Congress acts as C should act,
expeditiously. Three dollars would be the high point. I think by count
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we are in our 523d day of doing nothing in the Congress, and if we
continue on that road I can understand there could be some problems.

I say even though there is rather sharp disagreement in my State
as to the President’s glan, at least he has one, and I think the others
have an ambition and the President has a pian. I would hope that
Congress in its wisdom would either come up with something or permit
the President to groceed, although it may need to be changed through
compromises, and certainly most everyone is willing to compromise,
including the President. -

Mr. Zars. Senator, we have every inclination to work with whatever
vehicle the Congress may put forward to analyze what the President
has looked at before coming to his decisions. \We are prepared to go
over with any group or stafl group that you may put forward to look
at our work, why we valuo this program more tian wo did an alloca-
tion or rationing system, why we think we must make progress now
-and what kind of timetable we see before us. We are certainly more
than willing to work in this period with any congressional group who
would like to sit down and review the President’s program or answer
questions or accept suggestions.

Senator DoLe. It appears to me there are alternatives, but they are
not painless. Rationing is good to talk of as a balanced program, but
- it just appears to me that some people may say they like it in a poll
because they have not had it. Everybody understands what a tax is
and when you mention import taxes, people are generally o?poeed to
taxes. Rationing, since we have not had it for quite a while, might
appeal to a great many people, but I think many who talk about it
really don’t want it. :

The CrammaN. Senator Nelson.

Senator NeLsoN. Well, I would like to observe about Senator Dole’s
comments—was the 535 days— ]

Senator DoLe. I did not count the Lincoln recess.

Senator NxLsoN. 535 days of doing nothing. You know, one of the
problems has been the quarterback, he has been calling signals for
the team and gets the team running in all directions. It was only 2
months ago that the President was denouncing the Congress for not
adopting his surtax. Now he is criticizing Congress for not reducing
taxes, Six weeks ago he vetoed the bill to ship oil on American bottoms,
on the grounds it would be highly inflationary because it would cost
12 cents a barrel, and now he 18 asking to place a $2 fee on imported
oil. So let us not get mixed up about who is delaying.

Senator Dore. He never was a quarterback.

Senator NerLson. We do not know what quarterback we have—-

Senator CurTis. In the interest of trying to work something out, who
is quarterback in the Con

enator Nersox. Well, the quarterback was in the YWhite House,
then he left. then we got another quarterback and he has not got his -
game plan memorized yet.

Secretary Simox. T am very encouraged, Senator, by this debate
we are witnessing here in recogmition of the President heing the
anarterback and calling the signals. He has set a rather comprehen-
sive game plan up here to win this game plan and if the tackles and
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ards and lonely ends want to do something else, let us hear about
1t, but we have not seen anything yet.

The CHAIRMAN. Well, T want to referee this game. I want to insist
that the question be directed toward the witnesses and that the
witnesses respond to the questions rather than the Senators.

Senator NeLsoN, Well, I might have been mixed up, but Senator
Dole was testifying,

The Cramryman. I am not talking about how the ball got out of
bounds, all I am trying to do is get it back in the playing Reld.

Senator NELsoN. It would seem to me that it is a kind of an unfair
demand to insist that the questions be relevant.

"The CHalrMAN. I did not insist on it.

Senator NELsoN. I had one question that raises a fundamental issue.
Maybe there is not any answer to it.

The concept of raising the price by an import fee, and decontrolling
all old oil which would raise to the new price, as I understand it, &
Jevel based upon a market price concept with the obf'ective to reduce
consumption, to make other alternative sources feasible and to develop
alternative sources of energy. -

One of the things that.puzzles me about it is that the market
price is not a true market price, it is a cartel Erice, as you have said
many times yourselves. It 1s not based upon the costs of Froduction,
transportation, reasonable return, et cotera. It is just a cartel, monopoly
price.

Nevertheless, we accept that as the market price, then add $2 on
top of an outrageous price with the objective in mind being to do as
you have said, reduce consumption and develop alternative sources.

What makes you believe that it is necessary to go that high, in other
words, to escalate the price over and above the cartel price, which is
an outrageous price, in order to reduce consumption and in order
to develop alternative sources, considering also that the greatest
supply of energy available is coal, and it probably could be on the
line at half the price?

Secretary SiaoN. And that will be an important criteria when
we are finally able to burn it in independent industries and utilities
and utilize it, and that requires some change in the:Clean Air Act,
which is another portion of it.

But this increase in price and further reduction in demand world-
wide, and believe me, Senator Nelson, we talked about a higher tax
and we looked-at-the alternatives and how much we would save.

We want to reduce the price of oil, and the world price is too high.
That is one of the purposes, but let us talk about reduction because
we know the increased price will create great activity as far as bring-
ing on additional supplies in 3, 4, and 5§ years.

The OPEC nations have about 67 percent of the world’s proven
reserves. Saudi Arabia has 25 percent of all of the OPEC reserves.
It is in their best interests to have an assured long-term market,
again looking as Senator Mondale said before, about their internal
demand—for funds in their country, their desires for the—the social
desires and dreams of their people, the industrialization and diversi-
fication to the ends they have an assured market to sell their oil at
reasonable prices.

+
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What a reasonable price is, one can make different definitions.
The more pressure that can be put through in the short run through
reducing our demand for this commodity is going to either have them
cut back production to keep equilibrium. or again to sell at what the
market will pay for it, recognizing these additional markets are
coming onstream. It is a deep belief that the market ultimately works
on supply and demand. In the short run, fine, they have got us, because
they have 67 percent of the world’s proven reserves, but we can assist
through reduction of demand at this })oint and the crash programs
to bring on additional supply using the price mechanism where we
have freedom in our market to do_that and the oil price is going to
come down. It is not a matter of whether, it is a matter of when. But
we know the actions we can take to bring this \)rico down.

Senator NELsoN. One more question based upon a question that I
think Senator Haskell raised. There are a number of serious problems
that I know you are aware of, and in imposing this additional costs,
and therefore you are a.ttempting to work out as equitably a rebate pro-
gram as you can. Senator Haskell raised the question about colleges and
universities, I assume there are other nonprotit organizations who have
similar problems, but specifically to that one, every university, public
and private all over the country, almost all of them, are in serious fi-
nancial difliculties, and there are heavy cutbacks in universities’ budg-
ets because of the erosion of the income base of the State governments, .
or in the grivate sector, the people’s capacity to contribute. o

I hiave been told that some of the untversities are simply saying that
tho enérgy costs alone are just busting their budgets. I understand that
one medical school, out West is planning to close its doors, part of it
duo to this economic cost squeeze, I know a number of others who con-
s;lder‘ the energy squeeze a burden they cannot handle. They do not have
the money. . . . .

Aré'you specifically going to address yourselves to alleviating that
burden with the taxes that you raise .

Mr. Zars. Senator, the President has directed us to look at individual
sectors that are particularly hurt by this program. It is clear that the
nonprofit institutions are one of those sectors and we have a task grou
now working on their particular problems in an effort to come up with
recommendations on which the ident can act, nonprofit institu-.
tions, the ones you have just described. .

Keep in mind, please, that which ever program we looked at, we had
a series of those affected which would be relatively more impacted
than others, whether rationing or allocation, we always had a stackup
of particular exceptions which we had to «, and in this particular case
we are looking at a particular sector plus two or three others,

Senator NeLsoN. Thank you.

That isall I have.

The Cramaan. Mr. Secretary, there is one additional point that
troubles me somewhat, and this is perhaps a situation with regard to
both this Nation as well as other producing nations, That is the failure
of perhaps both sides to understand the other fellow’s side of the argu-
ment. Now, the late Richard Newberger made a contribution in this
city by pointing out that we should keep in mind that the other fellow
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might be right. These things are not so much a matter of black and
whito as a shade of gray that we are trying to choose. Of conrse, it
offends me to think we would pay $10 a barrel for some oil that a fel-
low in Saudi Arabia might have produced for 10 cents. That otfends
me. 1 do not like that. It seems to bo all together too much. Those peo-
ple take the view that oil is worth a great deal more than that, and if
they are ever going to have anything for their people they are going
to have to get alot more than 10 cents a barrel for it. They want to look
at what it costs us to produce it here. That is what it costs you to pro-
duce it, that is what you will have to pay us.

You will have to negotiate with them. I do not know how yon will
come to terms, but it does concern me every time a conntry is able to
produce enough energy so that it can oxPOl't something that that coun-
try is then going to take the attitude that the price for which it will
sell the pmguct- is the price that the fellow who does not have energy
would have to pay to produce it. I do not know how that would solve
the world's problem. But it seams to me we will have to find some meeot-
ing ground between the producing and consuming countries and we
cannot do it on the basis of the assumption that we are right and they
are wrong. How are we going to do that?

Secretary SioN. The ulfimate is to allow the market to set. price.
not curtailing products, allowing a price clearly lower in the absence
of curtailment.; to set it and to allow the market to set a price for this
commodity we must find additional sources of encergy and alternate
sources of energy and bring them on streain all over the world. That is
our response, .

In the interim dinlogs do go on, and they are going on now. We are
going to have a producer-consumer conference. That does not mean we
are not talking to these people constantly.

The Cuamryan. You are not going tq advocate what people want to
read in Secretary Kissinger's statement that we invade those countries
to get the oil, are you?

Secretary Siyon. I have never suggested that.

“The Cuarrman, I don’t think the §ecretary suggested that,

How do you propose to put pressure on those people or prevail upon
them to sell oil at a more reasonable price !

Seqgretary SimoN. I want to say one thing and then Frank wants to
add somet iing(.ﬁt

I think the argument you have in any discussion you are having
where there is a difference of opinion, as I said & few minutes ago to
Senator Nelson, to convince them it is in their longer term best. interest
for a lower price of oil and we sincerely believe that and they have
been intrigued by our analysis of the situation, yes.

Mr. Zars Mr. Chairman, it would seem to get the other fellow's at-
tention to demonstrate we as a nation had a plan we all enforced and
subscribed to, to have us independent of an inordinate supply from
their lands, If we can reach an agreement and have the U.S. Govern-
ment policy that we can all subscribe to, it seems to me our negotiators
would be more stronger sitting around the table than they presently
are. -

The Criamaan. Any further questions on that subject, gentlemen ?
47-048—78——10
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I would take it that concludes our hearing with regard to the import
question.

Now, with regard to the debt limit measure, I would suggest, Mr.
Secretary, that you submit your statement and that Mr. Lynn submit
his statement and you make any additional statement that you want
to make on that subject. )

Secretary Simon. Well, even if T had all morning to do it, I had not
intended to submit a 40-page testimony which I have. which I en-
courage you to read, because it not only deals with t he arithmetics of
the debt ceiling where the temporary limit is $495 billion and goes back
to $400 billion on March 31. We bumped the ceiling on February 18,
and I came up originally asking, which was consistent with the Budget
Reform Act. that we get an extension through fiscal 1976 which moves
it from $495 to $604 billion, a rather staggering figure. This would
carry us through fiscal 1976.

Then I have tables and charts that traditionally come with debt ceil-
in% requests, including some additional charts that we have not put out
before. I ask you to look at some of these charts. They deal with the
Federal Government broken down by sector, Federal, State, and local
percentage of the capital markets through the years, and then, because
peogle thought that that didn’t show the true story, I also had included
1n the total financial area, which includes mortgages, residential, farm,
as well as short-term business loans—I always thought it was more
appropriite to not compare spgles and oranges and compare the
market tt 't we borrow in, but I have done both here. I think the
numbers e quite significant of the total in the financial area, mort-
gages, r -dential and farm and consumer credit, short-term loans
foreign, uverything, the Federal Government percent of total is 44
percent.

_Senator Packwoop. What is this in the back?

Secretary Siyon. This is with my testimony. There is about seven or
eight charts there. This is table 6, the one that shows Government as
a seotor of security.

Then I raise some points that while I am not predicting anything, I
am recognizing some clear dangers involved in financing and deficit
financing of this size, the possible danger of extensive monetary ex-
pansion to accommodate this as well as other private demands when the
economy begins to pick up again, thé disadvantaged, the illiquidity of
nonfinancial corporations in our economy today as a result of declining
groﬁts over a prolonged poriod of time, and of course the extraor-

inary inflation that we have had for a period of time.

But that is a very capsuled summarv written testimony, Mr. Chair-
man, and I guess Jim would like to say something and then we would
be delighted to answer any of your questions, but I would urge you
to read some of the fears that T express in here and that is what they
are, they are just fears, not prodictions, and they are based on my expe-
rience in the banking business as well as what T have seen oceur in
Government, only right now with much bigger numbers for a longer
period of time,

IThe prepared statement of Secretarv Simon relative to H.R. 2634,
follows. Oral testimony continues on p. 156.] .

1 See page 15011,
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STATEMENT oF HoN. WiLLIAM E. SIMON, SECRETARY OF THE TREASURY

Mr. Chairman and members of the committee: In the second portion of my
testimony today, I would like to discuss with you another subject of immediate
concern: the need to raise the Federal debt ceiling.

As you know, the current limit on the Federal debt is $405 billlon. That is a
temporary limit which will expire on March 31; in the absence of legislation,
the limit will revert on April 1 to $400.

Our current estimates show that the Government will exceed the temporary
Hmit of $4035 billion on February 18—less than 10 days from now. Thus, there is a
genulne need for immediate action on the part of the Congress,

Just over two weeks ago I presented to the House Ways and Means Committee
the Administration’s proposal to raixe the debt celling to $604 billion. Barring
unforeseen developments, that new ceiling should be adequate to carry us through
June 30, 1976, which would be the end of fiscal year 1076. I also pointed out that
it the ceiling were extended only to tHe end of fiscal year 1975, it would have to
be set no lower than 531 billion. Our estimates are based on the conventlonal
assumption of a $6 billlon cash balance and a $3 billlon margin for contingencles.

The House last week approved a bill authorizing a temporary debt limit of $531
billion through the end of the current fiscal year, at which time the limit would
revert to the permanent celling of $400 billlon,

Our request for a higher figure carrying us through fiscal year 1976 was
‘eansistent with legislation passed by the Congress last year, the Congressional
Budget and Impoundment Control Act. In that law, the Congress set up a time-
fable for spending and revenue.decisions. When that timetable takes effect, the
Congress hy May 15 of each year ia to have completed action on the first concur-
vent resolution providing new budget authority, retting revenue flgures and estab-
1ishing the public debt limit for the fizcal year heginning that October 1. A second
eoncurrent resolution and reconciliation bill, if needed, must be enagted by late
September. Thus, prior to the new flscal year, the debt limit will be set for that
entire fiscal year. This is essentially the idea that we. are asking the Congress
1 1) apprlove for fiscal year 1076, and we strongly urge your support for this

proposal.
For your background, I am submitting to the committee today four tables
which usually accompany our discussion of the debt celling: -

Table 1 shows actual operating balances and the debt which is subject to
limit through December 81, 1974. It also shows the estimated debt subject to
limit at the end of each month through the end of fiscal year 1978, .

Table 2 extends these estimates through fiscal year 1976, .

Table 3 shows the budget estimates for fiscal yedrs 1978 and 1976, providing
¥ou with the basis for the figures in the earller tables.

Table 4 presents our tentative revenve estimates for fiscal years 1075 and 1076,

Axr all of you know, the rapid downward slide of the economy has reduced
the Federal revenues below our original.expectations in January of 1974, As a
result, Federal deflcits are mounting rapidly and are causing the current squeeze
on the debt celling. A slowdown in the economy had been anticipated, but the
current recession i8 steeper and will probably last longer than first expected.

We have thus bheen required to reduce our fiscal year 1978 estimates of
individual income taxee by $6.7 billion, reflecting- higher unemployment, shorter
work-weeks, less overtine, and fewer =econd johs. We have also reduced our
estimates of corporate income taxes by $3.7 billion, due in large measure to the
decline in eorporate profits,

Most of you are aware that a number of corporations are switching thelr
inventory accounting methods from “frst in, first out” to “last in, first out.”
LIFO nccounting methods exclude a large portion of the effect of inventory
price increnses from the calculation of business profits and thus lessen corporate
tax Hability. This trend toward LIFO accounting methods in Ascal year 1978
is expected to reduce our total revenues hy $3—4 lillton. T should point out that
In first estimating revenues for fiscal year 1975, we anticipated reductions in
revenue of approximately this size from companier switching to LIFO, so that
it haa not heen a factor in changing our predictions.

The changes in forecasts that we are making this year are similar in nature
to those that were made in past recessions. In the recessions of 19698-1070
and 10060-61, corporate and individual income tax collections fell well below
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estimates. On one of those occasions, fiscnl year 1962, an increase in the deht
cefling was also needed prior to the expiration of the one then in effect.

The new debt celling we are requesting today ifncorporates our tentative
estimates for both Federal revenues and expenditures, based upon our projections
for the cconomy over the next 17 months and upon Lthe economic and energy
proposals that the President has presented to the' Congress. As I noted earlier.
it also ineludes the traditlonat &6 bLillion cash operating balance and the §3
billion margin for contingenciex, It does not take account of new spending
prograws which might be enacted,

Let wme point out that the delt figures also include Treasury borrowing to
finance the Federal Financing Bank. The IBank has one marketable issue fo §1.5
billion now outstanding and maturing at the end of March. In the future, I
believe that the Bank should borrow from the Treasury rather than going into
the market. The Bank's cost of borrowing is romewhat greater than Treasury's,
and the additional interest costs which rexult are inappropriate. Moreover, we can
already anticipate that large budget deficdts projected for fiscal years 1975 and
1076 will put some upward pressure on intercst rates. Federal Financing Bank
maurket borrowing would be likely to put somewhat more pressure on rates than
the equivalent Treasury beorrowing. In order to minlmize costs to the Government
'}nd the taxpayers, it would thus be prudent for the Bank to borrow from the

reasury.

Some Members of the Committee may think that the new debt ceiling is tno
high and the deficits too big. I would emphasize that there is no one in Wash.
ington today who feels more strongly than elther the President or I that
deficits of the magnitude we are now facing are horrendous. We belleve that
many of the economic troubles we have taday are rooted in more than a decade of
excesses in fiscal and monetary policy. To continue the rapid upward momentum
of Government growth over an indefinite period would erode the very founda-
tions of our, economy and could threaten us with soclal ruin. But we also recog-
nize that because of the recession, receipts are jnevitably going to be lower than
we would like and we believe that in order to stimulate the economy, we must
temporarily—and I stress the word temporarily—cut taxes aud leave more money
in the private spending stream. Big Federal deflcits in fiscal years 1075 and 1976
are thus & result of both the recession and the cumulative cost of the many
Federal spending programs that have been enacted in recent years.

Other Members of this Committee may feel that to the contrary, Federal outlays
should be increased significantly this year so that the deficits and, therefore, the
debt celling should be much higher than we propose. The Prestlient strenuousiy
opposes tiis view. If we nren up the sluice gates on Federal spending during the
coming year., we could serlously overheat the economy and insure that further
down the road we will be rldlng the tiger of inflation once again—and inflation
then would be even more virulent and powerful than what we have had aver the
past year. That is why the President has proposed a moratorium on all new
spending programs outside of the energy fleld and why he intends to veto bllls
which violate that moratorium,

IMPACT OF DEFICITS ON THE CREDIT MARKETS

A second reason why the Administration wants to hold the line on massive new
spending programs, is in order to preserve the private.credit markets,

There {8 a considerable dispute among economists and market specialists on
this question. My own view is that the deficits anticipated by the President’s
program will cause some strains In the markets, but those strains could he
manageable. However, in the event that the Congress is unwilling to accept the
strong dlscipline the President is trying to impose upon the Federal spending,
the higher deficits that will result will-certainly threaten the private credit
markets with intolerable burdens, We could quickly ‘clog up those markets and
create geniine havoe in the Natlon's financial system.

The antlcipated deficits already exceed the upper limit of demands that the
Government should place on the financial markets. Normally, inancial conditions
ease substantially in a recession, and normally they remain easy for gometime
after the recovery gets underway. This slackening occurs because private de-
mands for credit fall off at the same time that the Federal Reserve moves to-
maintain or increase the rate of growth in money and credit. We have seen some
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evidence of this easing in recent declines in business loans and in the Federal
Reserve discount rate. Under such conditions, interest rates decline and credit
becomes more readily available—all of which is part of the process by which
the economy pulls out of a recession and regains the road to prosperity.

A decline in interest rates, in both the short-term and long-term markets, has
in fact been underway for several months. There are reasons to questlon, how-
ever, whether the decline In interest rates will continue.

In the first place, current pressures on the financial markets from private
business are heavier than normal for a recession. Tlhe borrowing needs of only
a few sectors have moderated, and the financing of oil consumption both were
and abroad as well as the external financing needs of business have remained
extraordinarily large. As businessmen will readily confirm, the inflationary
forces of recent years have helped to produce & marked decline in profits and
have seriously eroded the liquidity base of both households and businesses. As
a result, huge amounts of credit are needed in the private sector just to sustain
existing levels of economic activity. Moreover, with the stock market so low that
many issues are selling well below book value, new.equity financing is not a
feasible source of funds. Therefore, the demand from the private sector for
new long-term debt issues is unusually high—unusual at least for this stage
of the business cycle.

The Members of this Committee have probably read that borrowing demands
are declining in the private sector and therefore, according to some analysts,
Federal borrowing should not present a problem in the credit markets, Private
short-term credit demands are indeed declining, but the point is that they are
not declining as much as we would expect in a normat recession, and corporate
- bond {ssues are running at levels considerably above the totals of any other
previous year. Our latest projections show that net new corporate bond issues,
which rose from $12% billion in 1973 to §25 billion in 1974, will advance even
further to some $£30 billion or more in 1075. In addition, while some slowing
in business demand for short-term credit is underway, total short-terin credit
for 1075 is atill expected to be one of the highest yearly totals on record.

A seeond reason why interest rates may not continue their decline liea in the
horrowing needs of the Kederal Government. Under proposed programs, we
estimnte that the Treasury during this calendar year will be coming into the
capital markets for almost $70 billion of net now financing, of which $63 billion
‘will be marketable securities (Table 5). Federally sponsored agencies may ac-
count for another $14 billion {n horrowing. Total borrowing of net new money
attributable to the Federal Government willl thus come to an enormous sum-—
more net new funds, in fact, than have ever been horrowed before by both the
private and public sectors combined,

I have frequently attempted to provide some perspective on the enormity of
the Government's financing requirements. and I have pointed out that borrowing
for all federal programs has ranged between half to two-thirds of the total amount
of funds borrowed by all issuers of securities in the U.S. capital markets in
recent years.

In the attached Table 6 we have charted the level of Government horrowing
in the debt capital markets over a period of more than two decades. This table
clearly illustrates the progressive domination of the private capital markets Ly
the Federal Government. In fiscal years 1903-59, the Federal Government ac-
counted for 20 percent of net funds in the capital markets: in fiscal years 1970-74,
the Federal share grew to 45 percent. In fiscal year 19768, we anticipate that
even with the moratorium on new spending and other spending control measures
proposed by the President, total Federal horrowing will account for 68 percent
of the capital markets, and if we add to that amount the anticipated borrowing
iy State and local governments, total government borrowing during the coming
fisenl vear will be 80 percent of the capital markets. Only 20 percent will be left
to prl\ ate industry in a financlal market that has always been the centerplece
of our free enterprise system.

Some ohservers have suggested that those figures are misleading hecauge they
do not take into account the full range of borrowing in our financial markets
For instance, they do not encompass the mortgage market. My staff has recently
been working to develop measurements of the entire financial markets. This
project poses many difficult analytical and data collection problems, but we
have developed preliminary data for cnrrent years, and in the near future we
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hope to have a more comprehensive presentation which will show these borrowing
activities for earlier vears. The preliminary data is included in Tables 7A, 7B,
and 70. These tables measure the levels of borrowing in all of our financial mar-
kets for fiscal years 1972 through 1976 and show the impacts of Federal and
Federaily-assisted borrowings on each major sector within these markets. In-
cluded here are the markets for debt securities, mortgages, securities, business
loans, and consumer credit. )

These are remarkable tables, and I would urge that at your leisure each of
you speud a few moments examining them. The tables show that the estimated
Federal share of funds raised in all sectors of the economy increased from less
than one-fourth in fiscal year 1974 to almost one-half in fiscal years 1975 and
1976. The growing domination of the Government in our credit markets repre-
sents an alarming situation, reflecting the even more alarming growth of Govern-
ment in this cbuntry.

It is startling enough to realize that we reachead the point in recent years where
the Federal Government’s stamp was on 1 out of every 4 dollars of credit flowing
in this country. But we are now entering a perfod tn which 1 out of every 2
credit dollars must be blessed by Washington.

There are severnl ways in which the strains created in the private capital
markets by Federal borrowing could be eased this year. For instance, the deficits
could be financed without difficulty and interest rates could decline even further
it the recession becomes deeper than we expect, if inflation subsides more than
we anticipate, if the OPEC nations put a larger amount of their accumulated
funds into investments in this country, or if the American people save more
and spend less of their rebate.

Some finanecial analysts expect such developments even with a set of economie
projectionmy similar to our own. We cannot, however, be sure that any one of
these events will occur so that it would be foolish to base our policy decision
upon such assumptions,.

Moreover, we must be aware of what might happen if the Federal Government
does hegin to elbow other horrowers out of the market :

Housing., for example, i3 always at the end of the line in the credit markets
and thus the first sector to be crowded out. We now expect that a recovery in
housing starts will get underway by mid-year. but we cannot overlook the con-
tinuing danger that excessive Government borrowing, conpled with a high demand
coming from a private zector that is suffering from illiquidity, could drive up
interest ratex and seriously disrupt thir recovery or even abort it at an varly
stage, T

Business firmx of marginal financial strength, especlally small businesses,
would also be cut off from the supply of credit it the Federal Government com-
pletely dominates the capital markets. This would further weaken the credit.
worthiness of such firms. Ienders woulld then intensify thelr preference for high
quality debt issues, and marginal irms would be unable to obtain enough credit.
Their ability to expand would therefore be limited and bankrupteies could result.

