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THE WHITE HOUSE

WASHINGTON

Mr. President -

This is your energy briefing book
prepared by Frank Zarb.

Some of the unresolved questions (e.g. floor
price) are discussed in the tabs.

WO

Mike Duval
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THE PRESIDENT HAS SEENQ (r

THE WHITE HOUSE

WASHINGTON Cr2017¢

BRIEFING ON ENERGY POLICY
Thursday, December 19, 1974
3230 p.m.. (2 Hours)

The Cabinej, Rqom

Erom: I ole

1 PURPOSE

To review and discuss the options for responding to the
Nation's energy problems developed by the Energy Resources
Council.

1 BACKGROUND, PARTICIPANTS AND PRESS PLAN

A. Background: The Energy Resources Council has completed
its effort to assess the Nation's energy situation and
develop specific options for responding to that situation.
The options and the ERC's recommendations will be
discussed. No decisions are expected at the meeting.

B. Participants: Rogers Morton, Frank Zarb, Henry Kissenger,
Bill Simon, Don Rumsfeld, Roy Ash, Arthur Burns,
Bill Seidman, Alan Greenspan, Russell Train, Russell
Peterson, Eric Zausner (FEA), John Hill (OMB)
Staff: Mike Duval

C. Press Plan: Press photo. Meeting to be announced.

i1 TALKING POINTS

1. I appreciate your around-the-clock efforts to develop
these energy policy alternatives since our meeting last
Saturday. As I said at that time, this is a very complex
subject and we must consider our energy plans in the
broader context of economic and foreign affairs policies
and goals. As you know, I discussed the energy problem
with President Giscard d'Estaing in some detail.



It is also important to ensure that actions we take on
this energy front are designed - the the extent possible -
to stimulate our domestic economy.

I have gone through the excellent briefing book submitted
by Rog (Morton) and Frank (Zarb). I know that most of
you had a hand in preparing this analysis. It is a good
job.

Rog, let's proceed with your agenda.
(DISCUSSION)

I will be making my decisions over the next couple of
weeks. This briefing book and discussion has been
very helpful.

In the meantime, I urge all of you to keep this discussion
and the alternatives I am considering out of the press.
Idle speculation can kill the chances of my program
succeeding even before it is announced. Further,
speculation can hurt businesses and individuals. For
example, a small, independent gas station owner may

not be able to get a business improvement loan from

his local bank just because of stories speculating that

we are about to impose a massive gas tax.



Goals

Problem

SUMMARY . ‘u\\ﬁa\q v

Begin immediately to cut consumptionl%nd increase
supply by 2 million barrels per day in 1977

Eliminate vulnerability by 1985
Develop our technology to meet Free World energy needs

within this century. U.S. to become a net energy
exporter

U.S. short term import situation (now to 1977) will:
deteriorate

World financial system is under severe strain

If world price breaks, U.S. imports could be doubled
today's levels unless major program is initiated

For eventual world energy stability, the U.S. must
return to its 1960's position of setting world energy
prices

Efforts to achieve goals must be consistent with economic
requirements and realities.

SHORT TERM POLICY RECOMMENDATIONS

57

Production fromy Elk Hills: nd coal conversion of oil-
fired utilitied_can c il use by 500,000 barrels per
day in 1977 .

ERC recommends petroleum price decontrol with windfall

profits tax and a tariff of $2.00 per barrel on domestic
crude oil and imports to achieve remaining 1.5 million

barrels per day

MID-TERM POLICY RECOMMENDATIONS SUPPLY ACTIONS

-

o

Establish $7-$8 per barrel floor price on imports to
remove price uncertamvulnerability by 198%
Expand OCS leasing dramatically

Propose legislation to allow commercial development of
Naval Petroleum Reserve #i4

-




. Amend the Clean Air Act to allow greater coal use

. Provide immediate assistance to the electric utilities
through tax changes and regulatory reform

. Devote maximum effort to reduce nuclear power regqgulatory
and licensing delays, encourage standardization and
develop waste disposal and fuels safeguards policies

Demand Actions

. Continue voluntary auto efficiency program with changes
to Clean Air Act and extend to home appliances

. Propose phased mandatory standards on insulation for
new homes and offices

. Provide tax credit or other incentive to retrofit insula-
tion in existing homes