Iet me stress that I am not predicting these events. T am only suggesting the
scenarios that could unfold if we ignore the President's call for fiseal discipline
and increase Federal deficits beyond their projected levels, It i too early to
tell precisely what will happen thig year in the credit markets, but we do know
that Government will pre-empt most of this market and we must constantly he
alert to the possibility that unrestrained Government borrowing could drive the
economy into an even worse mess than [t is today.

Some observers suggest that it would be eary to avold these difficulties—at
least for now—ift the Federal Reserve were to adopt more aggressively easy
monetary policies, In other words, to prevent the Federal Government’s demands
from crowding others out of the market. the Federal Reserve would make the
market larger by increasing the total rupply of money and credit. This approach,
however, iR a sure formula for still higher inflation rates when the recovery
gets into full swing—if not sooner. It does not solve our problems, it only post.
pones them, and when they recur they could he much worse than they are
today. By now, like the man who gives up drinking because he can't stand
the hangovers, we should have learned that short-term binges with easy money
and excessive spending are no substitute for the long-term virtues of savings,
investment and moderation in our monetary and fiscal policies.

This dilemma, I would hope, emphasizes for all of the Members of this
Committee the fundamental importance of a tough policy to restrajn the growth
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of budget outlays by reducing less urgent programs and postponing new iulitia-
tives that are not included in the President’s package of economic and energy
policles, We already have enough problems on our hands—many of them cre-
ated by irresponsible Government policles over the past decades—so that we
should be sensible enough to avoid the shoals of even more serlous troubles,

Let me review for a mqment the staggering size of the deficits that are al-
ready contemplated. Under the budget program submitted by the President the
deficit' estimated for fiscal year 1978 is close to $35 billion and in fiscal year
1076 the estimated deficit is the biggest in peace time history—almost $32
billion. That's a total of approximately $87 bLilllon over two fiscal ycars, an
amount that hardly anyone can welcome gladly. But 1 would remind you that
even these deficits are significantly below what will happen without the cap
that the President is seeking to impose on Federal expenditures. Six billion
dollars will be saved by limiting Federal pay increases to five per cent through
the end of fiscal year 1976 and by placing a similar limit on those Federal
benetfit programs like socinl security, that increase automatically with the cost
of living. In addition, we can realize savings of $14 billion throngh the budget
reductions requested or planned by the Administration for fiscal years 1973
and 1970. Thus, overall the President's proposed actlons wounld save $20 billion
in expenditures. If the Congress ignores this call and oveirrides the President
without making savings In other areas, the additional $20 billion in deficits
would make the combined deficit figure for fiscal yearx 1973 and 1978 well over
$100 billion—more than the total deficits of.the previous ten years combined.

Unfortunately, even these deficits do not tell the full story of Federal borrow-
ing, for they do not include the borrowing for off-budget programs or the myriad
of obligations issued by Federally sponsored agencies or Gunranteed by Federal
agencies. For fiscal years 1005-1974, the cumwiative deficit of the unified budget
was $102.9 billfon. During that same period, the cumulative borrowing for oft-
budget programs was $187 billion.

I cannot over-emphasize the dangers that may be created by such mammoth
deficits at the Federal level, nor can I urge upon you more strougly a plea for
maximum fiscal discipline during the life of the 04th Congress. It is absolutely
imperative that during the 1970's we turn this country’s fiscal policles around.

THE CAPITAL INVESTMENT OHALLENGE

If time permitted today, I would very much like to discuss with you in greater
det:tlll the impact that the growth of Government has had upon our free market
system:

The way that irresponsible fiscal and monetary policies stretching back to the
mid-1960's and earlier have created strong, underlying forces of inflation in our
economy, forces that we must contend with for many years to come ;

The way that excessive governmental regulation has discouraged new produc-
tion and growth in many of our industries, particularly in the fields of agricul-
ture and energy ;

The way that the wage and price controls of the early 1970's disrupted the eco-
nomy and have left us a residue of troubles that are still working thelr way
through the system;

The way that the Government'’s policies have encouraged consumption at the
expense of adequate savings and investment

The way that broad Government domination of many of the industries in this
Natlon has stifled individual initiative and spawned a new breed of business man-
agers who seem more eager to rely upon the judgments of a GS-16 tn Washington
than upon their own judgments and competitive instincts. To me, there is nothing
more distressing than to see businessmen trade their economic freedoms to the
Government in exchange for what they falsely perceive to be financial security.

Rather than dwelling further on this point, however, I ask vou to consider
the net resujt of kind of Government growth as well as other socinl forces which
have gained favor in the United States. :

The net result, I would suggest, is that we have tilted our great economic
machine in the wrong direction. Instead of continually renewing and enlarging
our economic foundations, we have allowed them to rust and crumble while we
have enjoyed a long binge of over-spending and over-consumption. The bills are
comtnf due today, and unless we soon reverse these trends, the bills can only
grow larger in the future,
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Once again, let's look at the facts. From 1960 through 1071, as an accompanying
tahle shows (Table 8), annual capital investment In this country averaged
approximately 18 percent of our gross national product—the smallest figure of
any major Industrialized nation in the KFree World. In Japan, for instance,
annual capital investment avernged over 38 percent of the GNP, while in Ger-
many it averaged 26 percent and in France, 25 pegcent. Thus, the amount of
fts annual income that the United States was willing to put back into new
rlant equipment was smaller than in most ot the Nations with whom we com-
ete,

! The recent figures that are avallable for international comparisons—figures
showing investments in 1973—indicate an even hleaker investment picture for
the United States. In that year, our investment in private industry sank to
14.9 percent of our GNP, lower than any other mujor industrialized nation except
Ttaly. ;

Higher rates of capital investment do not guarantee lower rate of inflation.
Jupan, for instance, has the highest rate of inflation among the countries
mentioned, even though it has also had the highest level of capital investment,
But there i8 a close correlation between the rate of capital investment and the
inerease in a nation’s productivity. The annual growth In productivity during
the 1080's and early 1970's averaged more than 10 percent in Japan. almost 6
percent in Germany and France, and only 8.3 percent here in the United Statex,
A3 you can see, the U.S, had the lowest level of capital investment among those
countries and nlso the lowest rate of growth in productivity. I need not explatn
to this Committee that it is growth in preduectivity which determines how much
;;f an increase In living standards that the Amerlcan people ean nchieve over

me,

In the future, we are going to' have to do better, The capital requirements of
the American econoiny over the next deende will be ennrmous. We will need ap
to a trillion dollars for energy alone. Beyond that, we will need extremely large
sums for control of pollution, urban transportation, and rebuilding some of onr
basie industries where new fnvestment languished over the past decade. In addi-
tion, there are the more conventionnl, but sHil maminoth, requirements for enpital
to replace and ndd to the present stock of housing, factorles and machinery.

Yet in the face of these massive requirements, we are not providing adequate
incentives for new investment. Over the past decade the inflation has led to high
effective rates of business taxation and low rates of profitability, which in turn
have greatly eroded the incentives for capital formation.

It i< not unfair to say that we are in a profits depression in this country. Non-
financial corporations reported profits after taxes fn 1074 of £63.5 billion nas
compared to $38.2 billlon in 1965, an apparent 71 percent increase. Those profit
increases are an optical illusion created by Inflation and outmaded accounting
methods: When depreciation is calculated on a basls that provides a more real-
Istle accounting for the current value of the capital used in production and when
the effect of infintion on inventory values is eliminated, after-tax profits actunlly
declined from $37.0 billion in 1965 to $20.8 billion in 1974—a 50 percent deeline,
A major factor contributing to this decline Is that income taxes were payable
on these fictitious elements of profits. That resulted in a rise in tthe effective
tax’rate on true profits from ahout 43 percent in 1065 to 60 percent in 1974,

Carporate profits normally provide the foundation upon which corporations
huild for the future, They are not only a source of investment funds in them-
selves, but they also permit eorporations to attract or borrow other funds which
may be used for capital investment and which in turn create more jobs,

The decline in profits therefore has grave jmplications for capital formation
and growth. That is perhaps seen best in the figures for retained earnings of
nonfinanctal corporations, restated on the same basis to account realistically
for inventories and depreclation. Tt I8 the retained earnings that corporations
have available to finance additional new capacity, as distinguished from the
replacenient of existing capacity. Tn 1083, retained earnings totalled $20 Milon.
By 1973, after eight years in which real GNP had Inereased more than 3% per-
cent, the retained earnings of nonfinancial corporationg had dropped 70 percent
to ¥4 hillion. And for 1074, our preliminary estimate for retained earnings is
a minus of nearly 10 billion. That means that there was not nearly enough
even to renlace existing capacity, and nothing to. inance investment In additional
new capacity,
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It is a simple but compelling econonfic fact of life that increases in productive
performance are required over time to support a rising standard of living. Yeor,
as a Nation, we are rapidly expaunding public payments to individuals but
neglecting to provide adequate incentives for new investment. Since 1085, in
real terms, economic output has increased by one third while government transfer
payments to persons has more than doubled. On the other haud. private invest-
ment expenditures—upon which the economic future of all of us inevitably
depends—have failed to keep pace, rising by approximately one fourth,

It ix fmperative that we mnke better provision for the future. Thix means
that we must place much greater emphasis upon saving and investment and much
Jess upon gonsuinption and government expenditure. Today, recession and infla-
tion domiuate the discussion of economic events and policy. We must take
determined action to deal with these interrelated problems and I believe we
shall, At the same time, however, we must begin to shift the long-run balance
of domestie priorities away from consumption and government spending and
toward investaient and Increased productivity.

1 betleve history will judge us, not on how we handle our short-run problems
such ax recession, but on onr ability to deal with the more fundamental problems
of the allocation of resources mud capital formation. If, as & Nution, we fail to
address these problems, we will fail to attain the prosperity and the risiug stwul-
ard of Hving that the American people ean achieve, I'hope that the recess<ion has
taught all of us the folly of pursuing a “no growth” poliey, as some figures once
argued, Our goal should be to enlarge the economic ple, not just to redistribute it.

* CONCLUSION

While inany of the challenges of the economy must be solved primarily in the
private sector, the Federal Government has a positive responsibility to help, and
there are a number of ways that I belleve we can help:

First, we can and must take steps to prevent the recesston from deepening to
intolerable lovels,

Second, we must not ahandon the more long-range figcht against inflation, for
inflation {s a bitter enemy of savings and investment and exacts a heavy ol
on economie growth,

Third, we must ennct legislation that will create greater incentives for enpital
investment and will allow our financinl institutions to operate more ftexibly,

Fourth, we must lift the heavy hand of Federal regulation from the mauy areas
where it restricts the eficlency and growth of (he free enterprise system. Come
petition is still the hexst route to an efticient and productive cconomic gystem, and
that in turn remains the best means we have of fighting intlation and creating
more jobs,

Fifth, as we emerge from the recession, we mukt restore a reasonable halance
to the Iederal budget and even seek to achieve budgetary surptuses in better
years so that we can keep up a maximum amount of capital for savings and
fnvestment.

Finally, even as we recognize that the Government should provide strong lead.
ership, let us nlso resist those who would have us turn to the Government for
solutions to all of our problems.

Considering the severity of our economtc troubles today, it IS easy to under-
stand why there are so many who look to Government for instant answers. Many
want to take the easy road, which means letting Government intrude more and
more into our dally lives, We should understand by now that whenever we atlow
the Government to do something for ux that we can do for ourselves, we must
surrender some of our own freedom. In these difficult times, there 1 a continuing
danger that temporary security may become so attractive to many Awmerieans
that they may become not only willing but eager to give up more of their Hherty
in return for security.

It we have nelther the strength nor the wisdom to say “no” to those who call
for further Government domination over our affairs, we will set this natlon on
the road to a planned economy and the destruction of the free enterprise systemn
that has preserved our liberties and given us the highest standard of living man
has ever known, I do not want that for my children, and 1 am sure you don't
want {t for yours. Let ux recognize. then, that ench of us must accept the ridks of
freedom xo that we may preserve its rewards.

Thank you.
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JTABLE 1.~PUBLIC DEBT SUBJECT TO LIMITATION FISCAL YEAR 1975, BASED ON ESTIMATED BUDGET RECEIPTS OF
: $219 BILLION, OUTLAYS OF $313 BILLION, AND DEFICIT OF $35 BILLION

{In biltions of dollars]
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TABLE 2.~PUBLIC DEBT SUBJECT TO LIMITATION FISCAL YEAR 1976, BASED ON ESTIMATED BUDGET
RECEIPTS OF $298 BILLION, OUTLAYS OF $349 BILLION, AND OEFICIT OF $52 BILLION (ESTIMATED)

{1n billions of dollars)

Oponth:g Public dedt $3 billion
[T subdject to margin for
balance limitation  contingencies
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TABLE 3.— BUDGET SUMMARY

{in biltions of dollars}
Estimated
. 1974 actual 1975 1976
oceipis . -
mml {777 P ceeecscnmnenen . 18 1 19
TOUSHIURGS . ..o ceaeeicniecincrenacarescnnnnnanannes 105 1 127
Iaterfund transactions. ....coocoeiciaiiiacicncncaancanancnnas -2 -26 -28
Totol budpet receipls. .o ieaieciiiieneeiceeereaenannnans 265 219 258
Outlays: )
Poderal (unds.nv.n....... eemreennaans ceneenereneennrannne 193 2
et NG . oo iiiiiiiiiiciiiecrancencecenarananaen 91 110 1
Interfund LraRSBCLIONS. .. .. cveeeennniieccceracnnaennnanannnnn -2l -2 -2
Total budget outlays......... ereeene cevrasesaase ceverescneccas 268 n 349
Surplus or deficit (—):
Federsl funds.............. Cetesecsecensscsssnessanasan eeeecne -8 -lg -55
TS TrustIunds. . eeeeeeiieenennn. cesrescicnnasn ceveen ceeerean 113 3
Totsl budgst............. Neessetneiatecnnsecaataacasnes -4 ~35 -52

NOTE.~ Figures are rounded and may not add to tolals.
TABLE 4.—ESTIMATEOD UNIFIED BUDGET RECEIPTS, FISCAL YEARS 1975-76

[{n bilions of dollars)
’ Current tsuul\::‘oﬂlmdinl
E’”‘d aton,
pro scal years—
19715 1976
Individusl iINCOMB ABX. ...\ e ieriiiecieiiireacrecnnccecnerasccsemncsccnonacenns 118 106
Cotporation income tax S eeeesmsscmsasesssesssmescsesasectassaressseranons 38 4
Employment taxes and contributions.. 15 80
Unemployment insurance. . ... ... o cuociimiiiicciicnancacanas coecneneen 7 1
Contributions for othes insurance and retirement. ... ... .cioioiiiilaemnecnnnnn.. 4 5
EXCIS LS. ... eeiinncceracatacascraccrcacccaacencscescnesanosacasnsasnnennes 20 2
Estate and gift taxes..... - 5 5
Customs duties......... 4 4
Miscellansous receipts. 8 1
Total budget receipls. .....o.ouiiiieeiiiiiiiiaicieiaiacctcracesaccncnnoanas 19 298
NOTE.—Figures are rounded and may not add to totals.
TABLE 5.—TREASURY MONEY MARKET BORROWING! .
(In biltions of dollars)
1st half 24 hatl
Net Peak in- Gross Net Peak ine
new  Maturi- new creasein © new Maturi new  creass in
Calendar yosr issues ties?  money borrowing  Issues?  ties? money borrowing
1970... 4 - 1 15 16 16
. # % N % % 8 B
1922... 13 15 -2 ? 2 ? 7] 1
124 T 17 16 1 10 20 15 5
IN......cnciiecennas 17 e -5 4 2 18 1 1t
IQ?S[iutimM ....... ceree 45 17 28 3 8 111 L)) 37
1976 (sstimated)............. 49 23 24 28 .eerieeranane. eesncssens

Bee rootnotes at end of table,
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TABLE 5.—TREASURY MOREY MARKET- BORROWING *—Continued
[In biltions of doflers)

Full year
Peak
Gross Net increase in
Calendar ysar new issues 2 Maturitiess  new money borrowing
$53 $39 14 $i4
64 38 25 25
k' 22 12 13
37 31 6 6
49 40 9 9
93 27 65 65
}Including foreign nonmarketable securities.
? Includes increases in reguiar bitls.
3 Includas paydowns in regular bills,
TABLE 6.—NET-FUNOS RAISED IN THE CAPITAL MARKETS BY MAJOR SECTOR
{Fiscal years, billions ol dollars)
Federal
u.s. - sector Government
Treasuty Federal asa sector
and and Total State  Corporste percent  as peicent
financing  sponsored Federal and and Total of total of tota)
bank agencies sector local foreign!  securities . securities  securilies?
$3.6 $1.7 $5.3 $5.5 $3.4 $14.2 31.4 76.0
1.? -1 1.7 5.4 2.6 9.7 17.4 3.1
-4.3 .6 ~3.7 4.6 33 L 21.0
-3.6 .9 -2.7 4.0 5.7 2.0 cocen.nnan 18.6
6.3 .8 7. 5.1 6.9 19.2 3.1 63.9
8.0 1.4 9.3 5.7 4.7 19.7 4.5 16.4
.8 2.0 2.8 5.7 - 35 12.1 23.5 10.7
2.0 .1 2. 4.9 50 12.0 12.7 58.5
8.8 2.4 11, 6.0 5.5 22.1 49.4 75.6
6.4 1.1 1.6 5.5 5.9 18.6 40.7 70.3
2.7 1.5 4, 5.2 3.8 13.2 3.8 1.4
3.1 2.2 5.4 6.9 $.2 12.5 30.8 70.4
-1.0 6.7 5. 1.3 9.2 22.2 25.8 58.9
.6 2.6 3. 6.0 12.2 21.5 15.2 - 43.3
18.2 5.9 23.¢ 1.2 15.1 46.1 51.6 62.3
-1.9 5.7 3. 12.0 1.7 30.5 12.4 51.8
6.8 8.1 14. 9.7 - 14.8 39.4 3.9 62.4
20.5 2.1 23 15.0 23.0 61.3 32.9 62. 4
19.6 8.7 28. 15.6 15.8 59.7 41.2 3.5
18.5 14.3 32 12.6 10.5 55.9 53.6 8.2
2.1 21.3 23. 16.7 15.6 55.6 41.9 12.0
43.9 12.6 61. 12.5 26.3 100.3 61.3 13.8
63.7 14.7 78. 1.6 2.7 115.2 6.8 80.4

1 Bonds issued by nonfinancial corporations.

2 In these State and local as part of Government seclor.

3 Assumes adoption of President’s budget program, with budget deficits of $35,000,000,000 in fiscal year 1975 and
$52,000,000,000 in fisca® year 1976.

Source: Fiscal year 1954-74 data based on FRB *’Flow-of-Funds.”

.
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TABLE 7A.—FEOERAL AND FEDERALLY ASSISTED CREDIT AS PERCENT OF TOTAL FLOW OF FUNDS IN US.

FINANCIAL MARKETS, BY TYPE OF CREDIT, FISCAL YEARS 1975 AND 1976 PROJECTED!

R . Fiscal 1975 Fiscal 1976
. Federal Federal
Govera- Gavern-
: Total ment Petcent Total ment Percent
Net funds raised (billions)  (billions) total  (billions)  (billions) Federal
longﬁermlunr
esndontial ................. 5. 3 10.4 2.5 3.7 5 19.5
Commercial..... ceereanens ”7.9 ......f ................. “8.7 ....... “' .......... .
farm....ae..... cemcsencans 4.6 §.9 150.0 5.2 3.8 713.1
Total......... cevessccnss 4.8 17.3 35.2 51.6 12.3 1.3
===
Corporate securities:?
BONdS.cecurnnincenen- vesn 28.1 2.0 6.9 26.9 1.6 59
SU0CKS. cooeeceenacannacanas L 3 IR | A I
R (7] 4 2.0 5.8 3.8 1.6 4.6
’ Tolal, long term........ 82.2 19.3 2.5 92.4 13.9 15.0
. Governmant secutities:
. U.S. Goverament......ccaeeen.e . 43.9 43.9 100.0 63.7 63.7 100.0
Federal agencles.......... 12.6 12.€ 100.0 14.7 1.7 100.0
State and lnwnmnu 12,5 2.2 1.6 4.6 1.9 13.0
Toldl. cicaereencecncancnncnen 4.0 63.7 86.1 93.0 80.3 86.3
Other tunds:? -
Business credit. . ... remecacens .- 36.8 ‘6.1 16.6 4.1 1.9 19.
Consumer credil. . 3.2 .1 7.0 .3 4,
Security credit. ... .. LY. S ceezszese 1 I cesnzzas
Other loans, inciuding foreign. ... 1.9 4.0 310.5 9.2 53 5.6
Tt eeeerencresrccrnnccnes 4.5 10.2 4.6 58.3 13.5 23.2
Total funds raised............. 197.7 93.2 9.1 243. 7 102.7 4.2

! smd on Federsl Reserve flow of funds (through 3d quamr 1974) and Special Analyses C. & E., U.S. Budget, fiscal

year 19
! Includmg forei

3includes bank fnm loans and long-term Federsl credits.

et
-,
a
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TABLE 78.—FEDERAL AND FEDERALLY ASSISTED CREDIT AS PERCENT OF TOTAL FLOW OF FUNDS IN US.
FINANCIAL MAR!(ETS. TYPE OF CREDIT, FISCAL YEARS 1973 AND 19741

Fiscal 1973 . Fiscal 1974
Federal Federal
. Totsl Government Percent . Totsl Governmpnt Percent
Net funds raised (billions)  (dillions) Federsl  (billions)  (biltions) Federal
tong'-‘hm funds:
ges:
dential,................. .7 $10.9 19.6 $45.3 $12.9 8.5
F T R 135 S |1 P
Farm.......... ceeeenenasns 3.3 3.2 91.0 4.5 2.1 46.7
L (O 5.7 i 18.6 65.7 15.0 2.8
Corporste securities:?
mg'oods.. ....................... 15.5 .2 1.3 1.4 .6 34
SOCKS..umrnncentamentaiocaceen 12,2 ceeieeiineceaeeaanes 2% R
Total......... cesesenses 2.7 2 7 .5 .6 2.4
Total long term............... 103.4 1.3 13.8 90.2 15.6 1.3
Government securities:
U.S. Goverament.......ccccun... 18. 18.5 100.0 2.1 2.1 100.0
Federal agencies................ . 14.3 100.0 21.3 2.3 100.0
State and local governments...... 12.4 2.2 12.5 16.7 1.9 e
Total. .......... ceevnesannnen C454 35.0 ny 40.1 25.3 63.1
Other funds:®
Businesscredit. ... ...cconenen.n 53. 4.5 8.5 72.3 6.8 9.4
Consumer credit. . ..... cessveens X i R, 16.3 .1 .6
Security credit. .......ooon...... L S TP =37 eeriiacectcrnanenna,
Other loans, including foreign. ... 13.7 3.2 .2 13.8 2.4 17.4
L (., T IO ceesmecass 8.8 1.7 9.1 98.7 9.3 9.4
Totsl funds raised..............  233.6 5.0 2.4 229.0 50.2 2a.9

lalassro‘d‘ on Federal Reserve Flow of Funds Accounts and Special Analyses C. & E., U.S. Budget for fiscal years 1975

mn
1 Including loreifn.
¥ Inciudes bank term loans and ing-term Federal credits.
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TABLE 7C.—FEDERAL AND FEDERALLY-ASSISTED CREDIT AS PERCENT OF TOTAL FLOW OF FUNDS IN UNITED
= STATYES FINANCIAL MARKETS, TYPE OF CREDIT 2 FISCAL YEAR 1972

eders!

Total Gomnmnt
{n billions billions Percent
Net funds raised . of dollars ot dotlars Federat-

long;‘hm luan:
Sids Q.1 1.2 %.6
126 ............. cesnee eesazsos
2.6 2.3 8.5
58.9 13.5 2.9
==
[ ]
21.6 ., o2 9
|1 X
1 2 5
9.0 13.7 1.3
19, 19.6 100.0
- &3 8.8 100.0
State lrd owmmmts ................. cecsrrrsccasencnse 16.2 1.9 1.7
) (7 ceercnracaane caersessssssencasaane “u.6 .3 6.9
Other funds:?

Business Crodit. .....coeioneiieienniiicaieeraecreenaaas ceeene 26.7 3.3 12.4
- sc:cmgmsorcr d t lgg ........... tesessreseceennan
(<] e ceevrcacsresse sececonne essses
Othor Loans, inciuding forsign 9.4 2.9 3.9
Totel... ..ot PO tecrtecocnssene creneyrecranaranes 60.8 6.2 10.2
Totol funds raised......ccccvvuercnceancoccarencanocns 2004 50.3 2.0

1 Based on Fodml Reserve flow of funds sccounts and special analyses C&F, U.S. Budget for fiscal 1974.

1 Includi
$includes “Nak fnrm losns and long-term Federal cradits.

Source: Office of the Secretary of the Tressury Office of Dedl Analysis.

T
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TABLE 8. —INTERNATIONAL COMPARISONS OF INVESTMENT AND PRODUCTIVITY, 1960 THROUGH 1973

Aver Avetsge-ennual
ez A
o outont ooy

d 5.»:. man-hou

o -hour,

expenditures) percent}

e SUaleS. . oo eenireriiececcnnsrccncacasncacnsnesacasacessacnssasnnnns 18.0 33
g::udas“ ............................................................... 2.4 4.3
1] 1 T PP, 34 10.7
(F;v.ancc ..................................................................... %&g ;g
Rl 2.4 6.2
OECh oo Eomed States 12222 oo 3 3
¢$$ Uni € ] (- Y e 3 .

AL OECD b it et it itecieracanceaciaccoseesesnonescsnconnannnen 20.5 4.8

1 Figures in the Ist column for the OECD country groups represent private investment as a parcent of GNP ipcluding
defense expenditures and cover the 1960-71 period only.

Sources: OECD and national sources; Bureau of Labor Statistics.

»

TABLE 9.--SUMMARY RECONCILIATION OF DEST LIMIT NEED IN FISCAL YEAR 1975 AND
1976 WITH BUDGET AND OFF-BUDGET ACTIVITY

{1n biltions of doHars)

1978 1976

Debdt subject to limit end of Prior year. ... ....cceurenerenerinerecnerecncenecencnens ue $531

Adjustosi 10860 cash balemos. ... .. .. . .. iiiiiiiieiccciiiaeeaa 23 631
Plus: i

Unified budget deficit.......c.oonneniiiiciiiciiiiiiiieciiiecicrscrnacaen 35 : 52

Trusttund SUrpIUS . oo o iiiiiciiccrecennanas eeeacaeaccaans 3

Of-budgset agency spending financed by Treasury. ... ...ccceeeeeiiniiinniane... 14 n

Atlowance for contingencies . ... ... .. ... .. .iiiiiiiieiiicicencccananae k T

Less: Change in checks eutstanding (assumed flow of tax rebete checks). ............. 2 ~2

Equals debt sudjectto limitend of year ... . co. .o i iiccriiaennen $531 509

STATEMENT OF HON. JAMES T. LYNN, DIRECTOR, OFFICE OF
MANAGEMENT AND BUDGET

Mr. Ly~~. Mr, Chairman, I likewise have a statement. It has been
delivered to tho committee. It presents the material in the usual pat-
tern, showing budget total figures, a breakdown of receipts and
outlays, the budget by fund group, and then on (Page 7 a table titled
“Debt Subject to Limit.” This table shows the adjustments that have
to lbc made to go from the unified budget deficit to the debt subject
to limit.

I don’t believe that anything would be served in my repeating the
narrative that is contained in that statement. In the main, it explains
the highlights of these figures. For every page in this statement,
there are over 40 pages in the Budget and some 120 pages in the
Budget Appendix. Rather than trying to summarize all that, let me
answer specific questions here or provide the answers for the record.

[Mr. Lynn's prepared statement follows:]

STATEMENT OF JAMES T. LYNN, DIRECTOR, OFFICE OF MANAGEMENT AND
Bubopr

Mr. Chalrman and members of the comniittee: Thank you for the opportunity
to appear before you today in support of the request for an increase in the
statutory debt Hmit. T will discuss the budget outlovk and its effect on the publie
debt subject to statutory limitation.
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BUDGET TOTALS

The fiscal year 1975 deficit is now expected to be about $33 billion, with
outlays of $313 billion and receipts of $279 billion. The estimated deficit for
fizcal year 1978 I1s expected to be about $52 billion. Total 1976 outlays are
estimnted at $340 billion, and receipts are estimated to be $208 billion.

BUDGET TOTALS
[Fiscal ysars; in billions of dollars)

. 1975
1974 November 26 Budget 1976 budget
Description actual estimate estimate estimate
Recoipls. . iiiiiiiiiiiieiiciccinnraaa. 264.9 293.0 218.8 291.5
OUHBYS. .o cieicieernncnccaccsanennascacrancanasns 268.4 302.2 313.4 349.4
DOt (=) eeieeiiienicniccncccnaccncananee -3.5 -9.2 -34.7 -51.9
RECEIPTS

The recelpt estimates include the effect of the President’s recent tax proposals
to stimulate the economy and to hold down energy consumption, The effect of
these proposals on 1975 and 1976 receipts is shown in the following table,

EFFECT OF THE PRESIDENT'S TAX PROPOSALS ON BUOGET RECEIPTS
[Fiscal years; in billions of dollars)

1975 1976
Estimate excluding proposals .. ... .. ceicienireinancnicronionacaraaciotonaiaaan 8.8 303.9
Tox f:? 'l& s:f':."f.u”&"m. «coNOmy .. . cescecsssessatcsanccesnnnnaann -g. ll - 1!7). g
ividuals. .. ooeeene e . ceen - -5, -2

BUSINESS. .. ceeicieeniiiaieneiecnionecanaraciann z—l.o; 2—2.3;

tlm!y (7T T S, 43 35.3
XCise taxes and imporl fees. . ... .ooei e (4.3) zls. 0;

Windisll profits taxes . (....) 16. 3

Tax m.im to l:muy program -13. 3 (—g}. g
Corporations ... .. ... oo oo 2—-1103 (-a's;

Net alfoct Of PropOsalS. ... eieeiiiicececinecranrracasecncncsransnas - =50 —6. 4

Curtent estimate....... p| ....................................................... 218.8 291.5

Since these tax proposals were not contemplated in Novemher, about $£3 billion
of the drop in estimated 1975 receipts from the November estimate is due to the
President’s tax proposals. The remaining $9 billion decline is due largely to lower
individual and corporation incomes resulting from a weaker economy than
eartier anticipated.

Receipts in 1976 are estimated to rise by almost $19 billion over 1975. This
increase s based on a projection of an economic upturn beginning in the second
half of this calendar year. Again, receipis would Le larger—by some $6'4 bil-
lion—in the absence of the President’s proposals.

N OUTLAYS

The estimate of 1976 outlays has increased from the November estimate of
$302 billion to a current estimate of $313 billlon. The major factors responsible
for this increase are:

(Biilions)

Aid to the unemployed..__.. e e e emceammeaccencmrcemeneemmas——————— $3.5
Decreased receipts from offshore leases (counted as an offset to outlays).. 8.0
DOD—Military and military assIstanCe oo oo 1.6
Health, Education, and Welfare. e ccccm———— 1.4
Veterans pPrograms. oo oo coceccmcccmccccccmccccmcecccmanc—————— .9
Energy tax equnlization payments (proposed legislation) caoo oo .B
Other cnccmmcccccccmcdccmccencoccnsctccccmccccmccmmccam————————— .3
TOtBl e caccccceccccccccrcaccecmecccmmmncce—enna= 11.2

47-048—75—11
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Aid to the unemployed, which includes both benefit payments and public serv-
ice employment, increases largely because unemployment now is expected to be
higher than previously was forecast. The lower offshoie oil receipts stem from
slower leasing than had been anticipated. The delays result, in part, from assur-
ing that proper environmental considerations have been taken into acecount, Tie
increase in defense reflects current spending rates that are higher than were
forecast, partiy due to higher operating costs. Outlays for HEW increase because
benetit levels and participation rates are higher than were earlier anticipated in
publie assistance, medicafd, and medicare progras, Veterans prograins rise pri-
marily because uf congressional action overturning the 'resident’s veto of the
veterans education bill,

The President’s budget recommendations will result in 1978 outlays of -8349
billion, &30 billion above the 1973 level. The following table fndicates the souree
- of major increases,

MAJOR CHANGES IN OUTLAYS, 1975-7¢

Increcasce, fiscal ycars 1935-10

(Billions)

DOD—Military and milltary assIStanCe. v a e cccecacaemccaaa ool N0
Nocial Necurity Administration trust fundso oo iieeaeaaa T
Allowance for energy tax equalization payment. .. ____ cmmecmmamm = 6.3
Ald to the QNeMPOY B e e eececccmecccceaccccsccc e a———— 3.3
INEOPESt  mee e cccidcdccccccmcmcecececreemeccccemescammmmam—————— 3.1
Special petrodolar fune v oo e oo e e 1.0
OUUOr e cecccmcmccmcccrccmsecccmacmmmame e cem e —————— 6.2
TOtAl cveoccceccecmccccmccecemacscccmacesccsesccemccseaemannn= 36.0

The increase for defense and military assistance refleets the need to maintain
defense preparedness and preserve personiel levels in the face of rising costs,
This &8 billlon increase takes into aceount the President’s propasal to limit .y
and other automatic benefit increases to 5%;. Without these actions, total e-
partment of Defense outlays would reach $04.6 biltion rather than the $02.8
billton now estimated, The $7.7 billion fncrease for Rocial Security Administra-
tion trust funds aleo takes into account the proposal to Hmit antomatic bhene-
fit increases. Energy tax equalization payments serve the goal of compensating
those who will face increased fuel prices as a consequence of the President’s
energy proposals. While most of the increased costs can be returned through
changes in personal and corporate income tax rates, the allowance will finance
payments to individuals and to sectors of the economy not affected by the in-
come tax reductions. These include non-taxpayers, State and local governments,
and Federal agencies. The growth of aid to the unemployed reflects increased
outlays for unemployment insurance and for public service employment. Increases
in interest on the public debt result largely from the need to finance the 1976
level of government debt.

J.ast year, the President sent a number of messages to the Congress outlining
actions to restrain spending. Including the effect of those messages, the budget
outlines $17 billion in planned reductions. Ot this total, $6 billfon would be real-
fzed by limiting Federal pay increases to 5% through the end of fiscal year 1070
and by placing a similar limit on those Federal benefit programs that increase
automatically with the cost of living. To the extent that the Congress falls to
approve these limits, or overturns more of the President’s earlier savings pro-
posals than it already has, or does not endorse other rescisslon and deferral
recommendations, the 1976 ontlay total—and the deficit—wlill increase.

One way of looking at the debt is in terms of the debt held by the public as a
percent of the GNP, I have attached a chart that shows this figure for the years
1950-1976.

THE BUDGET BY FUND GROUP

Most Federal debt subject to statutory limitation arises from activities of the
Federal funds part of the unified budget. For this reason, changes in the debt
. subject to limitation are more closely related to the Federal funds surplus or
deficit than to the unified budget surplus or deficit, With your permission, Mr.
Chairman, I would like to insert the following table Into the record ;
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BUDGET TOTALS BY FUND GROUP
[Fiscal years; in billions of dollars]

Budget estimate
1974

actual 1975 1916
m?e%éul FUNGS. ...cceeeieeneeraereecncnencecasasaneraascenamnnnn i81.2 186.0 199.3
Teust funds..... eeeeeeemeseesetesctmacsaascamesanasraannnan 104.8 118.7 126.5
Inlerfund Lransaclions. ... .couicinaeceacrccannasnoscacscacencs =211 -25.9 -28.3
TOlM . eeeeiiivrenncceccnccsncccaaseasascasscssscanssannnas 2 .3 2?& 8 291.5
JOTB 1UNG8- e oeeeneeeeeeeemeeeeeeeneeeeeeenne 198.7 229.0 54.2
r',«:gf{ 1!..'.‘3’:‘.”::: DR 9.8 110.3 123.4
Interfund 1ransaclioNS. o eeeieeiercrecrnccancraanononcsnnsonse =2.1 -25.9 -28.3

) (17 268.4 313.4 )
[y =5 S SR A g Ee——p i

Surptus or deficit (—):

Federal funds. ... ooocnneiinoincnnerictanarecncncecanencsannes -12.5 -43.0 -54.9
TSt URGS . o e cieemiereeraicacnraccncscacancsconsncancnacnnen 14.0 8.3 1
TOUN. .o eeiiecniaaiccecasccccncccnencccasacnncscsnnasssse -35 =37 -51.9

In addition, as of 1075 the off-budget ageuctes hegin to have an important
effect on the debt subject to statutory limitation, The following table explains
the relationship amonyg these various items and the proposed debt limit of §331
billion for the end of the current fiscal yecar that was approved in the House of
Representatives' bill.

Decbdt subjcct to limit—Fiscal ycar 1975

Billions

Unified budget defleft . o oo e e et cem e ccrcccccecrmccmcam—n—— 8347
Trast funds surplus....... aSmeemsecmsemcceameccmccennsammccrcaccacnae 838
Federal funds deflelt o oo eerccccccmmccccn—————— 43.0
Effect of off-budget agencies on debt subject to Mt oo cveeaemaaae 3.7
Total to be ANANCeN . o oo mmccmc————— ok 8
Means of financing other than borrowing, and other adjustments. covanao. 3.9
Change in debt subject to Hmit o oo oo e ceecmeeae 52. 8

Debt subject to limit, beginning of year oo ol 470.0
Anticipated debt subject to Hmit, end of YeAra o v o oo ceeeeaae 528. 9

Adjustment for the usual §3 billion margin for contingencles and for

POUNAING e e cceccrcccremecceecemcme——————— 2.1
Debt limit, end of yearce oo cccccmcccccmeemcceccencccm—aan 531.0

CONCLUSION

The deficits anticipnted for fiscal years 1075 and 1976 are substantial. Tliey
are not, however, the result of massive inereases in discrellonary spending pro-
grams of the Federal Government, In fact, they assume that reductions of exist.
lng programs by $3 billion and $17 billion will be achieved in fisenl years 1975
and 1076, respectively. These reductions are essentinl If we are to limft the long-
run growth of the budget so that, with economie recovery, the budget may return
toward fiscal balance. Again I stress liow important It s for the Congress to
avold increasing the deficits by adding new spending or by falling to accept the
President’s proposed! reductions,

The deflcits for fircal years 1075 and 1076 are directly related to the economie
recession. Afd to the unemployed, including the special measures proposed by
the President and enacted—with some modifications—hy the Congress, will be
$0 billion larger In 1975 and §£123% billion larger in 1976 than it was in 1074. In
addition, the softening of the economy will result in substantially lower tax re-
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ceipts, Tax receipts would be $30 billion larger in 1973 and $40 billion greater
in 1976 if the economy were as fully employed as it was during 1974. Finally,
the President’s economic stimulus proposals—which are a response to the reces-
sio_p—wlll also contribute to the deficit, decreasing receipts by $6 billlon in
1975 and $10 billlon in 1976. In the absence of these factors, the budgets for
1073 and 1976 would be in surplus,

I urge prompt enactment of the requested increase in the statutory lmita-
tion en the public debt.

Mr. Chairman, I will be pleased to answer any questions members of the Com-
mittee might have,

Federal Debt*as a Percent of GNP

Percent Percent

100 100

|
1950 52 54 56 58 60 62 64 66 68 70 72 74 76

Fiscal Years Estimate
* Debt Held by the Public

The Ciramryax, All right. I have traditionally asked for a series of
charts, which I think are helpful in placing this entire problem in con-
text, and I would like to make the request that that information be up-
dated to the present time for the record and our committee record.!

Now, in addition to that, I wish you would provide us with a chart
that shows what the gross national product is and what it has been over
a period; convert that to constant dollars, and put it on a per capita
basis, with the final column showing what the l)ercentage change is
from year to year. I think that that not only will place in ]i)elspecti\'e
what has been happening in the growth of the economy or the business
cycle, but I think it would also tend to indicate the fact that at this
moment we must depart from the balanced budget concept because of
the economic conditions that exist in the country. I don’t think you
would have any difficulty Iputtin that together for us.

Secretary Siaon. No; I wouldn’t, Mr. Chairman.

If I could briefly make a comument on that, because where the ana-
lytical and theoretical argument raises between the GNP and the size

1 Bee tables attached to Mr. Simon’'s prepared statement at pp. 1301,
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of deficits, and this makes an assumption there is a correlation between
the size of the economy and the size of deficits or surpluses. I don't be-
lieve in this relationship, but let’s look at it just a little bit closer. We
make these comparisons based on a recessionary year and find a deficit
is not. only unavoidable but desirable for the reasons you say as far as
stimulus 1s concerned.

The deficits in prospect for 1975 and 1976 and indeed 1977 are
roughly comparable in relative size to those of 1959 and 1968. The 1959
deficit occurred really after we had begun to pull out of the recession
duo to the decline in the corpomte profitability during that time.

But, and here is the big “but” that nobody pays any attention to,
each time after those deficits we swing in to surplus the following year.
Let’s look at the accumulative effect of a deficit of this size and present
the dangers that I point out in my testimony. We are not talking about
swinging back into surplus after the recession is over, and once private
demand starts to pick up again what happens when we bump head on
into the resurgence of private demand, long demand, long corporate
demand, and you take a look at where corporate demand 1s and it is
extraordinarily high. Everyone in the private sector is projecting a
record year,

Does our term jeopardize a decline in the interest rates before we
start all over again before the demand increases, and indeed if that
is correct, left with an inordinately high demand—are we starting at
a higher base and take off with higher interests and what happens
to housing and economic recovery ¢ I know there is difference of opinion
on this subject and I can bring financial economists in here who can
speak quite eloquently to this and you get sources and uses of funds
from many companies. My former company, Solomon Brothers, has
put out a very extensive one that will %e out tomorrow that I rec-
ommend to your reading because they see a real danger in the num-
bers aborting economic recovery. That is a real danger. And also to-
monetary expansion that might be a responsibility, once business:
starts to pick up, because this is exactly what happened in 1971 and
1972, pulling out of the expansion we expanded the monetary supply
and look where we are. So this is something we have to pay very close
attention to,

So when I do submit this chart, which I have one for percent of
GNP and percent of financing to GNP, I am going to point out in
brackets, the recessionary years and what followed these and what we
are doing now and the potential impact, who we are crowing out,
what happens as far as illiquidity if some of these lesser advantaged
companies, the less advantaged 1f you will.* The people today. with
the risk ratio, the price premium they are paying today is still ex-
traordinarily large.

Senator Curtis. Mr. Chairman, I will try to be brief because of the
hour, but I think it is important that we clarify the issue that is before
us in this particular piece of legislation.

We refer to it as a debt ceiling, Actually it is not an effective device
which prevents the Congress from voting additional appropriations,
additional authorizations and additional authority to spend, is it?

Secretary Simon. It is not.

Mr. Ly~n. It is not. .

Senator Curtis. So, regardless of where the debt ceiling is fixed, it
is not an effective instrument on which the American people can rely
that our debts won’t go any higher?

S ——————
;‘ﬁ“ :eeutimo. Feb. 17, 1075, the material referred to bad not been received by the
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Secretary Siaron. No, sir.

Mr. Lyxn. It is not. It is, I would say, a rather rongh effort by the
Congress of the United States to set an overall limit on activity for

the year. But that rough effort is not an effective tool against the
things you have just mentioned.

Senator Ccrris. I am not sure that it even is that. It is & limit on
the amount of money that the Treasury can borrow to pay the debts
for the spending that Congress and the%&ecutive already authorized;
isn’t that right?

Sccretary Siston. Yes, sir. I think the best thing about it, there is
only one really good thing about the whole debt concept, and that is
the ability to come up and debate with the Congress on t.}w basic merits.
and demerits of Federal spending.

Senator CurTtis. I have not been ready to accept the idea that we
should do away with the debt ceiling and just borrow what is needed.
‘The present system means that pcrnodicahy it is called to the atten-
tion of the public and to the Congress, as to where we are headed
in our fiscal policies. Debts are created when we spend money, debts
ave created when Congress authorizes a program that will call for
future costs. Debts are created when we vote for programs which
offer to our citizens, our States, and municipalities grants of money.
Debts are created when we take other actions which cause money
to flow out. If somebody can comne up with a real debt ceiling, I will
be the first champion.

We are faced now with a ceiling that limits the ability of the Secre-
tary of Treasury to borrow enough money to pay for the past sins of
the spenders é‘isn’t that right? ‘

Secretary Sistox, Yes, sir.,

Senator Curris. Thank you. '

Senator Packwoop. Last week the Wall Street Journal carried
Chairman’s Mahon’s testimony of our borrowing, his political assess-
ment. George Will had references to it in the Post today, and I
-saw it on the west coast over the weekend.

Assuming that Congress will turn down the 5-percent limit, on
Social Security, military, and Government retirement policies and
that our deficits are likely to run $15 to $20 billion higher than you
are projecting, what is your real assessment as to what this will do to
interest rates 18 months to 2 years down the road, and specifically
what will it do to borrowing for home building?

Secretary Siaron. We are right now in the fortunate position of hav-
ing raw declines and interest rates that is concentrated on the short
end of the yield curve, like the money market rates, and this is caus-
ing a reflow of money in our thrift institutions. Of course, the hous-
ing permits went up and this is the first harbinger of the recovery.
The behavior of the people who buy houses, I believe & high mort-
gaEe rate is a great deterrent, and the former assistant of housing and
urban development is a great expert, and I won’t comment any further.

But if it is to be $30 billion this year and (Erhaps go as high as
36—let me give you a measurement of that. During the month of

_January, and here we are in one of the steepest recessions post-war,
certainly it will be measuredin my judgment as the steepest reces-
sion, and you had borrowings long term in the marketplace of about
$314 billion. The previous record was $244 billion. That pretty well

tells the story.
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When they are coming down how far down is down? When private
demands which are olfl,;r and they will be off until the turnaround
comes, again pick up and bump headon with what the Government is
demanding, well, everybody can make different judgments, and
Solomon Brothers have $50 billion being the outside limit of what
can bo demanded this year and the danger of aborting an economic
recovery, aborting a housing recovery, A: starting from an economic
recovery, an inflation rate that will keep long term rates at a high
level, starting into the next recovery is a very dangerous thing.

Senator Packwoop. In your estimate if we borrow substantially
between now and October 1, 1976, are we going to see a prime rate
of 12to 1.4 percent ?

Secretary Smyox. Of course, your prime really is not used to that,
Senator, That is pretty much on the private demand. I have great
trouble with $170 billion. We made some assumptions when we put
our borrowing demands that Congress would act on the references and
decisions totaling $20 billion in fiscal 1975 and 1976 and would enact
Nno new s‘)ending plans. Of course, we are watching both those things
in some disappointing fashion, also Quter Continental Shelf leasing,
$300 million for our program here where we had exqected to get $5
billion during this fiscal year and it will obviously fall quite short of
that, which indeed enlarges our deficit.

In using that $50 billion market—but U.S. Trust predicted $40—
right now we are looking at new money demands for this calendar
vear of $65 billion, gross demands of $93 billion. I suggest gross
demands are pretty important in the market price becauss economists
like to talk about net new demands because they make the assump-
tion they catch the same buyer in the same net, use expectations
change. I have to maintain sloping yield curve.

Senator Packwoop. I see some economists saying and testifving
the deficit is not big enough and will not pull us out of the recession
and what is needed is a much greater magnitude of deficit spending.
The State of Oregon, because of lumber, i1s dependent upon housing. ~
We are going to amputate housing by raising interest rates which
may or may not get us out of the recession. But we guarantee the
92 percent of people working plus the 8 percent of unemployed face
10-20 percent inflation high interest rates if we go anywhere beyond
what I believe is the expanded deficit rate you submitted to us——

Seeretary Stxox. I believe. as Dr. Paul McCracken said a few
weeks ago, that economists in general have been very slow to under-
stand the financial implications of deficits of this size and the effect
on the capital market and the illiquidity that exists. These dangers are
not going to be fully recognized, that 1s, unless the recession 138 much
deeper than anyone predicts or inflation comes down farther than
anyone predicts, That is a pretty dangerous hope to base assumptions
on, that we will not have problems if we increase expenditures beyond
these extraordinary and I hope temporary levels,

Senator Packwoop. I have no other questions, Mr. Chairman,

The CrAmatAN. Thank you very much, Mr. Secretary.

The committee will meet in executive session 10 o'clock tomorrow
morning, -

[Whereupon the committee was adjourned until February 11, 1975.]
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LEr's ExD INFLATION
(By Dr. Fred Schulman, chairman, Trade-Energy Information Center)

Today's inflation is sapping the vitality of the United States and the free
‘world and has put the free enterprise system on the defensive everywhere.
Clearly it must be stopped and, fortunately, it can be, and at much less pain
than is commonly prescribed.

Today's inflation is not conventional, and it will not yleld to conventional
Temedies of tight money, balanced budgets, unemployment, or reduced ex-
penditures. For example, lumber and food prices took off for the stratosphere,
-after large contracts were signed with Japan and the Soviet Union. Similarly,
prices of oil and of all products and services using energy were raised dra-
matically as a result of actions by the Arab producing countries encouraged, as

. we know, by Soviet broadcasts and propaganda. These price lncreases affected
L) everyone here immediately, both individual consumers and business and in-
. dustry, thereby setting in motion further price increases based on higher costs
and compensatory labor demands for off-setting wage Increases, Notice that
these very significant influtionary increases originated in actions not subject
to domestic controls of tight money, government expenditure, unemployment, or
other conventional economic countermeasure to inflation, The remedy then, is to
isolate the major root causes of our terrible unconventional countermeasures,
and finally, and most important we must find the courage and determination
to apply the most effective specific countermeasures to the specific root causes
-of our inflation,

It is obvious that this is & complex subject and all relevant contributory
causes cannot be considered in a brief analysis such as this. Nevertheless,
without affecting the basic conclusions, only two prime unorthodox causes of
the present inflation and world economic chaos will be discussed and solue
tions suggested. Other more conventional causes and remedies have been ably
discussed by World Bank economist Irving S. Friedman in his book “Inflation,
a World-Wide Disaster” and by many other leading economists.