Emergency Actions

. Seek standby authority to allocate, curtail demand and
ration during a future embargo

f}. Request legislation to begin construction of a one
. billion barrel emergency storage program

. Development of detailed emergency plans to prepare for
a possible embargo '

LONG TERM RECOMMENDATIONS -

. Initiate a price guarantee system for new technologies
to spur their commercial development on a targeted basis

. Develop new technology initiatives for U.S./OECD efforts
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I. PROPOSED NATIONAL ENERGY GOALS AND PRINCIPLES

The establishment of viable national energy goals must
reflect a careful blend not only of U.S. energy possi-
bilities, but also of other national and international
objectives and realities. After a comprehensive assess-
ment of (1) the U.S. energy situation, (2) national and
international energy, economic and financial conditions,
and (3) defense and diplomatic requirements, the Energy
Resources Council (ERC) proposes the following national
energy goals: A -

° To begin immediately to take those actions
necessary to reduce our energy consumption and
increase our domestic supply.

° By 1985 to eliminate U.S. vulnerability to
economic disruption by foreign suppliers by
achieving the capacity for full energy self-
sufficiency,

° Within this century to develop our technology and
resources so as to meet the energy needs of the
Free Worla.

° To lower world oil prices so as to preserve the
Western financial system and prevent accurmulation
of excessive economic and political power by
oil suppliers.

Although quantitative estimates of U.S. import levels
reflected in the first two goals do not adequately convey
the full significance of these goals or signal the com-
plexity of, and judgmental requirements for, making such
estimates, these goals imply:

° 1977 imports of 5.4 million barrels per day (2

milllon less than would otherwise be the case); and

1985 imports of no more than 15% of total petroleum
consumption,’ all of which will be immediately replaceable
from storage and emergency measures. This could be as
hlgh as 4 million bgrrels per day if the world oil

price breaks, or zero if higher prices prevail.

s . " . . ECTEE gy s
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There are, of course, a wide variety of options available
to the U.S. to achieve these goals. All of the options
involve economic and political costs, .largely because the
goals cannot be fully achieved through natural market
forces operating within the current mix of national and
international policies. To minimize these costs and
enhance the program's viability, the ERC urges that policy
options ultimately selected reflect the following
pr1nc1ples-

° Provide energy to the American consumer at the
lowest possible cost consistent with our need for
secure energy supplies.

Make our energy decisions consistent with our
overall economic goals,

Protect the environment in every way consistent
w1th our national energy needs.

Look first to the private sector and our free
market pricing system as the most efficient means
of achieving the Nation's goals, but act through
government where the private sector is not able
to reach the national energy goals.

Seek equity among all our citizens in bearing the
burdens and costs of our energy program.

Coordinate our energy policies with those of our allies

so as to promote our interdependence as well as our
energy independence.

II. THE U.S. ENERGY PROBLEM

The U.S. energy problem is complex and has potentially
severe implications. It is not a problem of overall supply
but a problem of ‘where the supplies come from (the sources
of those supplies), the prices charged by those sources and
their ability to manipulate the price or guantity in a
manner contrary to the economic and national \
security interests of the U.S. and its allies. What is
essentially at stake is the economic balance of power
achieved by the Western World over the last century and a
half.



Prior to the late 1960's, the United States was not only
self-sufficient, but had sufficient surplus capacity that
it set the price and direction of the world petroleum
market. Energy consumption grew rapidly at 4-5 percent
per year. Since then, however, the U.S. sifUation has
seriously deteriorated:

° Domestic supply, in the face of growing demand,
has been declining.

- petroleum production peaked in 1970 and has
declined since,

- natural gas has been consumed faster than new
reserves were developed.

- coal use is below 1930 levels,

- nuclear power has been plagued by technical and
political problems.

° Imports of oil have filled the gap, reachiy
- percent of domestic consumption by 1973. °

While supply disruptions in the past were buffered
by the U.S.'s surplus capacity, our ability to
provide excess production during the interruptions
of foreign supply during the 1973 embargo was non-
existent and:

- our GNP dropped substantially,

- half of a million additional people were forced
out of work at its peak,

- impacts could have been much more severe had it
lasted longer or occurred at a time of greater
dependence. '

° The world financial system is under severe strain
from the rapid, several-fold increase in petroleum
prices.