First, we have not yet realized that the Organization of Petroleum Exporting

— ———-Countries, (OPEC), has, in effect cartelized world prices of ALL commodities
involved in world trade—not just ofl, but also food. metals, raw materlals and
manufactured products. In today’s world of instant global communication and
multinational corporations, all the world except the non-market countries is
-one global interdependent economic market. In other words, because of the
West's yvielding to embargoes and quadrupling of oil prices by OPEC and the
relative inflexibility of the high OPEC oll price, the prices of everything else
‘must inexorably rise throughout the world to restore the Equivalence of Value
of these products with oll. Therefore, if the West, and particularly the United
‘States, does not show leadership in opposing the Arab-Soviet cartel, the prices
-of most goods must rise to an inflationary level far higher than at present.
In the U.S. alone, wholesale fuel prices rose 64.6¢% during the past year and
are still rising. Industrial wholesale prices rose 25.15% nnd are now rising faster.
‘Wholesale prices for the month of July 1974 rose a fantastic 3.7%, equivalent
1o an additional annual rate of 44.49%. This continuous rise in the rate of
inflation is assured, unless we begin to use our counsiderable strength in food,
technology, trade, and diplomacy to firmly oppose the Arab OPEC strangle-
‘hold on Western economies and policies. ) -

‘Regarding high intertest rates, the need of Amerlcan industry for vastly
increased amounts of capital to pay for the inflated costs of new or improved
facilities, has stretched the capacity of American capital markets almost to
the breaking point. For example, the current industry estimate of needed capital

~ for the utility-energy industry alone In the period 1974-1083 is a staggering
- '$1,000 billion. This compares with the $350 billion estimate for the period 1970-
- 85 reported to the Secretary of the Interfor in 1971 by his Industry Advisory
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Committee. Yet, despite this desperate shortage of avallable capital, it was
announced recently that Occlidental Corporation has signed a $20 billipn deal
with the USSR for fertilized facilities to be bullt in the Soviet Univn. Occi-
dental must ralse the 20 billion in the U.S. capital markets thus further
increasing stress on the limitted available capital and foreing up the interest
rate. This process has been repeated by many companies during the past nine
months and has forced the prime rate continuously upward until in July it
hit a record of 12-121;%. Such misuse of detente could force interests rates
even higher in the futute. Yet projects for energy, fertilizer, plastics, chemicals,
computers, machinery, bearings, satellite communication equipment, ete, an-
nounced recently by Houston Offshore Drilling, Control Data, General Tire
and Rubbler, Internatfional Paper, Union Carbide and many others, for high
technology facilities to be huilt in the USSR and the Soviet bloc, are onls the
forerunner of many more projects that will cost the U.8. perhaps hundreds of
billions of sorely needed Capital. It should be understood that exports of capi-
tal to the Soviet bloc forces the prime rate up by competition for scarce capital
at a tlime of unprecedented huge domestic capital needs. Tight money policies
of the Federal Reserve Board does not create the problem but adds to it by
ghifting the emphasis from some expensive domestic projects to Soviet project=
where low subsidized or guaranteed loans and interest rates can be obtained
through detente polictes, If we are serious about reducing interest rates, then
export of capital to the Soviet bloc should be reduced or stopped until inflation
is controlled. It is surely known that Soviet trade has political and strategic
objectives. Should we do less?

From this brief discussion, it can be seen that the two root causes of today's
excessive unorthodox infintlon are:

1. Export of materials without domestic allocation.

2. Uncontrollable high interest rates caused in part by unusual and unexpected
and unplanned for export of capital to the Soviet bloc during the preseut period
of intense world capital shortage and need.

... When these two root causes of today’s double-digit inflation are remedted, then

the classic economic forces can moderate any remaining inflation, if needed. But
it we do not recognize these two root causes of our massive inflation, or fail to
have the courage and determination to remove them, then don’t be surprised if
inflation continues to rage onward until the full equivalence of value with ofil i=
reached and economic chaos threatens the stability of both the United States and
friendly Western governments,

Effective anti-inflation counteraction requires the following actions as soon as
practicable: —— -

1. Reserve domestic supplies to cover néeds.

2. Reduce capital exports. guarantees and subsidies and relate them to resource
imports and political objectives. :

8. Use exportable surpluses as a quid-pro-quo to assure resource source avail-
ablility and national political objectives.

These suggestions are offered merely ag ideas which I belleve merit further
discussion and analysis. Today's inflation is gnawing at the heart of the nation. I
believe that further analysis will show that these suggestions can help bring us
back to the economic health and stabllity that we all deeply desire,

Pof_mox ofF THE NEw ENoLaNp Furl INsTITUTE ON H.R. 1767

Mr. Chairman: The New England Fuel Institute, an association of 1300 in-
dependent retail and wholesale home heating oll distributors throughout the six
state reglon wishes to state its position and indicate its support for delay and/or
discontinnance of the crude ofl and refined tariff and supplemental fee program,
as proposed by the President in his state of the union message,

New England is especlally vulnerable to, and will be adversely affected by,
the President’s tariff and supplemental fee program. Further, its economic situa-
tion will be disadvantageously affected by the loss of the entitlements program
due to the proposed decontrol of the price of old crude, as well as by the pro-
posed tariffs and supplemental fees on imported crude and refined products.

During the last quarter of 1978, New England home heating oil consumers re.
duced their consumption, adjusted for the weather, by 12%. In addition, during
the last quarter of 1974, New England home heating oil consumers again re-
duced their consumption another 8.2%. This brings the total reduction for the
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last three months of 1974 to 209 adjusted for the weather, as compared to the
base period year 1972,

Tariffs on imported home heating oil and residual oill will impose an unjust
econowmic burden on the New England consumer. New England, with 5.8% of the
population, consumes 21% of the heating oil and will pay 1835% of the total
Federal income tax rebate of $14,000,000,000 that has been proposed by the Ad-
ministration. In face of the unusual suvings due to conservation, New England
will be doubly burdened by rationing through taxation, which will confiscate a
substantial portion of the region's income,

Increases alone, due to home heating oil tariffs, along with losses of the en.
titlement program, will add $75,000,000 to home heating ofl bLills, or $30 for every
oil-heated home in the on. The tariff on heating oil and residual oil com-
bined, will result in a minimum increase in cost of $41 for every person in New
England, and about $152 for every family, according to these New England Kuel
Institute figures. \We wish to emphasize that the economic burden will be much
greater, as gasoline and other petroleum products are not included in these
statistice. Further, the tariff on residual oll will increase electric bills by 80%
to 34% beginning the first of May. Rationing through taxation I8 not the answer.

There is a solution to our energy problem. The New kngland Fuel Institute
P’rogram is one that can be put into effect immediately. Without undue hardship
on the consumer, who can stand it least, this program will take care of the im-
mediate problem.}

Down the road, statesmanship must be exercised. We must separate conserva.
tion from taxation; we must de-regulate new natural gas; we must explore the
use of all energy forms and develop them to the utmost; and, we must allow the
free market to create the capital necessary for the exploration and development
of existing forms of energy. .

The imposition of added tariffs and supplemental fee costs of $75,000,000 per
year, to the New England home heating oll economy where over 2,350,000 coii~
snumers heat their homes by oil, and where 719 of all of the bulldings and 74%
of the population, and 2% of the schools and educational institutions are heated
by oil, will impose & financial hardship that almost boggles-the mind.

In addition to the $75,000,000 supplemental fee increase for imported home
heating oll, there will be an additional increase for the 147,000,000 barrels of
residual ofl that are imported into the area each year, of $442,000,000. With
heating oil and residual oil combined, these tariffs and supplemental fees impose
$317,000.000 of increased annual costs upon an economy embracing slightly more
than 12,000,000 people, 719 of the $442,00,000 resjdual oil increase will be borne
by Massachusetts alone, an amount exceeding $300,000,000 starting April 1st. On
an annual basis for residual imported product alone, the results will be cata-
strophic for this single atate. In addition, it_will affect adversely the entire
New Hngland economy in relation to residual and other petroleum products
costs,

As stated previously, this will boost electric bills 30% to 349% as electric
utilities would pick up $221,000,000 of the residual oil tab. This can only be
passed on to consumers,

Because of this, any delay in implementing the President’s program would be
advantageous in helping the already overburdened New Eugland economy.

Not only must the implementation of the tariff and supplemental fee program,
with its loss of entitlements be postponed, it must be set aside forever, and
substituted for it, should be the Mandatory Allocation Program which is in effect
at the present time and which the President has full authority to adjust and
amend at this time. -

In conclusion, we are submitting & copy of New England Fuel Institute's Posi-
tion Paper, which in detall presents a counterproposal with a minimum taxatlon.

Thank you very much.

(POSITION PAPER]}

Proposed ProorAM To REDUCE IMPORTS BY 1,600,000 BARRELS PER DAY A8 OPPOSED
T0 THE PRESIDENTS PROPOBAL FOR TARIFFE8 AND ExcISE TAXES Ti1AT Woulp
REDUCE THE VOLUME oF IMPORTED CRUDE O1t, AXD FINISHED PRODUOT BY 1,000,000
BARRELS PEB DAY )

The New England Fuel Institute, an association of 1.300 independent wholesrale
and retail heating oll distributors throughout the region wishes to state its
positive position and program presented in rebuttal of the President’s proposed

1 The New England Fuel Institute Position Paper is attached to this statement.
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tarift and excise tax approach to the problem of reducing the volume of imported
crude oil and refined products.

The New England Fuel lnstitute has argued strongly against the proposed
tariff and excise tax program because of the inordinate economie burden that
will be placed upon New England consumers of oil, gas and electricity. The
Institute wishes to state that it is unalterably opposed to any excise taxes
on domestic petrolenm products, further, it is adamantly opposed to any tariff
on imported crude oil, imported residual oil, imported heating oil and other
hmported petroleu products.

The Presldent’s proposal of a tariff of $1.20 per barrel affecting the 25,000,000
barrels of No. 2 home heating oil imported into New England cach year is
deceptive, as the program will phase out the 60¢ per barrel entitlement expected
for January, and will further eliminate the full incremental value of $1.20
per barrel that the product entitlemeut would have reached in the future.
Therefore, the actual tariff of $1.20 per barrel, the loss of the present entitlement
of G0¢ per barrel, plus the loss of the full value of the entitlement for the
future, will amount to about $3.00 per barrel for the 25,000,000 barrels of
home heating ofl imported annually into New England. As a result, $75,000,000
will be added to present home heating ofl bills of New Englanders and this
substantial figure does not include the increased cost of heating ofl that will
Pe ix;rroduce.d from imported crude ofl that will bear the full $3.00 per barrel
ariff.

Further, the $3.00 per Larrel increased cost of home heating oll due to the
tariff ($1.20 per barrel), plus the loss of the present 60¢ per barrel entitlement,
plus the loss of the future full value of the entitlement, applied to the average
147,300,000 barrels of residual oll imported into New England annually, will
increase residual oil costs for the region by $442,000,000 per year. One-half of
thiz will be borne by conzumers’ electric bills after April 1st. Also, at the present
time, NEFI is very strongly opposed to the decontrol of the price of domestically
produced “old” crude oll.

This Institute strongly supports the erection of at least two refineries in
New England and favors the immediate commencement of East Coast off-shore
drilling as soon as possible, Further, regulations of the Environmental Pro-
tection Administration must be suspended during this time of crisis in a prompt
and efficient manner that will prevent New England from suffering undue eco-
nomic hardship.

After lengthy consideration, the Institute proposes a five point program which
will reduce consumption by 1,615,000 b/d during its first year of operation,
rather than the 1,000,000 barrels per day that the President’s program now
projects. Further, the NEFI plan will achieve this reduction in Imports at a
minimum cost to the New England economy. Since foreign oil prices are higher
than domestie, every barrel of reduction in domestic consumption will result
in a corresponding reduction in import volume. Therefore, ihe NKFI proposal
will achieve a 1.8 million barrel per day reduction rather than the one million
proposed by the President. In fact, this Institute doubts that the President’s
proposals will result in the projected one million barrel reduction. It will be
considerably less.

It is the firm opinion of this Association that the use of taxes and tariffs to
reduce consumption i8 inequitable and unjust, and completely unfair to lower
g?dln:lddle income groups. It is rationing Ly economic hardship despite any

sclaimers. -

Ag the President already has the power to allocate oll under the authority
granted him by the Mandatory Allocation Act passed in November, 1974, there
i8 no reason that the present policy of economic confiscation of a large portion
of New England’s inconte through an inequitable imposition of tariffs at the
present time, should continue.

In place of the Administration’s plan, the New England Fuel Institute pro-
pl?sel? thfdfollowlng program be adopted by the Congress and/or implemented by-
the President : -
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Borrels per doy

1. An immediate prohibition on the importation of gasoline. (Gasoline

fmporters to be nasigned domestic suppliers with an adjusted base

perlod to be 1972). This will result in an approximate reduction

of imports of._... memmmeemeessasesmmeemeemmee——————— 163, 000
2. A mandatory 55 mile per hour speed limit with penalties such as

twvo warnings and then loss of license. This to be instituted on

Federal and State Highways as well as at the county, city and

town levels. This will result in an approximate reduction of im-

POTt8 Of oo cccmmecccccccemcccerccmoee———ceme———————— 100, 000
8. An immediate mandatory reduction of prime suppliers’ allocation

fraction by 10% to a maximum reduction of 90% on gasoline, dis-

tillate and residual olls, with 1972 as the adjusted base period

year for gasoline and distillate, and 1978 for residual ofl, This

will result in an approximate reduction of fmports of...c..... 700, 000
4. Equal treatment on mandatory reduction of consumption for nat-

ural gas and electrie users. This reduction by electric users will

result in an import reduction oOf. oo e 250, 000
5. In opposition to gasoline rationing, New England Fuel Institute

instead supports a maximum 10¢ per gallon tax on gasoline. This

tax could be refunded to low and middle Income taxpayers. This

will result in an import reduction Of oo caeaaeeen 400, 000

Total reduction..ceaacac.. cememeemecasmescanemecameene ~ew-= 1, 013, 000

STATEMENT OF EpwWARD FALCK, ENERGY CONSULTANT AND FORMER DIRECTOR,
OFFICE OF WAR UTILITIES, WAR PRODUCTION BOARD

I belleve that the President’s proposed tariff on oil imports and proposed ex-
cise tax on domestic ofl and gas should be rejected by the Congress. )

As has been stated very well by distinguished Senators and other witnesses in
these proceedings, President Ford's tariff and tax proposals are (1) regressive,
(2) inflationary, and (8) a blow to our already depressed economy. I would
like to add a fourth point, namely that this tariff and excise tax program is
entirely negative—it does nothing to stimulate exploration, development and
production of additlonal energy resources.

What are the alternatives?

If indeed it I8 necessary to cut Imports for reasons of foreign policy and
military security, then we should impose volumetric quotas on the importation
of crude oil and petroleum products. Such a quota system would achieve the
brecise quantitative reduction required without imposing an unnecessary eco-
nomie burden on the entire energy consuming publiec.

I agree that consideration should be given to a relatively small Federal tax on
gasoline subject to future gradual escalation. Federal revenues derived from any
such fuel tax should be plowed back into assisting development of both tradi-
tlonal and non-traditional new energy resources.

I am wholly in accord with the philosophy expressed by Chairman Long during
the hearing on February 10 when he said in his opinion the revenue that may be
raised by the Government from energy taxes should be directed toward produe-
ing more energy and to providing adequate capital for new mines and opening up
new sources of energy from shale, coal, atomic, solar or anything else. Senator
Long also made an impressive point when he stated we should be able to do the
necessary job in two years rather than 10. We have good. hard practical experi-
ence to support the assumptions and philosophy of Senator Long's position.
During World War II, when the Congress gave the President the necessary war
powers which he in turn delegated to the War Production Board and the Petro-
lenm Administration for War, this country was able within three or four years
to create and complete the Manhattan Project for the manufacture of the compo-
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nents needed to make the first atom-bomb; constructed a brand new synthetic
rubber industry to replace the raw rubber supplies that had been cut off; con-
structed the Alcan lighway to Alaska; completed both the Blg Inch and the
Little Inch ofl pipelines; and produced unprecedented numbers of war planes,
ships, tanks, guns, munitions and communications equipment. This entire pro-
gram was carried out with the cooperation of experienced industrial and business
cxecutives, engineers, sclentists and Government administrators working to-
gether for a common cause. The operations of the War Production Board were
always under the survelllance of a watchdog Senate Committee—the celebrated
Truman Committee.

There I8 no practical reagon why this country cannot do as well today in coping
with the energy shortage. In order to accelerate the schedule, it may be desirable
for Congrees to conslder establishing a new agency similar to the War Produc-
tion Board with broad planning and coordinating responsibilities including the
legal authority to schedule production of equipment and the authority to break
bottlenecks that are interfering with the progress of any authorized energy proj-
ect or program. Such an agency shonld be able to issue necessary directives to
other Government departments that may be delaying the commencement of any
new energy project. While such an agency would, of course, be & part of the
Executive Department, it should be subject to cloge supervision of a Joint Com-
mittee of the Senate and House of Representatives,

I recommend this concept as an affirmative and positive alternative to take the
place of the President’s tariff and tax proposals.

NATIONAL RETIRED TEACHERS ASBOCIATION AND THE
AMERIOCAN ASBOCIATION OF RETIRED PRRBONS,
Fedruary 7, 1975,
Mr, MIicHAEL STERN,
Chicf Counsel, Committee on Finanoe, U.8. Senate,
Washington, D.C.

DEAR Ma. STERN : On behalf of the 8-million members of our affitinted organiza-
tions, I wish to submit for inclusion in the record of the February 7th and 10th
hearings on Administration’s energy program a copy of the enclosed statement.

As advocates of the aged, our Associations cannot ignore what 18 currently
happening to the economy nor what can be expected to happen if the Administra-.
tion’s program is lmplemented.

It is our conclusion that the consequences of the Administration's tarift, excise
taxes, and “new” natural gas and *‘old” domestic oll deregulation package would
he: accelerated inflation, continued recession, increased portions of consumer
bhudget devoted to energy, another massive.shift of wealth from the consumers to
the energy industry and permanent euergy prices wholly unjustifiable by the
supply response,

In our view, inflation-recession is the moat serious threat to the income security
of the poor and fixed income at the present time and is seriously jeopardising
the financial integrity of the income maintenance structure on which millions of
them are dependent. It is clear that the extortionately high prices artificially
establizhed for oll, both at home and abroad, have been responsible for much of
the current situation; the Administration’s program will substantially aggravate
that situation and will distribute disproportionately its adverse consequences
amotng the poer and the aged—the very groups who have already suffered the
mos .

Sincerely,
Perer W, Huonrs,
Leglslative Representative,

STATEMENT OF THE NATIONAL RETIRED TEACHERS ASBOCIATION AND THE AMERICAN
A880CIATION OF RETIRED PERSONS ONX H.R., 1767 AND THE ADMINISTRATION'S
ENERoY-Tax RELIEF-BUDGETARY PROPOSALS

As advocates for the aged, our Associatlons cannnt ignore what is enrrently
happening in the economy nor what can be expected to happen 1f the Adminis-
tration's energy. tax rellef and budgetary programs are Implemented. The Inter-
ests of the aged cannot be separated from the interests of the population as a
whole, nar can the systems upon which the aged are ro dependent for a sub.
stantial portion of their income security he constdered out of the context of the
performance of the economy in which they exist,
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Iet it be understood at the outset—inflation-recession 18 the most serious threat
to the income security of the poor and the fixed-income aged at the present time
and is seriously jeopardizing the financial integrity of the income maintenance
structure on which millions of them are dependent. let it also be understood—
the extortionately high prices artificlally established for oil, both at home and
abroad, are responsible for much of this current situation.

It is our conclusion that the Administration’s program (including the tariff,
excise tax, “new” natural gas and *“old oil deregulation, tax relief and budg-
etary cutbacks) will substantially aggravate that situation and will distribute
disproportionately its adverse consequences among the poor and the aged—the
very groups that have already suffered the most. We are therefore opposed to
the tariff, recently imposed by Executive proclamation on forelgn imported crude
oll and derivative products. We are in favor-¢f the enactment of H.R. 1707, the
bill to negate the preemptory action taken by the President on January 23rd and
to provide the Congress with a reasonable period of time within which to develop
an energy demand reduction policy that will be the product of full and free dis-
cussion and careful deliberation, and will reflect a truly natlonal consensus, _

A. INFLATION-RECESSION AND THE AGED INDIVIDUALS

For the poor and fixed-income aged, the combination of inflation, recession, and
unemploymment during 1974 was catastrophic. With less purchasing power to
begin with, it was these groups that suffered the most from inflation. While the
magnitude of their dollar income decline may not have been as great as that
of other groups, the decline was from a level that was, at best, marginally ade-
quate, We are not suggesting that all the aged are poor. We wish to point out,
however, that older family units now tend to be concentrated more in the lower
and less in the upper extreme of the national income distribution.' Although re-
cent increases in OASDI benefits have reduced the number of the aged in the
poverty class to under 3.7 million, the incidence of poverty and low Income {8
still substantial. Because of the higher rates of inflation with respect to neces-
saries such as food * and housing, on which the poor and fixed-income aged tend
to spend far higher portions of their total income,® they suffered a relatively
greater loss of purchasing power than other groups in 1974,

The impact of the recession has rendered even more difficult, If not impossi-
ble, any moderation of the impact of inflation through increased income from
active employment. Even In the best of times, the aged encounter a formidable
combination of barriers to employment.* With an increasing number of workers
competing for a diminishing number of jobs, the employment alternative, as a
mear:? of sustaining purchasing power, is for the most of the aged, out of the
question,

B. INFLATION-RECESSION AND THE INCOME MAINTENANCE SYSTEMS

If our Associations are concerned with the impact of inflation-recession on the
aged individual, we are equally concerned about ita fmpact upon the financial
viabllity of the income maintenance programs upon which the aged are so depend-
ent.’ With the trust funds sufficient to continue benefit payments for only nine
months In the absence of a continuing influx of payroll and self-employment tax
revenues, and with social security cash benefit levels subject to automatic in-
creases that are directly related to the cost of living, performance of the economy
is indeed important.

Workers who are unemployed are not paying soclal security taxes. High rates
of inflation trigger automatic benefit increases which, in turn, must be financed
by contributions from a diminishing number of active workers. Such clrcum-
stances cannot fail to aggravate the three percent, long-range deficit that is al-
ready projected for the system.*

Since the projections of the revenue needs are based on assumptions that are
dynamie with respect to demographic changes and future rates of inflation, our

1 Ree Table I {n the Append! . -

3 The Joint Economie Committee reported that food price inflation in the past 18 months
WOrRer, (10t Faonomie Commitees.  Achior s Prioe Riohiih {0 (DAt of the average urban
s . y ! omic Gro
. Rept. No. 95-0000, 084 Cog., 5 Sees.) (Boe. 23, 1074) [Herelostor reforicd 1o ey,

+Bee Table T In the Appendix.

¢ The combinativn includes: labor union restrictions, mandatory -retirement policies and
the soclal security rotirement test,

§ See Table IIT in the Appendix,

¢ See Table 1V in the Appendix,

47-048—78——32
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Assoclations are concerned when we discover that those assumptions may be
dangerously understated. We have been advised that the difference in projected
cost to the system as & result of a four rather than a three percent assumed
long-term rate of inflation is in the area of 40 percent. The future of the social
security system (or of any other primary retirement system) is critically depend-
ent upon the maintenance of a reasonably low rate of inflation and a reasonable
high rate of employment.

Our Associations cannot remain silent while the Administration proposes and
proceeds to implement a program that will destabllize the economy further and
aggravate, over the long term, the economic problems of our constituency.

O, MACRO AND MICRO ECONOMIO EFFECTS OF HIOHER ENERGY PRICES

According to the Joint Economic Committee, about one-fourth to one-third of
the total 12.2 percent Increase in consumer prices in 1974 was attributable to
higher energy prices.” Although this coincides with concluslons of the Congres-
sional Research Service, the O.R.S. also found that the “ripple effects” emanat-
ing trom these primary price increases could bave caused 35 to 50 percent of
1974's inflation.’

Certainly, our Assoclations have no doubt that soaring energy prices have
reculted In an enormous transfer of purchasing power from consumers to
domestic and foreign energy producers and have left the domestic consumer
with substantially reduced real disposable income.'” We therefore agree with
the general consensus that, in order to reduce our reliance upon foreign imported
crude ofl, and our vulnerability to international trade disruptions, a comprehen-
sive energy policy must be formulated that will reduce demand for energy,
. promote conservation and stabilization of energy prices, and still provide the
incentives necessary to encourage the efficlent development of the vast energy
potential of thé United States.

With these objectives, the Administration’s energy program is supposedly in
accord. Our Associations expect, however, that the actual consequences of the
proposed program would be: accelerated inflation, continued recession, increased
portions of consumer budgets devoted to energy, another massive shift of wealth
from consumers to the energy industry, and permanent energy prices at levels
wholly unjustified by the supply response. Moreover, as we shall indicate
bLelow, we feel the Administration’s program is founded upon premises wholly
at varlance with the evidence with respect to the oil-natural gas industries.

Since mid-19783, prices for gasoline, home heating ofl, and residual fuel oll have
{ncreased by 87, 68 and 143 percent respectively.” If the Administration's entire
energy package were implemented, a 77 percent increase in overall fuel costs by
next heating season Is expected to occur.?

The Administration’s estimates of the direct and indirect impact of its
proposed energy program on average family expenditures range from $275 to
$345. The Increased fuel expenditure impacts in terms of dollars and percentages
of total income for the poor and the lower, upper-middle, and high income result-
ing from the program are estimated to be $82 (8.8 percent), $129 (1.6 percent),
$189 (1.3 percent) and $228 (.0 percent) respectively. The direct and indirect
impact of the proposed program is expected to produce a 2 percent increase in
the Consumer Price Index over what would have otherwise obtalned.

The Congressional Research Service, on the other hand, estimates that the
increased energy costs for the poor and the lower, upper-middle, and high
income, would be $341, $530, $604, and $1,017 respectively or an average cost
for a family unit of $720, taking into account both direct and indirect cost
fncreases. Moreover, the CRS concluded that these measures could increase
the 1976 estimated rate of inflation of 6 to 7 percent to 9 or 10 percent—even
before considering the “ripple effects.” ™ If these indirect effects are included,
double-digit inflation is likely to continue.

v J, Eco. Coh., 984 Cong., 2d Sess. 104 (1074).

8 See Lawrence Kumine, Cong. Research Service, Library of Conm “Administration’
Energy Tax Proposals and Related Measures,” 2 (hnuuy 28, 1075) (Herelnafter refe
to .Iltd RS Rept.)

1 See Table V in the Appendix.

11 Washington Post. January 19, %915. -2, Col. 8.
1 Ene January 20, 1978, vol. 8, no. 8, at 1,

B C.R8. Rept. 8. —-
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©. THE IMPAOT OF THE TAX RELIEF PROPOSALS ON THE POOR AND FIXED INCOME AGED

While we have commented separately with respect to the energy proposals,
our Associatfons recognize that the Administration’s tax relief and $30 payment
proposals are an integral part of the same package, According to Administration
estimates, the tax rebate will offget the average increase in direct energy costs
of the poor and the upper middle income families, and significantly offset the
costs of the lower middle-income group.

Since the tax relief program lacks a negative income tax aspect (availabil.
ity of the intended tax relief is conditioned solely upon the presence of income
tax lability), the poor and the non-poor living on non-taxable income can
-expect to receive the $80 &gayment but no tax relief.

ince only 4.5 of the million returns filed by the aged in 1071 (the last
year for which comprehensive statistics are available) were taxable returns,
only about 5.8 mlllion persons (66834 of 8.7 million) had some federal tax lla-
bility.”* It should be clear that the aged who are taxpayers are a distinct
minority within their own age group and a very small minority within the
total population; they can expect to receive a disproportionately small share
of the intended tax relief.

In evuluatinf the merits of any proposed tax relief mechanisms, our Asso-
clations will obj
solely on tax liability. We will also object to any mechanism which dispropor-
tionately benefits those in higher income tax brackets.

With respect to our first criterion, we fully appreciate the policy significance
of n tax relief mechanism that is in the nature of a negative income tax, How-
ever, it 18 the poor and the fixed income aged who hnve suffered the most through
inflation. Moreover, since the purpose of tax relief is to stimulate demand and
create jobs, the relief dollars should be placed in the hands of those most
lkely to spend them—the poor and the aged. This could not readily and effi-
clently be done in the absence of such negative tax devices.!

With respect to our second criterion, we wish to point out that a tax benefit
distribution of the Administration’s tax rebate proposal would probably benefit
more t:'ﬂ“ in higher income tax brackets and could not therefore have out
support.

Considering both the energy and tax-relief aspects of the Administration's
package, we believe that the results will be with respect to the poor and many
of the fixed-income aged, higher prices and no tax relief. While for some popula-
tion groups, the program would mean a “taking” with one hand and a “giving”
wl‘t:n Itllxlle ot'her. for much of our constituency, the program would simply mean
K/ “talking.'

E. THE FIVE PERCENT COST-OF-LIVING LIMITATION

Perhaps the consequences of the Administration's program would be less
severe with respect to the poor and fixed income aged if the Administration
were willing to allow the automatic cost-of-living- adjustment features of the
primary retirement and welfare systems to operate in their statutorily pre-

14 See Table VI in the Appendix.

13 Derived from tables 1X & X in Appendix.

» Certal:gy ‘f, would be possible to channel increased income to some of the poor and fixed
income aged who have no federal tax liability through exlsunxg programs such as Ald to
Families with Dependent Children and Supplemental Security Income. But these ?mgnml
do not reach all of the poor nor do they reach all of the aged who are not ¢ but have no
tax liabmtg. Indeed the Supt»lementol Security Income program is, according to the Joint
Economic Committee, presen l‘v grovldlng beunefits to less than one-fourth of the estimated
1.2 million potentially elirlble ndividuals,

Although our Associations have consistently urged welfare reform énking into account
what has already been done with reapect to the substitution of the SSI pro for the
former federal-state adult assistance roxumlz, we cannot realistically ex comprehen.
sive welfare reform, despite the need therefore, to be achieved in time to enable the a; and
non-aged r to benefit from the proposed tax relief. Since these groups cannot fully
reached if relief is eontln;'nnt solely upon llability we recommend a mechanism to provid

th permanent tax reliet to taxpayers who have, in the absence of such relief, federa
fncome tax liabllity, and temporary rellef to persons who would have no llability, The tem.
porary period should be suficient to provide the Congress ample time within which to deter-
mine upon the comprehensive program of welfare reform that would coordinate the ‘‘aceds”
‘programn with the federal income tax system and with the primary retirement systems such
as OASDI, railroad retirement and civil service.

17 8ee Col. B of Tabdle XI in the Aggondlx. he referred amounts for different income cate-
:{oﬂu projected as percentages of “ndjusted gross income'” tend to support the dispropor-
lonate distribution we expec

ect to & mechanism that conditions the avallability of relief.
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scribed manner. However, as an additional feature of its economic-energy
package, the Administration has proposed the imposition of an absolute five-
percent limitation for one year on cost-of-living increases otherwise applicable
with respect to these programs.'*

Our Associations reiterate what we said at the White House Inflation Sum.
mit last autumn: “We will vigorously oppose any reduction in benefit payments
from, or any delays in scheduled cost-of-living increases under, income mainte-
nance programs such as OASDI and SSI.”

¥. RATIONALE FOR THE ADMINISTRATION'S ENERGY PROPOSALS

Not only are we opposed to the structure of the Administration’s program,
but we are unpersuaded by the rationale for it. While our Associations believe

- that it is important to provide the price and profit incentives necessary to.

expand domestic production of oll and gas, we also believe that excessive con-
centrations of market power in these interrelated industries may produce
high prices and profits without any reasonable supply response unless policles
designed to restore workable competition to these industries are undertaken
siinultaneously.

With imported, “new” domestic and “old” domestic oil selling in the market-
place at about $12, $11, and $5.25 per barrel respectively, and with oil industry
profits at record levels, we do not belleve that immediate higher prices are
Justified or necessary as a stimulus to increase domestic production. More-
over, with constraints in the capital goods markets, higherpricestordomestic

. over, with constraints in the capital goods markets, higher prices for domestic

oll will add nothing to the supply incentive but will add to inflationary pressures
within the economy.

With respect to natural gas, our Assoclations have already expressed our
support for the Natural Gas Production and Conservation Act. We feel that
it will provide adequate price incentives to eliclt the natural gas supply incre.
ments necessary to eliminate the current shortage while simultaneously con-
tinuing price celling regulation to prevent oligopolistic pricing practices.

In order to promote competition, facilitate entry into the oil and gas market
and thereby increase domestic production to ultimately moderate the current
high prices of domestic fuel, our Associations have expressed support for legis-
lation to break up the vertical integration existing in these industrles and pre-
vent control over multiple energy energy. Concomitantly, we have urged the
-establishment of an independent publi¢ corporation to explore for and develop
oll and natural gas reserves in the federal domain in order to stimulate compe-
tition and provide a much-needed yardstick with which to measure profits, costs,
and production techniques. Furthermore, we believe that it will be necessary for
the Department of the Interior to substitute a “royaity bidding"” policy for its
present “bonus leasing” procedures which tends to preclude entry into the federal
-offshore production areas by small producers. Finally, the Congress must pro-
hibit the practice of extending off shore leases beyond five years after original
leo}sicigles without requiring production and assure that forfeiture is strictly
enfo .

It is the fallure of higher prices for domestic oil and gas to elicit a reasonable
supply response that indicates to us an absence of workable competition and
-excessive market power in the hands of a few corporate entities. In A market
dominated by a few producers, where cooperation rather than competition pre-
vails, the principles that aperate in competitive markets do not apply. In an
-ofl-gas oligopoly, higher prices for gas are likely to be used to Jjustify even
higher prices for oll, coal, and other energy products—thus accelerating the
-current inflation and generating precisely those disastrous consequences for the
poor and fixed-income aged that our Associations seek to avoid.

Producers and the Administration seem to agree that the artificial prices
-estahlished for OPEC of! should he used ag the basis for new natural gas and
-old domesHe oll prices. Since it is the cost of finding, developing. and producing
gas and ofl that should be determinative of fleld prices, this argument is further
‘{ndication of industry non-competitiveness, It i the cost of production (plus the
going rate of return) that is the basis for a competitive supnly price.

The higher energy prices that the Administration i{s seeking would restrain
demand. but would not likely be driven back down over the long run because of
the snbatantial barriers to energv market entry. Extra high prices and profits
wonld likely continue with no reasonable supply response,

18 See Table XII In the Appendix for the programs to which the limitation would apply.
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Our Assoclations urge that in considering policies designed to reduce energy
demand and increase domestic energy supply, the Congress reject the Adminis-
tration’s proposed program and the false assumptions upon which it s founded
and proceed to develop a comprehensive program of its own,

G. A REABONABLE POLICY TO REDUCE ENEROY DEMAND

In order to decrease the domestic demand for foreign imported petroleum and
retined ofl products, the prices for which are administered (set without reference
to world supply and demand) by the OPEC nations, our Associations have ex-
amined six basic policy options: (1) import tariffs on oil and oil derivatives;
(2) import quotas; (8) a mandatory allocation system for ofl produects; (4)
removal of domestic price controls from *“old” oil; (5) taxes on gasoline and
automobiles; and (68) gasoline rationing,

We have concluded that a reasonable policy response to excess reliance on
artificially priced foreign petroleumn tmports should include: (1) a phased-in,
graduated excise tax on new and used automobiles and pleasure eraft (based on
vehicle weight and horsepower) ; (2) a white market gasoline rationing system
or a rebatable gasoline tax; (38) a stand-by, mandatory fuel allocation scheme;
and (4) if necessary, an import quota.

1. Policy options with dircct consumer {mpact

Since the automobile accounts for over 50 percent of fuel consumption in the
transportation sector, which itself consumes 25 percent of all energy, a reduction
fn gasoline consumption (where demand is relatively more elastic) would do more
to reduce petroleum consumption, and would do it with less consumer and eco-
nomfic hardship, than reduction in the consumption of any other petroleum prod-
uct. We therefore support the following combination, -

First, we urge the imposition of a steeply-graduated gxcise tax on automobiles
(including used automobiles) and pleasure craft on a basis of weight and horse.
power in excess of minimum prescribed levels. We believe that vehicle engine
eficlency must be monitored and that mileage standards must be prescribed for
new automobiles until they reach, by 1980, a required minimum average of 25
miles per gallon on the range of automobiles offered for sale by a manufacturer.
It the cholce 18 between less size, comfort and “extras” in the antomobile or less
heat in the home, our Associations would prefer the former, The longer a shift
to fuel-efficlent automobiles is delayed, the more difficult will be the task of’
managing future fuel shortages.

Second, our Associations would be prepared to support efther a white:market
gasoline rationing program or a properly-designed gasoline tax with redistribu-
tion of revenues. While we prefer the former, we recognize that they both can
be made to be equally equitable,

A stmple, across-the-board distribution of rebates from the tax or of coupons
under the rationing program to all adult persons seems to us to be the only fair
approaches,

While we believe that a rebatable gasoline tax or a white-market gasoline ra--
tioning program is clearly preferable to less direct forms of demand reduction
(although a mandatory allocation scheme must be devised and kept on a stand-
by basis for use In case of an emergency) we agree that either of these policy
options could be used In combination with an import quota. If the direct options
are not enough, such a quota shiould be added.

2. Mandatory fucl allocation

Our Associations believe that a stand-by, mandatory fuel altocation program
must be established in order to deal with any emergency shortage of petroleum
and petroleum products. The goal of such a system is, of course, to distribute-

-resources geographically and among varlous sectors of the economy in order to

{nsure that all share the shortage in a reasonably equitable manner. While we-
believe that such an allocation system must always be ready, we also believe that
to the-extent that other conservation options work, an oil allocation system will
not be needed. If oi! demand can be reduced by taxes or rationing, no shortages
need develop; the traditional supply and demand distribution of the market
would be entirely adequate. However, should an oil embargo precipitously cut
oil imports, a stand-by allocation program is necessary to distribute resources:
until other tax and/or rationing policles can be established.

8. An import quota

With respect to an import quota, which would restrict the amount, elther in
quantitative or monetary units which may be imported, the result of such a quota:
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aratem would, standing alone, mean an increase in domestic energy prices to that
level where domestic supply and demand balance, given the fixed quantity of im-
ports. The presence of price cellings with respect to some domestic oil could cause
shortages such as occurred durlug the winter of 1073-74 or require allocation of
petroleum products.

To us, it seems that an import quota can only be a sensible policy aption when
combined with some other energy-conserving policy option such as a-rebatable
gasoline tax or a gasoline-rationing scheme. However, a quota on imported oll is
a good way to guarantee that energy saving is realized In termms of decreased
domestic production.

4. Other considerations

In selecting a policy option or a combination of options, the Congress must take
into account a number of moderating factors. First, in considering a desired level
of reduction in imports of foreign petroleum and petroleum products, the Con-
gress should take into account the impact of any such reduction on the available
supply of fuel and the rates of inflation and unemployment. -

Second, it must also consider the impact of any excise tax on automobiles and’
any rebatable gasoline tax or ratloning scheme on the depressed condition of the:
automotive industry. It might be desirable to phase-in such taxes and/or ration-
ing system over a period of time during which stimulative fiscal and monétary
policies could take effect and revive the depressed automobile industry.

Third, regulations with respect to any fuel allocation or ratloning system, if
instituted, must be sufficlently flexible to permit consideration for the needs of’
the aged and the poor and to provide walvers in circumstances where health
and special needs require. (Regulations should clearly spell out & simple.proce-
dure whereby persons in voluntary organizations with special needs can apply
for increased allocatlons or rations of fuel, with reasonable appeals procedure.)

In order to further perfect the energy demand reduction program, our organi-
zations believe it desirable to prepare and promulgate thermal eficlency stand.
ards for new buildings and structures renovated with the nssistance of federal
funds or loan guarantees. We also believe that the Department of Housing and
Urban Development should be authorized to provide low-cost loans for housing
insulation and that the Department should develop special energy conserving de-
signs for HUD-assisted housing.

Finally, we believe that the energy efficiency of home appliances should be-
monitored and that these appliances should be labeled accordingly.

H. CONCLUBION

In conclusion, our estimates of the Administration's energy, tax relief and'
budgetary proposals are as follows,

First, the energy proposals will mean substantially higher prices for fuel
which will result in a substantial increase in direct consumer costs. The hurden
of these Increased costs will devolve disproportionately on the poor and fixed-in-
come aged. Second, higher prices for fuel will percolate through the economy and’
accelerate the 1975 projected rate of inflation and virtually assure a repetition
of the double-digit inflation experienced last year. Third, the Administration’s tax
lx:gjenf)opx'oposals would benefit, not the poor and fixed-income aged, but highet:

groups,

Finally, the proposed B percent limitation on cost-of-living adjnstments in the-
primary retirement and welfare systems would reinforce the increasingly des-
perate situation of our constituency.

The poor and fixed-income aged have suffered a great deal from the inflation.
recession experienced during 1974. The income maintenance systems upon which
they depend for a substantial portion of thelr income are threatened by this:
combination. The ‘Administration’s program will aggravate their situation and
the situation of those systems. Last year's hardships for these consumer groups:
will be exacerbated.

In the glant shell game that is the Administration's energy, tax-relief and
budgetary proposals, the poor and the fixed-income aged will be very hig losers,
Our Associations therefore urge the Congress to reject these proposals, to take-
the initiative in developing a com;rrehenslve economic and energy program that
takes into account the interests of all population groups. and to enact that pro-
gram even over the flurry of Execative Branch vetoes that must be anticipated._
In these efforta, Congress will have the alde and counsel of our Assoclations.and
the nearly 8 million persons they represent.



TABLE L—FIFTHS OF FAMILIES RANKED BY SIZE OF MONEY INCOME BY AGE, 1952, 1962, AND 1972
FAMILY INCOME

Age of head Totst Lowest fifth 2d fifth 3d fifth 4th fifth Highest Grth o Top 5 percent
m';nrs total 1952 1962 1972 1952 1962 1972 1952 1962 1972 1952 1962 1972 1952 1962 1972 1952 1962 1972 195 1962 1972
n rs
To& 1000 1000 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
14t0 24 8.0 85 12.4 6.0 6.0 7.5 3.7 3.4 3.3 1.3 0.9 1.6 0.3 0.5
25t 34 2.1 219 237 285 263 27.7 287 24 45 197 127 168 9.2 7.3 9.4
3Stodd 22 208 160 252 20 2.0 284 308 243 27.7 2.3 256 4.8 2.7 2.5
45 to 54. 1720 17.3 4.9 186 189 194 210 228 258 2.5 309 3.7 2.7 331 36.3
22!064.." 140 144 153 129 147 164 119 147 160 17.0 19.0 1384 252 2.2 2.6
s 3
om ....... 13. 14, 3 . . 8 127 1.1 11.6 7.8 80 7.9 6.4 5.9 5.6 7.9 7.2 $.9 109 1.2 6.8,
)

0.6 ;? u. ‘%. Bureau of the Census, Current Population Reports, Series P-60, No. 90, “Money lneom in 1972 of Families and Persons in the United States,”” U.S. Government Printing Offics, Washington,
p. 4.

6.1
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The Consumer Price Index makes no distinction among subgroups, assum-
ing that all consumers, rich and poor, consume the same market basket of
goods and services. This i8 obviously not the case, for the rich by choice spend
a higher proportion of their income on luxurles, while the poor have no cholce
but to spend a higher proportion of thelr income on such necessities as food
and shelter. In order to assess the impact of inflation on such dissimilar groups
of consumers, it is necessary to develop price indices based on the different
market baskets that are consumed.

Such market baskets were developed in R. G. Hollister and J. L. Palmer's
analysis of “The Impact of Inflation on the Poor.” They created market baskets
for both rich and poor families from the 1960-61 Survey of Consumer Expendi-
tures, which in turn were used to fashion both a Poor-Person’s Price Index
(PPI), and a Rich-Person’s Price Index (RI’I), that approximate the true price
indices for these different groups. These market baskets are split into eight major
categories, with the importance of each category to the rich and poor consumers
identified in the following Table.

TABLE |1.1-WEIGHTS OF MAJOR CATEGORY EXPENDITURES

Poor persons’  Rich persons®
index

item index
Food........... Ceteesecemacasesatesassccascntenenenamcenenaneennnaennanaens e 0.349 01219
BOUSING. .o e eeiiiciicecieiceeeeeeersecaneerreasoansnacnsssenseeasncesnnnannnn .356 .218
ADDATEl .. . oo etieiaiieiuriicrensanacancsnnccaneannennasasssncseasnacnsananannnnn .078 118
TeanSPOTtatION. . . .o oeeirieieierceeereerennccccseonroscesaseomercnaconsonnannnne .051 . 160
Medical care? e .058 . 062
Personal care. .. 033 027
Recreation. ... - 34 .07
L T L LTI IS I .041 .059
1), Eco. Com., “Infiation and the Consumer in 1973, 93d Cong., 2d sess. 34-35 (1974).
3 For the ueJ, the weight for medical care would generally be higher.
TABLE 111.1—SHARES OF AGGREGATE INCOME
Social Private Public Asset

Income security  Earnings  pensions  pensions income Other

MARRIED MEN AND THEIR WIVES, 1970
82 8 1 1 4 3
69 16 2 2 6 5
57 21 7 3 8 4
48 2 12 6 9 4
40 25 4 6 10 4
k! ] 27 17 6 12 $
Fa) 7 18 8 13 4
25 31 17 - 10 13 4
23 33 18 8 14 4
17 39 15 7 16 s

NON MARRIED MEN, 1970 N
$500 1081499, ... cunnnnnennannns n 0. 005 4 10
1,500 10 $2,499.......cccameeeennnnne 62 ] 3 6 12
32,500 20 $3,499....ccccnnnnnaen 3 1 10 9 11
33,500 to $4,499..... ...t 3 18 19 [ 9 8
}4,500 to $5,499...... ceesevensann voes <) 18_ 2% ¢ 12 6
NON MARRIED WOMEN, 1970 i

n € 1 4 7
62 1 4 8 8
45 2 9 8 8
35 2! 14 13 -6
3 2 " 1 17 6
23 2 12 4 4] ]

1 Soclal Security Adminjstration, Offics of Research and Stetis "Preliminary. Findings from the Su of New
Beneficiaries,"” nt;on No. 10 (June 1973). tes, e ¢ vy
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“TABLE IV, 1—ESTIMATED ACTUARIAL BALANCE? OF OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE SYSTEM
AS PERCENT OF TAXABLE PAYROLL? DYNAMIC ASSUMPTIONS ¢ '

Item . —_ OASDI DI Total
Average cost of system._ ... ... .c.iiecieincnnencenn cenecerean ceeee 11.97 1.92 13.89
.Average rate in present tax schedule. ................... cee 9.39 1.52 10.91
Actuarist balance. ................ ceceessnencenn ceveesreacranemana -2.58 —. 40 -2.98

¥ 1974 Trustes Report on OASD), H.R. Doc. No. 313, 93d Cong., 2d sess. (1974).
1 As measured over the 75-year period, 1974-2048. . »
3 Payroll is adjusted to take into account the lower contribution rates on self-employment income, on tips, and on multi-
‘ple-smployer *‘excess wages’’ as compared with the combined employer-employes rate.
4 See text for a description of the assumptions.

As the following table shows, the decline in real disposable income during the
current recession is almost twice as large as that which occurred during any
other post-war recession.

TABLE V.I—CHANGES IN INCOME AND TAX BURDENS DURING POSTWAR RECESSIONS

Taxes 33 a percent of personal income

Percent
decline Inctuding Government Excluding Government
d.ln mll transfer payments transfer payments
isposs
Recession years Income 8 Peak Trough Peak Trough
1484, s ~1.9 10.4 9.5 11.0 ¢ 101
195354 e . -7 14.2 13.2 14.9 14,0
1957-58. ... eceiccrcennanaen -1.3 13.8 13.4 4.7 14.4
960-61.....ccnnnneerineannnanae. . -7 14,6 1.5 15.7 15.8
19%69-70......... erescemnscsncssecasen -.8 18.1 16.9 19.8 18.8
1973-M..ceee ... ceeerenncen 3.1 17.8 18.4 - 19.9 20.8

1Source: Bureau of Economic Analysis, Department of Commerce, t
? Percent changes based on those quarters during which pesk and trough months occurred, as defined by the National
Bureau of Economic Research,

TABLE VI.—CURRENT ENERGY COSTS WITHOUT THE PRESIDENT'S PROGRAM ¢

Lower Upper
m:oor . middie . middle .v::::-ou
[} vers vors
2,500 SO0 §400 $24.9%
Gasoline...... ceecessncarenasscas ceenes cesccsnases . 140 9 4 736
Heatingoll...counnneeieicnrciecccaccnanaanees e s 65 ? “gs ¥ 83
Notural ges..cveeennnnna.... seesscssssasancassarane . 91 108 117 140
Eloctricity.eoeeeceencncnencnnas emeececacsannan fenn 160 203 259 31
ceeesesccesasanasanessanancanen ceeesscocsnnns . i6 1 1 1
Total cescasereteensecscan 413 742 1,085 1,254
Percent of average income....eceuaeencnnnnn.... 18.9 . 9.3 7.8 53
¥ Source: WCMS Survey for 1372-73, adjusted for price increasss to September 1974, .-
TABLE VII.--ENERGY COSTS WITH PRESIDENT'S PROGRAM !
Lower Upper
Poor mmlo mi%ﬁ?o Well off
Casoling. . ..ccevacninnncnnannnas cececcnsnans veenean 166 15 746 7
Heating 0il. . ocounneieinniiceeieancnacceranccnnnna. $ 83 “83 $ 83 3{
Setrei 1% M 2 %
o ".'.:'1.'22:1.. 16 16 16 16
Total. o eieiniaeenaee ceeteesasicartensnvacne 585 871 1,274 1,519
Percont of average income. ......ccceeenn... cnenenes . 22.2 10.9 9.1 2

6
} Estimated by applying percent price increases for each type of energy from table 1 to the onergy costs in tadle 3,

e
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TABLE VIIi.—NET ENERGY COSTS OF PRESIDENT'S PROGRAM

Poor Lower middle Upper middle Woell off

- +Average increase in energy costs..... cesrenasenens ceee $129 3189 L3
.Avmg‘: rebate......... u. ......................... . :g 3 53 %

Netenergy costs. . .....ceenninerecnnnraanermonnnn ... 458 560 1,021 1,56

Wercent of average income........ eecevessesascrans . 18.3 1.0 2.3 5.5

TABLE IX.—RETURNS WITH AT LEAST 1| TAXPAYER AGE 65 OR OVER: ADJUSTED GROSS INCOME, TOTAL DEDUC-
TIONS, EXEMPTIONS, TAXABLE INCOME, AND TAX ITEMS BY MARITAL STATUS, SEX, AND AGE

[All figures are estimates based on samples—dats are in thousands)

] . Number of  Adjusted gross
Marital status, age exemptions by sex of taxpayer returns income

- ) @

- All returns, total. Lo ceeiiieieiieeetieeenen. tecesesescscasescencensnnann 6,761 $55, 265, 581
e Joint returns of husbands and wives, total. .......neeneneeeeenn.. eereeanann 3,80 37,731, 364
BOth 65 OF O8I, ... \eeeeneesoreennneecnccsosocoscascsenasansnnscccaaaasas 1,909 18, 629, 417
Man 65 orover; woman under65. . ..........ccneniereinncneenoereaconecnnns 1,647 16, 178, 292
Woman 65 0r over; Man under 65, ... . ...onueeeuieiinreeiaenreacacaaannnas 291 2,923, 656

687,216

191
;28:025

99, 635
313,726
§75, 909

101,234

60,173
41,06}

15, 826,131

4,397,537
11, 428,594

TABLE X.—ALL RETURNS AND RETURNS OF TAXPAYERS AGE 65 OR OVER, 1969, 1970, AND 1971
[All figures are estimates based on samples—dala are in thousands]

Percent Percent e
chan, chang'o

Item 1969 1969- 1970 1970-7{ wm
m @) 3 () ®)
All returns, total. ........ ceeeeesecaans 75,834 -2.0 74,280 +0.4 74,576
Taxadle........ ceereceesceranses . 63,721 -6.9 89,317 +1.0 $9,916
) Nontaxabdle....... ceeccmescacasenn 12 3 +23.5 J4,962 -2.0 14,680
Returns of taxpayers age 65 or over, total. 7,181 - =37 6,913 -2.2 6,761

Taxable....... aceen 4,637 -4.0 4,452 +1.2 4,%7
Nontaxable.......... 2,54 -3.3 2,461 -8.4 2,254
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TABLE XI.—EFFECT OF THE TAX REFUND—ILLUSTRATED FOR A FAMILY OF 4

Percent of
Present Proposed Percent adju'stod
Adjusted gross income tax refund saving  gross income
000, .o cceemicacetnnenscrcasoroaracacacmsaans 12 -12.0 -0.24
e —————————— A B B
10,000, .. .ciceerneeeecseancancccmsaessaccncnncrncen 867 104 -12.0 -1.04
12,500, ceuenenerreeroracaceonceoncoonremmeseasnanes 1,261 151 -12.0 -1.21
15,000, ... .cceeienerccacecnnncnanannnencsencasnces 1,699 204 -12.0 -1.%
000, .. eeeeenacerrraancocnerenneeracasnennnnnaan 2,660 319 -12.0 -1.60
80,000, ... ceeeieeneennreataemaaaoreeasnaanenannn 1,958 955 -12.0 -2.39
50,000...cccuuieeeecncamccccmercrasncncrrecarennasa 11, 465 1,000 -8.7 ~2.00
60,000 ....ccueeecureancnnaccmcancncaaccacnennanna 15, 460 1,000 -6.5 -1.61
100,0000 7 21T TT I 33,340 1,000 -3.0 ~1.00
200,000....ccccceereecnarecanencecncnnnasnaencanana 85,620 1,000 -1.2 -.50
- TABLE XII —
Difer

- ms-?i
Programs affected Outlays Ceiling Ceiling  (with ceiling)
3

Social SOCUTItY. . .connneruuccenccrinienscnaccarasesnn - 64.5 n3 7.4 1.
Reilroad retirt:monl .................................. 3.0 - 34 3. + ;

Supplemental security InCome. . ......uee anerananens 4.7 55 5. .
Civil service and military retirement payments.......... 13.5 16.2 14, +1.4
lr‘mga‘ wvlcro Totirement. ..coconeeeenncccncnnanons 3.; 3:; N I

stam BM.cencccreacroccecnccccnnasncncns X 3 -
Chid ulumu':.?f..,. ............................... 13 1.8 R 3

oderal salaries:
MIliIY. e eeiiiaiecicriieaenrceriaciacnnan 2.2 23.1 22, -,
iVIlIBN, .o ceeeeeieeenccaccrnncncnasonccscances 35.5 389 38 +2.§
Codl miner benefits....cuceuecenrnnceercccocacseonnes 1.0 1.0 1 o
{1 ¥ (R 150.5 168.2 __  162) - +11.7
1 Less than $50,000,000,

TESTIMONY OF JOHN (. BUCKLEY, VICE PRESIDENT, NORTHEAST PETROLEUM
- INDUSTRIES, INO.

My name {8 John G, Buckley. I am a Vice President of Northeast Petroleum
Industries of Boston and a Vice President and Director of Energy Corporation
of Louisiana (ECOL) a joint-venture between Northeast Petroleum and the
Ingram Corporation of New Orleans, Louisiana. EOOI7 is presently building a
200,000 barrels daily fuel-oriented refinery on the Mississippl River about 85
miles up-river from New Orleans, I am a former Fuel Oil Chairman of the
National Oil Jobbers Council and currently on the Steering Committee of the
Fuel Committee of NOJO. I am also a member of the Utility Advisory Commit-
tee to the Federal Energy Administration, Washington, D.C. and a member of
the Emergency Petroleum Supply Committee of the National Petroleum Council.
During the past eighteen months I have visited almost all of the major oil
producing countries around the world to negotliate crude oll contracts for our
Louisiana” refinery. I have met with and have had many discussions with Oil
Ministers and other oil and financial officlals from these countries and believe
I have some understanding of their goals and aspirations at this time,

Senator Long, I would like to start by thanking you for the leadership you
have displayed on this critical matter of energy policy during the past several
weeks since President Ford .announcéd the Administration’s energy plan. Of
course, your concern in this area is one of long standing and we fndependent
companies understand and appreciate the role you have played in trying to assure
more equitable treatment from national oil policy for the independent sector of
the oil industry nationwide. Your hearings here this morning in Washington are
Just another example of your concern and continuing effort to make sure that
this nation does not pay a disproportionate price for the achievement of a ques-
tionable objective. Clearly the cost of achieving national objectives should be
.borne equally by the nation. . '
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In my statement this morning I should like to divide my comments into two
barts:

The first dealing with aspects of the Administration’s program which I believe
deserve support and implementation by appropriate action by the Congress; and
the second dealing with those parts of the Administration’s program that I
believe will be inimical to New England and to the nation as a whole.

On the positive side I strongly support the following points:

1. Development of strategic storage capacity designed to enable us to react
quickly to offset the disruptive force of any future embargo, cutoff or curtail-
ment of foreign petroleum supplies,

2. The production of oil from the Naval reserves at Elk Hill in California
and the use of sume of that oil in filling government-owned strategic storage
facilities.

8. The establishment of tougher codes of insulation coupled with tax credits
20 promote residential and commercial fnsulation in order to cut waste.

4. The establishinent of appliance eficiency standards.

5. Standby authority under which this Administration or future Admin-
Istrations could react quickly in the event of an embargo situation, including
standby rationing authority.

6. The development of incentives, tax and otherwise to transform or shift the
empliasis in the automotive industry to the production of more efficient auto-
mobiles with better miles per gallon performance,

7. Increased federal effort in research and development of alternative energy
sources.

All of these measures have something in common. In combination they tend
to eliminate energy waste in our soclety and effectively conserve available
energy resources. Moreover, they are long-term in nature and not designed as &
“quickie” solutlon to energy problems. )

I would now like to turn to other parts of the Administrations’ program on
energy and list, if I might, some of the myths and inconsistencies in the high
energy cost approach to achieving certain national energy objectives, These
negative comments will fall in two categories, the first dealing with our cur-
rent economie situation and the srecond dealing with the more fundamental and
philosophical question of our future forelgn economie and political policy
world-wide. -~

1. The Administration’s energy program Is touted as a policy, which when
coupled with the Administrations’ tax relief policy, will have an expansionary
impact on our genersl economic situation this year. In fact, a detatled analysis
of the combined effect of both the tax and energy proposals shows that the
positive contribution of the tax rebate and tax restructuring is more than offset
by the cost of the energy program, The Research Office of the New England
Congressional Caucus noter that the combination of tariffs and fees on imports
coupled with price decontrol and new taxes on ofl and gas will take between
$44 to B4-billion out of the economy. The Library of Congress research study
puts the energy bill at just over $50-billion annually. The point is the Adminis.
tration’s tax proposal looks to tax rellef in the neighborhood of $24-billion.
Therefore, the net effect of the total Administration tax and energy program
would be, if enacted, a $20-80-hillion economic drag this year. Thus, we conld
end up with a $45-billfon federal deficit, more recession and more inflation
simultaneously. This {8 certainly not a prescription to ‘help the United States
economy at the present time. ’

On the human ride unemployment nationally would have to rise probably to
9% or 10%. In New England the rates would be higher—much higher—with
regional unemplorment perhaps at 12% and in some states, like Massachusetts,
ranging from 129 to as high as 15%. This 18 simply too high & price to pay for
the achlevement of narrowly defined energy objectives.

2, The Administration’s energy package, drawn liberally from the computer
projections in the FEA'r Project Independence Leport, takes far t6o narrow a
view of hoth our own domestic economy and our economic role in the world
economy. The goal of the Project Independence study was {o reduce ofl importsa,
‘The Administration seema to he following a poliey designed to achieve that ob.
jective at any cost, even at the cost of ruining our national economy.,

In contrast to this narrow Administration approach the Organization for
Economie Cooperation and Development (OECD) has just completed a stndy
on energy objectives for its member countries which, refreshingly, notes that



-

i

- 185

“energy is not the only thing in the world that is important.” The study,
citing a capital investment requirement of over $2-trillion needed to achieve a
high rate of energy self-sufficiency in the member countries, states that such an
effort would mean a very large shift of resources into the energy sector. This,
the study says “may be in conflict with other economic objectives and may
consequently be undesirable.”

In fact, the Administration's energy proposal would cost our economy $30-
billion annually in increased energy costs—and perhaps $75-billion “it the
“ripple effect” of higher prices for other products based on energy is included. It
represents a commitment to divert some $750-billion of purchasing power over
the next decade into high-cost energy. In addition, the capital investment re-
quired would amount to some $750-billion to $1-trillion over the same decade.
With that kind of resource commitment coupled with our military budget, it Is
hard for me to see how any other social economic or environmental objectives
can be met during the next ten years.

3. The Administration’s plan, stripped of rhetoric, boils down {o putting the
United States' energy economy across the board on a -price basis of the present
level of OPEC prices (Organization of Petroleum Exporting Countries), plus
freight to U.S. ports, plus $2.00 a barrel. This means that all new natural gas,
all domestie petroleum and all imported petroleum will be priced at approximately
$14.00 per Larrel. Inevitably, since there are no price controls applicable, coal
prices will rise to roughly the same level.

One of the goals of the Administration’s new energy proposal I8 to drive do\\n
OPEC prices. Yet by the establishmént of this “high cost energy prograwm” the
United States will be unable to benefit from such lower OPEC prices, even if they
are achieved. Part of the Administration’s plan calls for standby authority for
the President to establish quotas and tariffs apart from those already in.place
in order to ensure a ''floor” price s0 that compauies investing in petroleum, nat-
ural gas, shale, liquification or gasification of coal and other alternate energy
supplies will be able to receive an appropriate return on thelr investment. Thus
our economy would be insulated from lower foreign prices and would be perma-
nently trapped into.a posture.of acceépting higher energy costs than any other
industrial country in the world. Obviously, our competitive ability will be seriously
damaged, our export trade curtailed and our balance of payments plunged into
deficit year after year. In effect, the Administration is calling for & policy to
break OPEC prices while at the same time putting the country in a.position in
which we alone among industrialized countries will be unable to benefit from lower
OPEC prices if they are achieved. .

I would now like to turn to a number of m.vths. misstatements and mlsunder-
standings’relating to United States' energy policy and its interaction with OPEC.
As indicated earlier one of the objectives cited by the Administration in pursuing
its new energy policy is to break the OPEC cartel and cause OPEC prices .to
decline. Another stated objective is to destroy OPEC’s ability to -do “significant
economic damage” to industrial economies. We shall examine these two pointa
in detail later.

-Another thought that has received wide circulation in recent. weeks ls the
myth that OPEC’s accumulation of capital will put it in a posture to undermine
the svorld currency structure, take over all the stock listed on the New:York
Exchange, or in other ways prove to be so large that the existing financial sys-
tem will be unable to manage the flow of funds. As r corollary to that thought
is the theory that we here in the United States cannot absorb. the fncreased
OPEC prices without a crippling impact on our economy. We also hear economists
and others testifying recently in Washington that the establisliment of a-Federal
government importing authority or the use of sealed bids will somehow- break
the Arab cartel—or what is called the Arab cartel rather than the OPEC cartel.

There is one final myth that permeates all the rest, that is the oftirepeated
assertion that the current OPEO price problem Is a separate issue and not related
to the question of a Middle East peace settlement. All of these various myths
and misunderstandings are creating an emotional climate in Washington and
in the nation which could lead us to policles less than rational, They desetve to
be analyzed and commented on one by one.

I would now llke to turn to a number of myths, mlsstatements and mlsunder-
standings relating to United States’ energy policy and its interaction with OPEOQ.
As indicated earlier one of the objettives cited by the Administration in purstiing
its new energy policy is to break the OPBO cartel and cause OPEQ prices!to -
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decline. Another stated objective is to destroy OPEC's ability to do “significant
economic damage” to industrial economies. We shall examine these two pofiits
in detall later. .

1. To understand the world as it is we must first make a more realistic assess-
ment of OPEC in order to grasp how limited our unilateral options really are.
We must understand that within OPEC there are two groups of countries. The
first group—the non-Arab countries—Iis made up of relatively densely populated
countries with high unemployment and a strong desire to industrialize. This
group includes countries like Venezuelsa, which has already embarked on a massive
long-term industrialization program; Iran, with some 2¢-million in population
(and high unemployment) which has in place an overt government program to
use all available crude oil to bulld new refining capacity and petrocheinical facili-
ties in Iran itself; Indonesia with over 100-million in population, and Nigeria
the most populous of African countries with some 60-million people, both develop-
ing countries keen to see economic progress and a& better living standard. All of
these non-Arab nations belfeve that current price levels are not too high and
that, indeed, it is about time they received a more equitable share of wealth
from their natural resources, such as petroleum. I can tell you from personal
experience that it is difficult for officials in such countries to identify and sym-
pathize with what we call “sacrifices” such as turning down the thermostat a
few degrees or buying a smaller car when they note the poverty, hunger and
survival-oriented existence of most of their own citizens.

The second OPEO group—which includes most of the main Arab producing
countries—do not have large populations and are now receiving revenues far
fn excess of their ability to absorb such revenues in domestic industrial de-
velopment. It ig this group which has a far higher degree of self-interest in
making sure that the current high price level of petroleum does not drag
Western Europe, Japan and the United States into a severe economic recession
or depression. Such countries would much prefer industrial countries to have
strong, viable, growing economies in which to invest their surplus funds., In
short, it is these Arab nations to whom we must look for help in bringing down
current OPEQ price levels, It is also the same Arab countries who despite their
economic self-interest, simply are not in a position to reduce price sharply until
and unless there is a just Middle East settlement.

2. Returning now to another of the myths and misunderstandings expressed
above, I would like to comment oa the oft-stated position that the key to bringing
down OPEC prices is increased production and reduced consumptlon in the
United States., We, in fact, have only 8 marginal impact on OPEC price deci-
sions. Clearly, insofar as the Arab producers are concerned the United Bfates
has never been an Important market. We prevented them from selling much of
their oil here all through the 1960's under our mandatory oil import quota
system. The Arab nations are currently producing some 18-mitlion barrels datly
of crude oil of wHich we import about 1-mii}ion barrels dally. We are, at best, a
8% or 6% market. I repeat, the U.S. only buya ahout 6% of Arab oil production.
Besides, even if we succeed in cutting oil imports most of the cuts will he

‘imports from non-Arab countries. As you know, whether we llke it or not,

Canada has already decreed that it is phasing out its exports of crude oll to
the United States. These exports, which were approximately 1-million barrels
a day a little over a year ago, are now due to drop to 650,000 barrels daily by
July 1978 and to be phased out altogether by the end of the decade. Moreover,
additional cuts in imports will be likely first to back out Venezuela, Indonesian
and Nigerian oil rather than Arab ofl because prices for these oils are higher
than prices for Middle East Arab olls.

In short, the theory that what we do here in energy policy can dramatically
alter Arab pricing decisions is just that—a theory which falls to-recognize
political facts. No sealed bid system, no creation of a government purchasing
agent to handle all imports can possibly bring about the desired results. In
fact; the creation of such a government entity would do much to undermine the
flexibility we now have in meeting emergency situations and would end for
all time the abllity of our {ndependent companies, both marketers and refiners
to negotiate lower competitive prices from foreign refiners and crude oil pro-
ducers, Further, the creation of 8 government purchasing agency would just
about end the ability of independent compantes to finance new refinery capacity.

‘8. would now like to comment on the theory that the United States cannot

absorb higher OPEOC prices without critically damaging our economy and balance
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of payments. Again, an analysis of our balance of payments shows this argu-
ment to be fallacious. For the calendar year 1974 just ended the United States
did indeed show a staggering increase in costs for ol imports. These rose from
somewhere in the neighborhood of $7- to 8-billion (in 1973) to $24-billlon for the
year 1974. But at the same time our exports also rose dramatically so that by
year end total imports were valued at just over $100-billion white exports stood
at $97-billion. This caused a $3-billion balance of paymeunts deficit—nuot a small
number. But had it not been for the drought in the mid-west and as a result,
poorer agricultural exports than expected, we coulil well have had a balance ot
paynients surplus despite the rapid escalation of foreign ofl prices. My point Is
this—this economy is so large and our eyport potential is so great that higher
oi} prices are not going to bankrupt us. In fact, in one short year—a year when
the price for foreign oll was tripled—we have already shown that we can
offset these added costs through additional exports. Moreover, it seems clear that
as the oil producing countries develop and maintain a high level of revenues
from their oll sales in the future, there is created an exciting growth market for
additlonal exports of American managerlal, financlal, technical, and manufac-
turing skills as well as a growing market for U.8, agricultural products. Another
way to look at the transfer of $100-billion annually to OPEC countries whieh is
occurring at the present time is to look at it as a growth opportunity for U.S.
business and agriculture,

4. Another popular misconception. relates to the world financial institutions’
abllity to manage the transfer of funds that are occurring and the oft-stated
fears that “the Arabs” will take over the entire world economy. It 18 popular
to note that at current stock market prices within a certain number of years the
OPEKC nations could buy out the whole New York Stock Exchange and own every
inajor corporation in the United States. These. simplistic and nalve assertions
are obviously designed to stir fear. But they are not valid.

In fact, the Administration itself has now recognized that the Lylld-up of
dollars and hard currencies in OPEC nations in the years ahead will be much
lower than previously esthmated. I attach a copy of an article from the New
York Times of Friday, January 31, 1976 quoting S8ecretary of Treasury, William

. Simon's testimony in connection with a new and-sophisticated economic analysis
«by the Treasury Department of the expected accrual or accumulation of funds
in the OPEC countries. Mr. Simon stated that the producing countries might
accumulate $200-250-billiori by 1880, an amount which would level out and then
decline after 1985. Mr. Simon concluded that “. . . there {8 not reason that the
accumulation of substantial debt by ofl importing nations to oil exporters need
undermine either the solvency or the liquidity of oil importers as a group”. Mr.
Simon also stated that these new estimates *. . . support the view that the inter-
natlonal! financlal aspects of the oil situation are manageable.” .

8. I would now like to comment on the Administration’s twin objectives of
fnsulating the U.8. from OPEC's prices and reduc¢ing and eventually eliminating
the power of OPEC countries to cause significant economic damage.

I would say a8 a general comment, that these objectives cannot be achieved
until or unless there 18 a Middle East peace settlement. The whole thrust of the
Administration’s policy, the achleving of “Project Independence”, the emphasts
on “national security” and the goal of becoming “invulnerable” by 1885 harks
back in many ways to the economie isolation policies of the 1930's. It seems to
me that its emphasis on reducing Arab oil imports was conceived in semi-panie
and is dedicated to the proposition that we can turn back the clock. I don't deny
that the Project Independence exercise may have developed some data that will
he helpful in forming a coherive national energy policy. But as for achieving the
twin objective of “Insulating” ourselves from OPEQC or “eliminating the power
of OPEO to cause significant economic damage”—that's just wishful thinking.
In short, no matter how sophlisticated the technical analysis, no matter how
km}ly we assess the computer runs, what faces us is essentially a political
problem. - " ’

It 18 completely unrealistic for us to look at our exposure—our ability to be
Independent—in the context of how many barrels a day we can cut oll imports
now brought from Arab countries. That is far too narrow a context. No matter

. ~ what we do, Europe and Japan cannot escape overwhelming dependence on Arab
oil to fuel their baslc economies for the next decade, Of our total en supply
only 489 is represented by petroleunr and only a little more than a third of that
is lmpgrted. 'l'lmn. a maximum of only about 15% of our total energy supply

-~
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would be directly affected by another oll embargo or other actions by OPEC
conntrles to deny us oil supplies. Europe and Japan, on the other hand, depend
on petroleum for 60 to 80% respectively of their total energy use. Moreover,
almost all of their petroleum needs are covered by imports. They have long ago
Dhutilt strategic stock plles of oil through a “security” storage program. Thus,
Europe, and ¢o a lesser extent Japan, can weather short-term interruptions in
oil supplies, But there i{s no way they can do without Arab oll for any period
-excceding a few months short of virtually closing their economies down tight. .

Glven the Interdependence ‘of our economy with those of the European countries
.and Japan, thetr vulnerabllity is our vulnerabllity. There was a time just after
World War II when the popular expression was if the United States catches a
-cold Burope catches pneumonia. That situation has changed. Now, if they catch

h pneumonta we do too.

It follows that we must move forward towards a Middle East peace settle-
ment as a8 first priority. Only then can we hope to negotiate lower OPEC
prices. Only then can we, as the world’s most skilled, diverse and technically
accomplished economy, expect to earn back more dollars than we spend for
petroleum imports. ) ,

There must be some recognition that this iz not 1967 or 1058. The world has
changed. We do not have the unilateral optlons we had then. And we won't
have them in this decade. The golden period of roughly 23 years after World
War II when the United States could afford the luxury of doing about what-
ever it wished to do internationally 18 over. ..

In fact, looking realistically at the world and our position in it we must con-

clude that the United States is today living in an interdependent world economy.
The Administration, however, seems to be approaching this truth In a compart-
mental way. It seems to be divided into two groups, one representing the energy
and economics sector.and a second dealing with political questions. Senator,
I suggest that the politics and economics of the Mlddle East are about two
facets of one problem and neither can be isolated or viewed in lsolation. Euro-
pean countries and, Japan recognize this, as do the oll producing countries
‘themsélves. For the.United States to keep insisting that these are two separate
problems I8 4 head in the sand attitude. We must start dealing with the factual
situation that exlsts and as a first priority we must get on with.solving the
basic, political’ problems—achieving Middle East peace. .
" We cannot achjeve security or independence by fiddling with the number of
barrels per day of ofl we import. No number of new FEA computer runs will
change ‘the situatipn one iota. By recognizing that fact one other fact also
bec(l)lmg% lc“l(g;ar--—‘t,hat is the. foolishness of pursuing a course of “confrontation”
wit 1 : R . - R

We, and other industrial countries need a certain volume of oll. The producing
.¢ountries, for their part, want to diversify their economies and improve their
standards of liylng. Between these two groups cooperation can yleld .a higher
level of world, trade and a growth In mutual interdependence, This {8 far the
‘ prefernble course to confrontation. , 3 ~

One other disturbing thought is the suggestion by the Administration that
we must move now—that every day we delay Is.a day that inoreases our
vulnerability. o . .

With all due regard to the need for action, what you are looking at in
.Congress {8 an energy plan thai commits our country to a basic course of
.action for the next 10 to 20 years. You must resist rushing into such a long-
term policy without full analysis and consideration. You must not buy the
Administration’s program {ust because jt is the only one offered at thia_time.
After all it was concelved in secrecy and 18 already being implemented without
publie hearings. o )

The Congress need not feel under any great pressure to move in one week or
two weeks or even In one or two months. There is nothing in the Administra.
“tlon’s program that protects us from an embargo over such a short time space.
Moreover, even if an embargo were to be imposed during the next few months we
are tn far better shape today to cope with it than we wers in October, 1978. Sup-
plies of oil are ample both in the United 8tates and around the world, Thereis &
great deal of spare producing capacity in non-Arab countries, We have an estab-
lished and operating mandatory allocation system’ which would avold the reglonal
spot shortages caused by the last embargo by spreading the available supply of ofl
equitably and evenly throughout the country. Finally our most vulnerable period—
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the winter—is well along. It takes about two months for an embargo to bite
and by that time we will be into mflder weather, even in New England. Thus,
while no one wants a new embargo it would hurt us less than the embargo of
October 1973. The Congress does have time to analyze thoughtfully the Admin-
istration’s energy policy and come up with its own alternative program.

As Indicated at the beginning of this paper, there are a number of alternative
actions which can, at very low cost, meet the President’s basic objectives of
achieving meaningful conservation and lessening oil imports. But we must use a
surgical tool rather than a meat axe approach., The positive programs presented
by the Independent Oll Men’s Association and the New England Fuel Institute
contain actions keyed to conserving the two fuels that are not being consersed
currently—gasoline and natural gas.

Apart from these recommended steps Congress must recognize that our greatest
vulnerability to foreign oil cutoffs at present Is our high dependence (particularly
on the Bast Coast) on imported residual fuel oil. We do need and must have addi-
tional fuel-oriented refining capacity in this country to lessen this vulnerability.
However, the Administration's plan discriminates against U.S. refineries and
would limit if not prevent the bullding of any new refineries here at home. This
would occur, first of all, during the so-called transitional or tariff phase of the
Administration’s program since product tariffs are set lower than crude oil tariffs.
I'his obviously leads to the favoring of construction of refining capacity abroad
rather than here, Moreover, the long-terin Administration program which equal-
izes tariffs between products and crude oil nevertheless puts overseas refineries
in a preferred position. Under the Administration's program forelgn refineries
will have lower capital costs, lower working capital needs and lower freight costs
than a new U.8. fuel refinery. .

There must be positive incentives to build new independent refining capacity
in this country and all of the independent wmarketing and refining groups will, I am
sure, be happy to work with you and your staff and with other political leaders
in Congress to help frame out the kind of incentive program that s vitally needed.

Senator Long, we are at a crossroads of such hinportance that it cannot be over-
stated at this point in our national economic life. We are going to opt either
for a permmanent high energy cost economy which will exacerbate our recession
and our inflation, or we are going to embark on a conscious policy of more mod-
erately priced energy designed to keep our economic structure competitive in
the world market. . . .

I would like to recommend that the Congress look at the establishment of a
moderate energy cost program. The Administration wants to take the 85% of our
energy that we produce domestically and hook it to the price of the 15% of our
energy which we fmport—letting the tail wag the dog. This does not insulate us
from OPEC. Rather it tles pricing for our whole energy structure directly to
OPEC's prices—plus, of course, $2.00 per harrel. In a very real sense our entire
energy production is put under the pricing control of the OPEC. countries.

There ave those in the oll and gas industry (and, indeed, within the Admin-
fstration) who argue thut price controls should be lifted on all domestic oll and
gas 80 that they can rise the “free market” price. But there is no “free market”
price in the world today. OPEC's prices are political, not economlie. To llustrate:
it costs 16¢ to produce one barrel of Saudi Arabia crude vil today; yet, today's
selling price i{s $10.46 per barrel.

It we really wish to insulate our economy from OPEC pricing, the only loglcal

way to do it I8 break away from their politically established prices by estab-
lishing prices of our own for the energy which we produce ourselves, We are
unlquely able to do just thal since we fmport only 15% of our energy needs.
_ I would recommend that the Congress take the two different prices which cur-
rently apply to domestic crude ofl (the old crude oil price which is controlled at
$5.205 per barrel and the new crude oll price which fluctuates at about the level
of the landed cost of OPEC crude or, say, about $11.50 per barrel) and aver-
age these two prices thereby creating a new single price on all domestlc oil. It
could be set slightly lower than the welghted average of the two prices today.
With a small roll back of domestic crude oil prices there would be a deflationary
effect on the economy-—rather than the wildly inflationary effect of the Admin-
istration’s plan.. . -

Such a welghted average price might be set at, say, $7.00 per barrel—a redie-
tion of perhaps 20¢ to 35¢ per barrel from today’s weighted average price. U.S.
refineries under the Mandatory Allocatlon Act would continue to receive their
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pro-rata share of total domestic oil at the new fixed price. This would promote
more refining capacity, including more independent defining capacity, since
refiners would be able to count on lower weighted average crude ofl costs than

thelr foreign competitors.
Once the new lower domestic oil price has been established, new natural gas

. prices could then be deregulated without fear of a precipitous jump in naturail

gas prices, since only a small volume would qualify for deregulation in-the
first year and since a price celling would be set hy the new lower domestic oil
price. In short, new natural gas prices would only rise to the value of the alterna-
tive energy source, i.e. ofl prices. The weighted average crude cost to U.S. refiners
wduld be about $8.50 (70% at $7.00 and 309% at $12.00). Under the Administra-
tlon's proposal, of course, deregulated natural gas prices would rise to the
equivalent of $14.00 per barrel of crude oil. Similarly, the new lower domestic
crude oil price would put a ceiling on price rises for.coal. Yet, even with a
moderate increase in natural gas prices resulting from this approach, conserva-
tion of natural gas would be Increased just as conservation of heating oll during
the past year has responded to higher heating oil prices.

Even at a new $7.00 price for all domestic crude oil there would still be adequate
incentive to drill and develop additional oil supplies. And with new natural gas
prices deregulated there would be an equal incentive, now missing, to drill for
and develop additional natural gas supplies. )

If an additional demand depressant i{s needed, and I am not sure it is, then
plans such as those suggested by IOMA and NEFI could be put in place in order
to moderately cut consumption of gasoline,

Such a low energy cost alternative to the Administration’s plan would achleve
the following: .

Slightly reduce, rather than sharply raise, oll prices to consumers for all
petroteum products except possibly gasoline. .

Slightly ralse gasoline prices, if other steps fafl to curb gasoline use.

Go hand in hand with other long-term conservation measures. such as Federal
taxes or high horsepower or heavy automoblles, new tougher insulation standards
and tax incentives to insulate both commédrelal and residential bullding. -

Provlde sufficlent incentlve to continue drilling for new oll and increase Incen._
tive for drilling to discover and develop new natural gas supplies.

Increase Incentives for the addition of new refining capacity, including new
independent réfining capacity, thereby reducing our dependency on foreign
product imports,

Pinpoint conservation when it is likely to do the most good, j.e. natural gas
and gasoline.

Continue the modest price reductions now flowing to the East Coast on im-
ports of refined products by continuing the existing price equalization program.

Allow the tax rebate and tax reduction and reform measures to really do
their job of stimulating the economy without an economic drag offsetting them
from the energy sector.

Put a system into operation with the minlinum of operational and adminigtea.
tive difficulty since allocation and price equalization regulations are alreardy in
place and functioning, ,

Eliminate the need for rationing, new tariffs or protective quotas.

Fit perfectly with an emergency strategic storage program designed to leshen
our vulnerabllity to disruptions of foreign oll supplies.

Insylate our economy from OPEC price decisions whatever course they take,

Rtrengthen our competitive export position by praoviding lower energy costs
to industry and’ agriculture than the energy ¢osts now prevalling in other Indus.
trial countries. . .

Improve our'bnlance of payments position as a result of our more competitive
position in world markets.

In short, this alternative program is not inconsistent with the Administra-
tion’s objectives. It does virtually everything the Administration wants to do.
But it does so in & way that strengthens rather than weakens our economy in
both the short and long term. '

I would like to pause now at the conclusion of my remarks to try to gain per-
spective at this critical juncture by reflecting on a short poem by Robert Frost—
& poet we like to call our own New England sage even though he was born in
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California. Sometimes a poet like Frost can illustrate a truth in the languake of
nature in a way that makes us all understand the truth a little more fully.

“Two roads diverged in a yellow wood,
And sorry I could not travel both
And be one traveler, long I stood

And looked down one as far as I could
To where it bent in the undergrowth;

Then took the other, as just as fair,
And having perhaps the better claim,
Because it was grassy and wanted wear;
Though as for that, the passing there
Had worn them really about the same,

And both that morning equally lay
In leaves no step had trodden black.

Oh, I kept the first for another day!
Yet knowing how way leads on to way,
I doubted it I should ever come back.

I shall be telling this with a sigh
Somewhere ages and ages hence:

Two roads diverged in & wood, and I—
I took the one less traveled by,

And that has made all the difference.”

Senator, as you may know the title of the poem is “The Road Net Taken"”. I
would hope that when the Congress gets through fully analysing the President'’s
energy program that it will become The Road Not Taken. )
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Economic Analysis of President Ford’s Energy Program

(A staff analysis prepared at the request of Senator Henry M.
Jackson, chairman, Committee on Interior and Insular Affairs,
pursuant to Senate Resolution 45, the National Fuels and
Energy Policy Study)







Economic Analysis of President Ford’s Energy Program

SUMMARY

The short-term impact on the economy of the President's energy
proposals is tremendous. The cost of energy will rise in one year by
over $40 billion, an amount greater than the steep increase initiated
during the Arab embargo. The impact will be absorbed by an economy
already facing recession-and double digit inflation. Costs to low- and
middle-income households will soak up 5 to 10 percent of before-tax
income under either of the programs which the President has pro-
posed : the one he can implement independent of Congress or the pro-
gram which he has asked Congress to enact.

Both proposals have as their goal the reduction of energy consump-
tion through a broad increase in energy prices which is being applied
without regard for the degree of flexibility available to consumers to
initiate conservation in the short run. The removal of energy prices
from control insures that the price of all energy consumed in the
United States will be affected directly by OPEC pricing policies.

Over the long run the impact of higher prices could be absorbed in
normal economic growth and consumers would be able to adjust grad-
ually to the signals which slowly rising prices would send by choosing
not to consume energy and by increasing the efficiency of use for the
energy which they do consume. The present administration proposal
attempts to achieve long-term energy goals in the short run, and in
doing so, threatens the quality of life of the large number of families
for whom added energy costs and energy induced inflation mean sub-
stantially reduced purchasing power.

A number of economists feel that an increase in basic energy costs
of $1.00 is transformed. as it “ripples” through the economy, into $1.50
to $2.00 in increased consumer costs. Thus. under this hypothesis, the
ultimate cost of $30 billion annually which the administration itself
ascribes to its program would be transformed into $45 to $60 billion by
the time it reaches consumers. The analysis which follows does not
include any estimate of ripple effects. Only a direct dollar-for-dollar
passthrough of energy costs is assumed. The operation of a ripple
effect would therefore increase cach cost estimate which follows by at
least 50 percent.

ProoraM To Be IMpPLEMENTED BY ExecuTivE ORDER

The energy pricing proposals announced in the State of the Union
message which (1) can be implemented by the President without any
additional grant of authority by the Congress and (2) do not require
congressional approval, would cost the U.S. consumers an additional
$33.5 billion on an annual basis. This cost includes (1) direct increases
in the price of petroleum which result from Presidential action, and
(2) induced increases in the prices of alternate fuels which compete,
at the margin, with imported and uncontrolled oil.

(195)
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This increase in the cost at the point of production or import of
basic fossil energy is virtually equal to the increase in fossil energy
costs ex erienceg over the 1973-74 period. During that time, accord-
ing to the Bureau of Mines, the cost of domestically produced fuels
increased by $16.4 billion. According to the Department of Commerce
the cost of imported fuels increased by $16.8 billion. The total of
$33.2 billion amounted to an increase of 48 cents per million Btu on
the average for all fossil energy consumed in the United States in
1974.

For the 3-month period beginning in February during which the

rogram will be phased in, the cost of imported oil wiil increase by
8844 million as shown in table I.

TABLE 1.—3-MONTH PHASE-IN COST: IMPORTED OIL
[tn millions of dollars)

Cost

Grand

Commodity Fedruary March Aprit total
Crudeoil L(tarif). ... i, 109 242 . 351 702
Refined d (tariff). ... ... . .. .eeeiieinan.. 13 161 234 468

Refined (rebate)s. ... .. .. cieiiiiiiiiiaa. 13) (113) (180) (326)
b L 109 290 M5 844

! Current import levei of 3.9 mmbd assumed.
3 Current imror! level of 2.6 mmbd assumed.
$ Rodateis $1 per barrel in February, $1.40 per barrelin March and $3.80 per barrelin April,

The price of imported petroleum will increase under this proposal
by 5.4 cents per gallon. '

The costs calculated in table I apply only to imported oil. An im-
port fee beginning at $1 per barrel on February 1 and rising to $3
per barrel on April 1 is assumed, along with partial rebates of fees
on imported refined petroleum J)roducts such as fuel oil.

The President has announced that on April 1, he will act to de-
control the price of “old” oil, now selling for $5.25 per barrel. In cal-
culating data for table II wi_lich follows, it is assumed that the pro-
gram the President will place in effect on April 1 is permitted to go
forward without alteration by Congressional action. The increases
in the annual costs for imported oil, domestically produced oil, and
competitive fossil fuels are summarized in table fl.

TaBLE II~ANNUAL COST OF PRESIDENTIALLY IMPLEMENTED ENERGY
PROGRAM

[Measures that do not require legislation}
Annual cost
Oll: {in Diiions)

Imported oil tariff ($3/bbl) 6.5 mmb/d X 365 X $3_. oo ... $7.1
Rebate on imported refined products ($1.80/bbl) 2.6 mmb/d X 365 X °
1 B0 e emtmcmcmeeem e e massac—ema——— (1.7)
Inacégnse 213 price of presently uncontrolled oil ($3/bbl) 3.0 mmb/d X
K B e e c e ccmcc ;e ———————
Increase in price of presently controlled oil ($5.25/bbl to $14.40/bbl)
5.7 mmb/d 865 X $0.15_ oo Y,

Total oIl coSts o ccemm—————— 27.7
Natural Gas: Increase in the price of uncontrolled intrastate natural gas

($0.46/M ft*) 104 tet/y X 0.8 X $0.48 el 20

Coal: Increase in the price of coal ($10.71/ton) 0.340 bt/y X 0.5 X $10.71. 2.9

Total all fuels_ .o e ccmmmemcecc——m—v—ece—edteeee 33. 0
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The calculations in table II utilize the levels of production and im-
ports which prevailed in 1974 and assume that decontrolling oil prices
will affect 5.7 million barrels per day, or 65 percent of current domestic
yroduction of crude oil and lease condensate. Imports of refined petro-

eum products in 1974 averaged 2.6 million barrels per day.

In the case of natural gas it is assumed that the commodity sold out-
side of I'PC price controls—that ix, intrastate natural gas—will re-
spond in price on a I3tu-equivalent basis to the net increase in price of
imported and uncontrolled oil, which are the marginal competitors for
uncontrolled natural gas. These categories of oil which are currently
free from price controls encompass 9.5 million barrels per day (6.5
million barrels per day of imported oil and 3.0 million barrels per day
of uncontrolled oil). The annual cost of this:-oil would increase by
&8.7 billion (the sum of the first three entries in table 1I) under the
President’s program, or an average of $2.51 per barrel. This figure is
lower than $3 per barrel because of the $1.80 per barrel rebate on re-
fined product imports contained in the President's program. Crude oil
at 31 per barrel is equivalent, on a Btu basis, to dry natural gas at 18.4
cents per thousand cubic feet, so that the price increase tor uncon-
trolled and imported oil would induce a 46 cents per thousand cubic
feet increase in uncontrolled natural gas prices.

‘Coal competes with oil and natural gas for electricity generation
and is assumed to adjust to the price increase of the marginal oil sup-
ply—uncontrolled and imported oil. Crude oil at §1 per barrel is
equivalent on a Btu basis to bituminous coal and lignite (a weighted
average reflecting 1974 consumption) at $4.27 per ton. Thus the $2.51
per barrel net price increase for imported and uncontrolled oil would
induce an increase in coal prices of $10.71 per ton.

The increases in the prices of alternate fossil fuels are contingent
upon the expiration or renegotiability of existing contracts for these
fuels so that higher prices can be mnplemented. Reliable data con-
cerning these contracts are not available for the country as a whole, but
rough cstimates can be made. In computing coal and natural gas costs
in table I1 it is assumed that 50 percent of coal and 60 percent of intra-
state natural gas contracts will expire or be subject to renegotiation
in 1975, Tt should be noted that these renegotiation rates are con-
siderably higher than those used in administration projections of in-
creases in coal and gas prices. The figure of 50 percent for coal was
derived by dividing the 1973-74 increase in the average price per Btu
of coal purchased by electric utilities by the increase in the average
price of residual fuel oil.

The administration assumes that intrastate natural gas contracts
will ttun over at only 20 pereent ]])ox' vear—a figure apparently derived
from statistics of interstate pipelines. QOur 60 percent figure reflects a
tvpical intrastate contract term of 1-5 vears in contrast to the 12-20
years required by the FPC in purchases by interstate pipelines, and
the widespread existence in the former of “most favored nation” and
other escsalation clauses of types disallowed by the FPC. The rates
of production, 10.4 trillion cubic feet (tcf) per year for intrastate
natural gas and 0.540 billion tons per year for bituminous coal and
lignite reflect 1974 production levels. (Interstate natural gas produc-
tion in 1974 is estimated at 11.5 tef.)

The total cost of this Presidentially implemented program on an
annual basis amounts to over $33 billion, nearly $160 for each man,
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woman and child in the United States, or over $630 for a family of
four, Spread over approximately 70 million households (of which
nearly 13 million are one-person households) the cost comes to $480
per household. )

This proposal, should it remain in effect, will raise the price of all
-0il consumed in the United States—uncontrolled, formerly controlled
and imported oil—by an average of $5 per barrel. This translates into
a 12 cents per gallon on the average for all petroleum products, assum-
ing a simple cost pass through. The economic impact will be as great as
the impact of the price increases imposed for oil during the Arab
embargo by the Organization of Petrolenm Exporting Countrics.
These OPEC increases and domestic oil pricing decisions of the Nixon/
Ford administration Taised the price cost of all oil refined in the
United States by just over $6 per barrel in a year, from $3.40 per
barrel to $9.50 per barrel. During that period, gasoline and heating oil
prices increased 15 cents per gallon and 18 cents per gallon respectively,
reflecting more than a simple pass through of crude otl costs.

The cost of the approximately 69 quadrillion Btu of fossil energy
which was consumed in the United States in 1974 would increase %:,
nearly 50 cents per million Btu in 1975 under this program. The im-
Elied increase in average electricity rates amounts to 2.7 mills per

ilowatt hour,! a 10-percent increase over the average cost of 27 mills
per kilowatt hour for 1974.

One important effect of the President’s proposal is to remove the in-
sulation between the price policies of the OPEC cartel and a substan-
tial portion of the fossil fuels which provide 95 percent of the energy
consumed in the United States. Thus, if the President’s proposal is
implemented, the impact of a dollar increase in the price of oil on the
world market would propagate rapidlfr throughout the U.S. energy
supply system, affecting the prices of all domestic petroleum and sub-
stantial portions of domestic nd#tural gas and coal. The impact would
amount to $7.8 billion in added costs for each dollar per barrel increase
in OPEC prices. The calculation is illustrated in table II1.

TasLe 1IL.—IMPACT OF $1 PER BARREL OPEC PRICE INCREASE

Cost in

' billions

Oll: 152 Mmb/A X 1o e e e e $5.5
Natural gas: 10.4 fef/y X 0.6 X $0.384. e 1.1
Coal: 0540 bt/y X 0.5 X $4.27 e 1.2
Total e e e e m $7.8

Proarad Prorosep BY THE PRESIDENT TO CONGRESS

The energy price and tax proposals which the President is submit-
ting to the Congress differ in significant respects from the import
fee/rebate and decontrol }in'ogram which is being implemented with-
out congressional approval by Executive order. The Congress is asked
to replace the fees on imported petroleum which the President has set
by a_comprehensive price and tax program, including the following
provisions affecting energy prices:

1
Conl, 48 percent’ oft, 16 peveent s maturar gas 1 peroons. Cmyonorf, Squrces os follows
and nuclear, 7 percent. The average heat rafe of steam electric plants is 10,500 Btu/kWh:
Average price {ncreases for fossil emergy implied In table II are 89.cents/MBtu for oll,

13 cents/MBtu for natural , and 22 cents/MBtu {
average fossil input to electrlgft.y generation. / u for coal or 26 cents/MBtu for the
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(1) A tariff of $2 per barrel (without a rebate provision) on all
imported petroleum;

(2) Excise taxes of $2 per barrel on all domestically produced crude
oil, 37 cents per thousand cubic feet on natural gas, and $1.42 per
barrel on natural gas liquids. These tariffs would increase the price of
all domestically consumed petroleum liquids and natural gas by 36
cents per million Btu;

(3) A windfall profits tax on domestically produced crude oil
would be imposed to capture rents earned through increases in the
price paid to domestic producers;

(4) Deregulation of “new” natural gas, defined as gas produced
from wells commencin%‘Operation in 1975 and gas covered by ex({)ired
or expiring contracts. The deregulation of all domestically produced
crude oil is also assumed ; and

(5) Inclusion by electric utilities in the rate base for electricity
prices of costs of construction and of the addition of pollution control
equipment.

If the Congress accepts this program, the energy-related costs to
U.S. consumers will increase by approximately $43 billion in 1975
and ultimately by over $50 billion annually as fuel supply contracts
expire or are renegotiated to reflect higher prices. The impact of the
program is summarized in table IV. In each case, the corporate reve-
nues and Government tax collections are estimated.

TABLE IV.—ANNUAL COST OF PRESIDENTIALLY PROPOSED ENERGY PROGRAM
{including measures requiring tegislation]

Annual effect (billion dollars)
Consumer Corporate Tax
Increased costs revenues cotlections
0il:
Imported oil tanff ($2'b) 6.5 mmb/dX365X$2... .. .o iiiiianna.. L ¥ 2 U : $4.7
Presently contiotied oii:
Decontrol (price increases from $5.25/bto $11.40.b) 5.7 mmbd/d X
36586, 15, .. i iiiiiiiieeiaeceameeeaecaeae 1.8 $12.8 ...,
Excise tax (32 b) 5.7 ¢365X$2. ... . ... ... .. ... ... ... 42 e 4.2
Presently uncontrolied ot excise tax ($2'b) 3.0 mmb 'd 365X $2. 2.2 e 2.2
Windtall profits tax (interpolated from administration formula)_ ................. (15.3) 1.0
Totadoil . it st 23.9 2.5) 25.1
Naturel Gas Liquids: (excise tax $1.42 b) 1.7 mmb dX365X$1.42... ... 0.9 ... .9
Total natural gas hQuUIBS. ... oo iiiie i iaannan- 0.9 0 .9
Natural gas:
New interstate gas:
Decontrol (price rises from $0.50 ‘mct 1o $2.00) 2.3 tet’y X $1.50. 3.5 35 ..
Excise tax (30.37. mef) 2.3 tet'y X$0.37 . i (0.8) .8
Intrastate gas:
Infiuence of oil prices:
(Pnice rises from $1.00 to $2.00 for 60 percent of contracts) 10.4
el Yy X O X100, e iiieiieieeeceaean- 6.2 6.2 L.eiaienas
Excise tax 104 tef y X B0 37 L e iieiiicinceiianeeaaaaan . 3.9 3.9
Controlled interstate gas:
Excise tax ($0.37.meNI.2 tef yX$0.37 oot 8.4 .- $3.4
Total natural Bas. ... ooienee it e e aneanaaann 13.1 5.0 8.1
Coa!: Infiuence of oil price (price rises for 50 percent of contracts) 0.540
bt/yX.5X$4.27 XX (Totai Coal)... oo i 2.3 2.3 0
Total alifuels. o iiiicieiiiiiecieenccecoaas 40.2 4.8 o341
Elactricity; Increase in electric utility rates from inclusion of construction
and poflution equipment costs inrate base. ... . ... .......... 3.0 3.0 0

L (1R N 43.2 1.8 u.2
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The calculations for table IV are in most cases similar to those em-
ployed in analizing the Presidentially implemented program outlined
in table I1. The estimate of the capture of rents from the windfall
profits tax on domestic oil is an interpolation which approximates
result of the administration’s more complex formula. Under that
formula, revenues on a barrel of oil in excess of a base are taxed. The
base escalates monthly from an initial level of $14.95 per barrel to
$5.47 at the end of the first year. The effective tax rate for domestic
oil during the first year would be $1.98 per barrel plus 90 percent of
the difference between the excess over the base and $3. Initially, the
windfall J)roﬁts tax on a barrel of oil sold at $11.40 plus the excise
tax would be $5.09; at the end of the year, the windfall tax would
drop to $4.62.. The annual revenues on 8.7 million barrels per day at
these levels of tax are $16.1 billion and $14.6 billion respectively. In
table IV, an interpolate between these values is used to estimate the
first year’s windfall profits tax at $15.3 billion.

The excise tax on natural gas liquids, which contributed 1.7 million
barrels per day to the U.S. petroleum supply in 1974, is set at $1.42.
On a Btu-basis, this tax is the equivalent of an increase of $2 per
barrel in the pricé of crude oil. Natural gas liquids are currently
under price controls, and no decontrol is assumed, although it seems
likely that the competitive interaction of the same petroleum products
derived on one hand from refinery operations and, on the other hand,
from natural gas plants would lead to market distortions in the ab-
sence of this decontrol.

The decontrol of new natural gas is assumed to affect 2.3 trillion
cubic feet of new gas and all gas under contracts which will have
expired prior to the end of 1975. This includes contracts which expired
in years previous to 1975, as well as those expected to expire in 1975.
Some of this gas is now sold at $0.50 per thousand cubic feet; without
the President’s ;i)rogram it is assumed that it would all sell for $0.50
per thousand cubic feet during 1975. It is assumed that the price of
this gas will rise to the current top price for intrastate uncontrolled
gas of over $1.60 per thousand cubic feet plus the excise tax of $0.37
per thousand cubic feet, or, to a total of approximately $2 per
thousand cubic feet. In the intrastate market the average price is now
approximately $1 per thousand cubic.feet. It is assumed that 60 per-
cent of the contracts under which this gas is sold will expire or be
subject to renegotiation in 1975, and that the new price will equal
the price at which deregulated new gas sells—approximately $2
per thousand cubic feet. It should be recognized that under a climate
of deregulation, a substantial reversal of the previous environment
affecting gas prices can be expected. Currently interstate pipelines are
forced to curtail interruptible customers. Under deregulation accel-
erated bidding for all gas can be expected as pipelines seck supplies to
fill orders for ﬁn‘eviously threatened customers. This bidding will
place considerably more pressure on all uncontrolled natural gas prices
than would exist under the Presidentially implemented program which
can by law contain no provision to deregulate interstate gas.

The program which the Congress has been asked to pass would
raise the cost of energy consumed in the United States by over $43
bitlion, or $205 for each member of the resident population of approxi-
mately 210 million persons. Thus the bill for a family of four on the



201

average will amount to over $800. These incremental energy costs
will accumulate as they are passed through the economy to indi- -
vidual consumers in the form of increases in the prices of direct fuel
purchases and as increases in the prices of all goods and'services in
proportion to the energy requirements of these goods and services.
These added fuel costs represent an autématic 3 percent inflation in
GNP before the impact of any dislocation costs which may be gener-
ated by higher fuel prices. According to the Bureau of Mines, U.S.
energy costs increased by over $33 billion in 1974: 817 billion for im-
ported oil, $11 billion for domestic oil, $1 billion for domestic natural
was, and $4 billion for domestic coal. These cost increases contributed
to an inflation rate which is currently running at 12 percent per year.

During the 1973-74 period, fossil fuel prices for electricity genera-
tion’ increased as shown in table V. The last column shows the average
increases in prices of individual fuels which the President’s proposed
program would produce.

TABLE V.—FOSSIL FUEL PRICES FOR ELECTRICITY GENERATION

[Cents per million British thermal units]

increase pro-

September September Increase, ected for

Fuel 1973 1974 1973-74  Foid program

Sl - B
L Tt T,

Coal.r...‘. .......................................... 41 79 38 18

Source: FPC, data from table IV.

Based on the average fuel mix of U.S, steam electric generating
plants, the price of a million Btu of fossil energy input will increase
by 31 cents. This corresponds to an average increase in U.S. electricity
prices of 3.3 mills per kilowatt hour, or 12 percent over 1974 average

rices.

P The automatic adjustment of electricity rates to pass through in-
creases in fuel costs have caused electricity rates to rise much faster
in many regions than this calculation of average figures would indi-
cate. Thus in 1974 in many major Eastern metropolitan areas, the
price of electricity has increased by 30 percent or more as increased
fuel costs were transferred directly to consumers. These increases have
just offset the utilities’ fuel costs and have not resulted in increases in
actual retained revenues. This failiire to increase revenues occurs at
a time when the utilities’ nonfuel costs are also rising and the need
to expand and improve capacity is widely recognized. Iigh electricity
prices, driven by fuel costs, have strongly stiffened consumer resistance
to utility rate increases at a time when these rate increases are needed
to fund utility construction programs. Further increases in fuel costs
will only further solidify this resistance to the rate increases required
to bring in the revenues which the financial viability and minimal
growth of the industry requires.

A further increase in consumer costs for electricity which is un-
related to fuel has been proposed in an attempt to increase utility
revenues. Part of the Presidential program to {)c submitted to Con-
gress proposes that the State utility commissions, which regulate the

47-048—75——14
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major portion of retail electricity sales, permit the inclusion of con-
- struction costs for work in proiress in the electricity rate base. This

is not now common practice. Normally construction costs plus an
allowance for interest on these costs may be passed on to customers only
after the completion of work. This provision of the President’s pro-
g-am, should it be enacted, could add $3 billion to the national elec-
tricity bill in 1975 depending on the construction undertaken and the
amount of population control equipment installed. This would push
the average increase in residential electricity prices to 20 percent—a
jupmp equivalent to the national average for all 1974 increases. As in
the case of the fuel cost adjustment effects, the impact of construction
work on the rates individual consumers pay will vary widely with re-
spect to local circumstances.

If 816 billion of construction work in progress were added to the
utilities’ rate base, and the State utility commissions allowed the
utilities to ecarn 9 percent after taxes on their investments, after-tax
income would be permitted to increase by $1.44 billion. Assuming a
marginal Federal tax liability of 48 percent. the utilities would have
to increase their revenues by $3 billion to retain $1.44 billion after
taxes,

While this attempt to increase utility revenues increases consumer
costs, it does produce needed revenues for utilities. Also. increases in
clectric rates generated by this provision now would be in part offset
by lower rates later, because interest on construction costs would no
longer be accumulated in the rate base. However, taken in the context
of the entire Presidential program, which will substantially increase
the rate of inflation, will substantially increase interest rates and will
substantially increase consumer resistance to catch-up rate increases,
the net effect on utilities may be negative it many regions of the coun-
try. In nearly all cases the net effect on utility customers will be
increases in electricity prices comparable to the 1974 increases.

Because the program the President is sending to Congress would re-
move from price controls both new natural gas sales to pipelines and
crude oil production, it would go further than the program imple-
mented by executive order to linﬁ domestic energy prices to the prices
set by the OPEC cartel. The effect of a $1-per-barrel increase in world
oil prices on domestic energy costs will be larger than the estimate of
table III because of the effect of decontrol of new natural gas. With
this component of the U.S. energy supply also free to move with an
OPEC price increase, the effect of a $1-per-barrel rise in the world oil
price would cost consumers an additional $8.2 billion annually of
which $2.4 billion would go to OPEC, $2.8 would be captured by the
Federal Government in windfall profits taxes and $3 billion would ac-
crue to energy producers.

Iaract oF Forp ENERGY PRooRaM oN CONSUMERS IN VAmOUQ INcoME
ROUPS

Precise estimation of the detailed impact of the energy program
proposed by the administration is complicated both by the absence
of reliable data describing the consumption of energy at the household
level in American society. Calculation using average figures for the
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country as a whole ignore significant regional differences in energy
use, such as the relatively héavy dependence of New England on im-
ported fuel oil for electricity generation and home heating, the wide-
spread use of unregulated natural cg'as in gas-producing States and the
importance of relatively cheap hydroelectric power in the Northwest.
Thus, national averages often substantially obscure catastrophic re-
gional impacts of specific events or policies affecting energy.

When the average impact of a policy nationally is a large as that
of the administration’s present energy pricing proposals, truly sub-
stantial regional dislocations and other cost impacts are bound to
occur. Thus, the figures quoted below will often significanty under-
estimate impacts in places where dependence on oil and unregulated
natural gas 1s heavy.

Any projection of additional costs to U.S. consumers from the
administration program depends on a variety of assumptions includ-
ing those regarding levels of production, pricing decisions by sellers
of alternate fuels, and the flexibility of contracts between producers
and consumers, Moreover, the added costs to be expected in 1975 are
surely less than those which will be imposed in luter years as the
producers free themselves from long-term agreements negotiated at
pre-1974 prices, and dislocation costs and markups in excess of dollar-
for-dollar fuel cost passthrough are reflected in prices to consumers.

Estimates of the annual impact of acceptance of the administration’s
program range from $40 billion to over $60 billion as the ultimate
cost. An administration spokesman’s estimate of $55 billion was quoted
by the UPI wire service on January 14,1975.

None of these estimates include the effect of a further price increase
by the OPEC cartel in the future in response to the U.S. import tariff.

ach such dollar per barrel-increase is estimated to add approximately
$8 billion more to the annual energy bill for U.S. consumers,

These energy costs, whether they amount to $40 billion per year, $50
billion per year or, ultimately, much more represent nothing less than
a major escalation in the basic cost of all fossil fuels consumed in the -
United States. This escalation, moreover, is entirely comparable to the
shock received only a year ago from OPEC; the major difference is
that this second major quantum jump in the cost of energy for con-
sumers arrives at a time when the United States economy is in a
deepening recession.

In 1974, according te preliminary figures from the Bureau of Mines,
the United States consumed some 69 quadrillion British thermal units
(Btu) of fossil fuels, a drop of 2.4 percent from 1973, The increase of
$40 billion in fossil energy costs indicated in table IV would raise the
price per unit of this basic fossil energy in the United States by nearly
60 cents per million Btu. An ultimate annual cost which reached $55
billion would amount to an increase of 80 cents per million Btu.

Under the assumptions associated with table II)V, the price of the
15.2 million barrels per day of petroleum produced in the United States -
and imported would rise by a;ﬁ)roximately $24 billion. This is an
average of 77 cents per million Btu: $4.30 per barrel, or 10 cents per

allon. The increase ger allon rises by 2.3 cents for each dollar per
arrel of in future O ECg price increases; the effect of total decontrol
is to cause any such increase to be passed through to all oil consumed
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in the United States. By comparison, the oil price of oil used in the
United States increased by $6.10 per barrel from 1973 to 1974.

Under conservative assumptions, natural gas costs (excluding
liquids) would rise by over $13 billion, equivalent to an average in-
crease 1n natural gas prices of 60 cents per thousand cubic feet (58
cents per million tu?l.

IFinally, coal, which is a fuel which competes with oil and natural
gas for electricity generation, would be pulled up in cost by at least
$2.3 billion in total. This represents an average of 18 cents per million
Btu or $4.27 per ton. By comparison, the inereases in fuel prices which
took place over the 1973-74 period are shown in table V1.

TanLe VI-—INCREASE IN FULL PRICES, 1973-74

Centa per
Oit: million Btu
Domestic crude ofl ! e e 53
Imported crude ofl " e 160
Imported distillate fuel oil*. el 197
TImported residual fuel ofl . 136
Natursal gas:
Interstate natural gas oo e 4
Instrastate natural gas* . _________ 14
Average for all matural gas . e —————— s
Coal: Average for all coal® e 217

t Bureau of Mines.
? Census Bureau.
3Inferred from Federal Power Commission and Bureau of Mines data.

These increases would impact the economy in a broadly based and
fundamental manner. For example, nearly 80 percent of the electricity
penerated in the United States is derived from fossil energy sources.

n average impact on elegtricity rates of approximately 3 mills per
kilowatt-hour in fuel price increases and 2 mills per kilowatt-hour
from inclusion of construction costs in the electricity rate base would
amount to nearly a 20 percent total increase in the price of electricity.
This would be identical to the experience of the United States on the
average in 1974, when the Bureau of Labor Statistics index of retail
electricity prices rose 20 percent over 1973. In areas where electric
generation is dependent on ex;;ensive basic fuels—imported oil or intra-
state natural gas—the cost of electricity is currently higher—over 40
mills per kilowatt-hour. In these areas, the price increase in electricity
will correspond more closely to the oil and gas price increase, so that
the cost of electricity may increase by 10 mills per kilowatt-hour, or
nearly 25 percent.

Average costs represent the effect of direct household purchases of
fuels and electricity plus the direct passthrough of energy costs in the
prices of all other goods and services. These direct cost increases are
relatively easy to estimate. In the case of home heating oil, the increase
depends on the amount of the increased cost of crude oil allocated to
heating oil. Under conservative assumptions, the impact of the direct
cost associated with-the administration program amounts to 10 cents
Fer gallon. However, industry sources have indicated that the per gal-
on increase could be as high as 15 cents. Ileating oil customers have
less freedom to reduce consumption—especially since heating oil costs
have already doubled during 1974. Thus, the added annual cost of
1,250 gallons of heating oil would be $125 to $185. A home heated with
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natural gas which used 150,000 cubic feet in 1975 would pay $90 more
on the average.

The annual cost of 830 gallons of gasoline—16 gallons per week—
could increase from $85 to $120. The price of 8,000 kilowatt-hours of
electricity would increase by $40 on the average and as much as $80 in
areas heavily dependent on oil and unregulated natural gas. These
increases, contoured to the price of fuels and electricity purchased
directly by households total to approximately $250 which a&ministm-
tion representatives have indicated is the average cost of their program
to American households, Iowever, this estimate is a clear misrepre-
sentation of the real impact of the program on the American
household. Using the total number of households in the United States,
approximately 70 million, the total cost of the program, derived from
this administration estimate amounts to only $17.5 hillion, much Jess
than to other administration estimates of the total cost. Thus, $250
is only a third of the real cost of the program to an average American
family. The difference is that this estimate includes only direct pur-
chases of fuels and electricity by households. The additional impact
of cnergy costs because of their passthrough in the price of all goods
and services dependent on energy, is nearly three times as large as the
direct purchases of fuels and e{ectricity by households. These costs
all reach the consumer; no one else pays them. Indirect energy costs
arise from the increased prices for every item which must be trans-
ported before it is sold: food, clothing, construction materials, manu-
factured goods. Indirect energy costs arise from increases in the price
of basic materials which are produced with a large energy input:
glass, steel, cement, aluminum, petrochemicals.

Thus, the impact on the average American family of the administra-
tion energy pricing program is not $250 per year; it is at least three
times that figure. This projection is an average for all families, Yet not
all families consume the same amount of energy, nor do they possess
similar abilities to pay for it. A study carried out by the Washington
Center for Metropolitan studies for the Ford Foundation’s ener
policy project estimated direct and indirect energy use in families in
different inceme categories for the year ending June 1975.2 These
results are presented in table VII.

TABLE ViL.—ENERGY USE 8Y HOUSEHOLOS

Million Btu/household
Direct
Number of__ Average urchase
households income (1972 uels and Indirect .

Category (million) dollars) electricity energy use Total use!
Poor.......... 11.8 2,500 207 353 560
Lower middle.. 27.6 8, 000 294 549 843
Upper middle.. 12.6 14, 000 403 843 1,246

CIL] | N 13.4 24,500 478 1,095 1,873

AVOIaEO. ..o e aeemecaneenanns Nreeeecemeeecananeaannn 337 682 1,019

1 Total energy use for this sample accounts for approximately 67 quadrillion Btu, compared to 68 quadrillion Btu based
on fossil fuel consumed in 1972, Total fossil based energy consumption in 1974 was approximately 69 quadritlion Btu.

Source: Ford Foundation energy policy project.

$Ch. 5, A Time to Choose,” energy policy project of the Ford Foundation, Balllnger
Publishing Co., 1874.
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Table VIII shows the additional annual costs associated with an
increase in the price of fossil-based energ{, of $0.60 per million Btu,
assuming the consumption pattern of table VI. The income from which
this energy must be purchased is expressed in 1975 dollars.

TAZLE V111~ INCREASED ENERGY COSTS FOR HOUSEHOLDS BY INCOME:
DIRECT AND INDIRECT ENERGY PURCHASES -

Costincreass  Cost increass
for direct  for indirect

Income ! (1974 ener ener Total

Category dollars) purchasesul purchlsesq increase
050 124 M ¥4 $336

sg: 170 s176 30 505

17, 000 242 506 748

29, 900 287 657 4

! Income adjusted by the ratio of consumer price indexes: Decomber, 1971,Decémber, 1972~ 1.221.

3 Purchases of fuels and electricity for househoids; energy cosis assumed to increase by 60¢/MMBtu.

3 Purchases of all products (food, sutomobiles, housln{ sppliances, petrochemicals, services) dependent on energy;
dollat-for-dollar passthrough of W/MMBN is assumed without any increase due lo"e)pple’’ effect.

Table VIII shows the significant effect of cost increases in the direct
purchase of fuels and electricity and the even larger effect of indirect
energy use on expenditures. Thus, for a poor, family, approximately
$125 1n increased costs for direct energy purchases corresponds to
nearly $340 in increased costs when ut!ﬁ;ases of nonfuel goods and
services are accounted for. For middle-income families, $200 to $250
in increased costs for direct purchases of fuels and electricity become
$500 to $700 in total cost increases per family when all purchases are
considered. For well-off families the total cost will be in excess of the
average cost. _

This table also shows the disproportion between added energy costs
and ability to pay. The poor must find extra cash to pay for a third
as much energy as the well off, yet they must find this cash in an
income which 1s on the average, only an 6th to a 10th as large. Thus,-.
the basic requirements for food, shelter, heat, transportation, and
essential clothing and manufactured goods place a floor on energy
requirements which does not respect relative ability to pay. When
basic energy prices increase, the burden falls much more heavily in
proportion to ability to pay on the poor.

The table shows that added energy costs which the President’s
rogram would provide for will reduce the ‘purchasing of the poor
y over 11 percent while for the well off, only 3 percent of income

will be affected.
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Discussion Paper—Options for Reducing Petroleum Imports

There are three principal options for reducing petroleum imports
in the short to mid-term. They include a tax on gasoline; the Presi-
dent’s program of a petroleum tariff and decontrol of domestic oil
prices; and a cap on imports with gasoline rationing and petroleum
allocation. This paper briefly describes these options and discusses the
impact of each on reducing imports, regional equity, inflationary im-
pact, impact on the poor, administrative complexity and cost, and
impact on the recession and employment.

Orrioxn A: Intrort Car/ALvocatioN/RATIONING

A volumetric limit would be placed on imports equivalent to the
reductians called for in the President’s program.

The current system of price controls. for petroleum would be
strengthen, including control of new domestic crude; thus an artificial
shortage would be created. .

~Since price is not used to determine distribution of petroleum

products, the government would maintain its system of allocating to

" retailers, baseﬁ essentially on historical use for products other than
gasoline. The government would also control refinery yields.

To prevent long gas lines, coupon rationing would be introduced.
Such a program would include as its basic features:

(1) Each licensed driver would receive an equal monthly coupon
allotment ; these coupons could be freely traded or sold. The coupon
market (the “white market”) permits those drivers with needs greater -
than those represented by the monthly allotment to purchase addi-
tional coupons from those who use less than their monthly amount.
Thus the market, rather than the government, is responsible.. for
assessing “need” for gasoline above the basic minimum ration.

(2) Commercial users, whether they buy in bulk or at the pump,
would receive coupon allotments equivalent to a percentage of their
consumption during the 1978 base period. .

(3) For that limited class of users (migrants, handicapped, etc.)
for whose special needs the coupon resale market is not a reasonable
solution, a proportion of coupons would be set aside and distributed
by the state. This distribution would be based primarily on emergency

—— orhardshipneeds. ' ' *
‘ (4) Coupons would be picked up in person at Post Offices by each
eligible individual. They will, be invalidated at-the pump at time of
purchase, and deposited by retailers with hanks in a special coupon
account. Gasoline deliveries to suppliers will be made to retajlers only- -
for amounts equivalent to coupons collected.

(200)
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OrrioN B: GasoniNe Tax Wit RepaTE

The Federal Excise Tax wonld be raised by 30¢/gallon. and the fees
collected in the distribution system using the current administrative
mechanisms. .

Commercial users would receive a rebate through adjustments in
their tax rate.

Special provision would be made for certain groups (e.g.. farmers)
who dlo not now pay the current Federal excise tax to avoid the tax
entirely.

The};ax would be rebated to all adults over 18. About 120 million
persons age 18 and over are currently including in the 80 million IRS
filing units; they will collect their tax as a simple tax credit at the
end of the year, The 20 million adults who do not now file are in about
12 million households; they will file a simple form immediately for
a before-the-fact annual payment and then will file a simple 1040
form annually to reconcile. Those not now enumerated by Social
Security will be required to obtain a Social Security Number before
they file for the rebate. ,

There would be a low income provision to protect the indigent who
are required to drive long distances to work, to buy food or medicine,
or for other purposes. ‘

Orriox- C.: PresipeNT's ProGRAM OF TARIFF, Tax DECONTROL AND
ReBATE —

After April 1975, this Frogram would consist of an additional tariff
on petroleum imports of $2 per barrel and an excise tax of $2 per
barrel on all domestic petroleum.

Domestic oil prices will be decontrolled and a windfall profits tax
implemented to ensure that the revenue generated will accrue to the
government, not the oil companies. This will raise the overall price

© of \)etrole'um by $2 a barrel. The tariff, taxes and decontrol, then, will

add $4 to the price of a barrel of oil,

In addition, an exercise tax on natural gas equivalent to $2 a barrel
would be adopted and new natural gas prices aeregulated to equalize
the impact on oil and natural gas consumers and decrease natural gas
consumption.

$30 billion will be collected by the government from the tariff and
taxes. These revenues will all be rebated to consumers and govern-
ments. -

¢ REGIONAL DISPARITIES

All three options have major regional impacts.

There are substantial regional variations in per capita gasoline use.
Those in the Middle Atlantic states use less than two-thirds the gaso-
line of those in the Mountain States. Gasoline taxes or gasoline ration-
ing, as the table below shows, weighs more heavily on residerits of the
mountain States, southwest, and mid-west than other citizens.

Per capita gasoline consumption (gallons/yedi)

New England:
(Maine, New Hampshire, Vermont, Massachusetts, Rhode Island,
Connecticut) oo . emmsemmcmamseceemsansscscsccaccem——- 421
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Middle Atlantic:

{(New York, New Jersey, Pennsylvania) - oo oo 368
Kast North Central:
(Ohio, Indiana, Illinois, Michigan, Wisconsin) . __________ 459

West North Central:
(Minnesota, Iowa, Missouri, N. Dakota, S, Dakota, Nebraska, Kansas)_ 531

South Atlantic:
(Delaware, Margland, District of Columbia, Virginia, W. Virginia,

N. Carolina, S. Carolina, Georgla, ¥lorida) - oo 502
~ East Sow¢h Central:
{ Kentucky, Tennessee, Alabama, Mississippi) - o oo 508
West South Central:
{ Arkansas, Louisiana Oklahoma, TeXaS) - oo oo oo oo oo 356
Mountain: ’
(Montana, Idaho, Wyoming. Colorado, New Mexico, Arizona, Utah,
Nevada) o —————— 584
Pacific:
(Washington, Oregon, California, Alaska, Hawali) . ____________ . 482

Reliance on gasoline to bear the brunt petroleum cutbacks also dis-
criminates against rural dwellers and in favor of those in cities. In
the aggregate, rural dwellers use almost twice the gasoline/year of
city residents.

The President’s program, which includes both oil and natural gas,
impacts most heavily on the Northeast and tlhre Mid-West. The North-
east is the most heavily impacted area where fuel oil is the major
factor in price increases. The Mid-West is also heavily affected due
to reliance on natural gas.

PERCENTAGE INCREASE IN KOUSEHOLO FUEL COSTS RESULTING FROM PRESIDENT'S PROGRAM

Percent

above/

below U.S.

Percent average

increase increase

U 8008l . - o o oot i e e e e aeamem e e e nearamaaameannaamaan 28.4 ...

New England. .. ..o e 34.6 +16

Mg A AN . . . oo e eeieereviamccaaneaacecmasomaacccanccamascaamaeanneanna 32.3 +14

East North Central. . ... ... oo i iimiriiacieae e ciacanes 29.8 +5
West North Central. ... .o o i iiiniiiiiicicciatmicaenacaaanaan 21.17 -

South AtIantIC. oo ine i ee T T i icaecaccccecaceccncaccnsranneesranaanaana 26.0, -8

East South Central. ... . 19.7 -30

West South Central. .. ..o oo i 25.9 -8

C MOUNRAIN L L e ie i iieciieaciescccoccmmcesaansacancianeeennenan. 21.0 -5

EFFECTIVENESS IN REDUCING IMPORIS IN SHORT AND LONG TERM

In the mid to long term the elasticity for gasoline is lower than
that for other petroleum products. This is because there are fewer
substitutes for gasoline than there are for other fuels. This means
that an increase in the price of all petroleum products (President’s
program) will reduce imports more t}mn an equal increase in the price
(gasoline tax) of gasoline. In the short term this is not the case.

The reduction’in imports from the President’s program option is
900,000 barrels per day in 1975, 1.6 million in 1977 and 2.1 in 1985.

The gasoline tax would reduce imports by 250,000 barrels in 1975,
500,00 in 1977, and 1.3 million in 1985. Both this and the above esti-
mate are not guaranteed savings, but are based on econometric studies.

The rationing/allocation option could obviously be adjusted to any
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. level desired. The level considered in this paper is 1 million barrels

er day in 1975 moving to 1.5 million in 1977, ) o
b Becg;\se of the con%plexity of the administration and the limited

ability of a rationing program to adjust to changes in the economy
(e.g., people moving, new businesses started) it 1s probably not a viable
option for more than 1 or 2 years. Hence, it 1s not rea ly a feasible
part of a mild or long term program. Moreover, the longer the sys-
tem lasts, the more exce})tions are made, the more people learn how
to evade the rules, and the greater are the opportunities for dounter-
feiting and abuse.
FEDERAL ENERGY ADMINISTRATION
Date: January 17. 1975.

Subject : Elasticity comparisons.
From: Willlam W. Hogan.
To: Dennis Bakke. °

At your request, I have prepared the following tables showing approximate
time trends of elasticitles used in the short term models and the Project Inde-
pendence system. I eaution you that the numbers have less meaning in the longer
run bhecause the assumption that other things remain equal (l.e. no substitu-
tion) is less tenable. I have attempted to estimate the effects of model inter-

~ actions to-show the approximate impact of price changes in petroleum alone,

ELASTICITIES RISES OVER TIME (ASSUMING PRICE INCREASES IN FIRST QUARTER 1975)

1975 1976 1977 1980 1985

Gasoline (with respect to retail priceex-tax)................... ~. 15 -3 —. 30 —. 39 —. 43
Aggregatepetroleum. .. .. ... ..oiiieiiiiiiiiaieaenaea e )
wholesaleprices)... ... . .. ..ol s —.1 —. 20 —. 2] —. 4 —. 49

If we are to reduce significantly our vulnerability to imports in-
the mid and long term we must adopt an option to reduce consumption
of petroleum that can be effective 1n 1980 and 1985.

IMPACT ON POOR

Gasoline rationing would have some beneficial impact as lower in-
come people sold their excess coupons to those with higher incomes
who in general use more gasoline. This effect would be somewhat
limited by the plan to distribute coupons only to licensed drivers. The
actual income transfer effects depend on the size of the shortage and
the marginal price of the coupons and have not been calculated.

The gasoline tax and rebate system would transfer about $2.5 billion
from those with incomes above $10,000 to those with smaller incomes.

Income (thousand dollars)

Oto3 3toS S5to65 65t087 87t0108 10.8 plus
Netincome transfer (million dollars).... 253.1 262.4 ‘ 163.9 92.9 107.1 ~953.6
Transfer/adult(dobars). ............. 30.86 .0 . 1.8 2.31 .09 —i1.722

The President’s program would transfer roughly $3 billion from
those with incomes above $16,000 to those earning less than $5,000 per
year, preliminary calculations indicate.
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Income (thousand dollars)

OS5 5o t2 i2to 16 ¢ 16-plus

Additional cost of energy {milliondollars). . _............ 725 8 200 2,900 7,500
Rebated revenues (miirizm dollars). .................... 3,520 7,35 3,610 4,520
+2,79% —850 +710 —2,980

Nettransfer. ... oo

ADMINISTRATIVE COMPLEXITY AND COST

The gasoline tax and rebate would cost an estimated $50 million and
Letween 400-500 additional people on the government payroll. )

The cost-and number of people required to implement the Presi-
dent’s system of tariffs, taxes and rebates is about the same as that for
the gasoline tax. _ )

The complexity of administering gasoline rationing and allocation
is considerably greater than the other two options, both because of
the printing, distribution, collection and control of coupons and be-
cause of the exceptions process for the poor necessary in every state
and local community. It will require an additional 17,000 government
employees and approximately $2 billion per year to administer.

ationing and allocation require government decisions on who gets

less so that essential services may have all they need. Thus a govern-
ment definition of essential vs. non-essential services must be made.

INFLATIONARY IMPACT

Imposition of a 30¢/gallon gasoline tax would raise the Consumer
Price Index (CPI} by about 114% in 1975. Through rebates to con-
sumers, the overall level of disposable income would not change.

A $2/barrel import tariff plus excise taxes on domestic petroleum
and natural gas would increase the Consumer Price Index by about
215% in 1975. Again, these fees would be returned to consumers so
that the overall level of disposable income would not be changed.

. _Under rationing, an equal number of coupons would be distributed
initially to licensed drivers; such coupons would permit purchase of
gasoline at a fmce above the controlled price. Those who desired to

use more gasoline than their initial allotment. would offer to purchase

- additional coupons through the “white market?.

The cost of buying an additiona]l coupon should ili
) tabilize ut the
market clearing level, Thus, there woul “inflati i
similar to that created by agt’isoline tax. @ be an “inflationary” ‘mpact

IMPACT ON THE RECESSION AND EMPLOYMENT—

Using allocation and rationing to reduce imports by 1 milli
per day would produce effects on the 'U.S.pecono}n%7ns];ﬁxllli(l):l‘rb ?Srﬁ
embargo: (1) it would create a drop of nearly $13 billion in GNP;
(2) it would have an inflationary effect ; (3) it would put several hun-
dr'od thousand more workers on unemployment roles,
I‘ll}e_getro]eum tariff and tax plan (with rebate) would : (1) have a
geg_ igible effect on GNP; (2) increase prices on a largely one-shot
asis by about 214 percent; (3) not adversely affect employment.
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A 30¢ gallon gasoline tax would: (1) reduce GNP by about 115,
billion; (2) increase overall inflation by about 1 percent; (3) have a
slightly adverse effect on employment.

®)