As America's dominance of energy resources eroded, petroleum
quantity, and hence, price leadership shifted to the Arab
nations and later, the Organization of Petroleum Exporting
Countries. The restoration of American dominance in

setting the goals and establishing the price of energy

must be the ultimate objective of our national energy policy.
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The nexus of our problems and the time frame for their
solutions -- domestic and 1nternat10nal ~-- are focused

in:

°® The short term, between now and 1977,

° The middle term, through 1985,

° The long term, post-1985.

If we

do not take new decisive actions now, the U.S. energy

situation in the next three years will progressively
deteriorate:

° There is little that can be done to increase

domestic oil .production during this period.

Consumption will begin to grow again, although
at less than pre-embargo rates.

Imports will increase from 6.2 million barrels per day
in 1973 to 7.4 million barrels per day by 1977. Much
of the increase will come from insecure sources and
-occur at a time when the danger of a new Middle

East war is at its highest.

° Some short-term actions can be taken to begin the

process of reversing import vulnerability.

For the world, the situation will be even more intolerable
due to the higher level of dependence on imports of many
of the consuming countries and their inability to finance

their

import needs.

In the middle-term (through 1985), the problems are no

less severe, but there is greater pollcy flexibility,
particularly for the U.S.

AN

° We can be domestically self-sufficient and
invulnerable to future disruptions.

° It will take a massive and dedicated domestic
supply, demand and emergency program to prevent
imports from more than doubling if we get a
significant break in world oil prices.

° Many of the other consumer countries have neither
the economic strength, indigenous energy sources
or technology to appreciably change their dependence.

2



In the long-term (post-1985), the U.S. has the capacity to
be a net exporter of energy, not of o0il but of alternative
sources, such as coal, nuclear power, hydrogen or solar.
In this period, our export capability will be able to
restore price and quantity stability to the world energy
market and provide relief for our allies from dependence
on insecure Middle East oil.

LY



III. SHORT TERM ENERGY PROGRAM OPTIONS AND
RECOMMENDATIONS

Between now and 1977 our flexibility to reduce imports vlb 5\*
and provide international leadership is quite limited. ﬂ‘ - I

After a careful assessment of economic costs and possible
benefits, the Energy Resources Council has concluded that
the focus of our efforts should be to reduce imports by two
million barrels per day by the end gf 1977. While the 1975
1 million B/D goal is still desirable, we will have
difficulty achieving it and the measures needed to do so

could have appreciable economic impact at a time when the
economy is in a weakened position.

The two million barrel per day reduction in consumption
by 1977 will also have negative economic impacts --
which cannot be measureEﬂfﬂﬂriﬁiiﬁzﬁzﬁﬁ-_Tﬁé-féduct1on
will also have its benefits -~ benefits which are pri-
marily focused on reducing vulnerability to a potential
embargo and stimulating 1nternat10na1 cooperation.

The rationale for the ERC's judgment on this very dlfflcult
issue is as follows:

° - Our economy is currently heavily reliant upon
imports from very insecure sources and to do nothing
would mean continued and expanded vulnerablllty to
another embargo or supply interruption.

The reduction of imports by two million barrels per
day is an insurance policy, so to speak, through
which we would choose to sacrifice a small amount
of economic activity that is anticipated in advance,
in order to insure against the much more costly
risks of the ever-growing vulnerability. If we are
to reduce our vulnerability we must begin now and
there is no way to do so that does not involve some
economic costs.

The Department of State believes that if we are
unwilling to make sacrifices now to lessen our
vulnerability, we will have no credibility with
our allies who are already launching conservation
programs. Without credible leadership from us,
consumer cooperation cannot proceed.
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° Each of the options presented below for achieving
the short-term goal can be phased to fit economic
conditions =-- they can start at low levels and be
strengthened as economic recovery begins to occur.

All members of the ERC agree that the following programs
should be part of any short term program.

f>° Development of the Elk Hills Naval Petroleum. Reserve.

'3%? An aggressive mandatory program to convert oil fired
- power plants to coal.
iy A stepped-up education program on volﬁntary conserva-
tion with an expanded Federal financial commitment.

‘f} Deregulation of natural gas.

Taken together, these measures would save an estimated
500,000 barrels per day by 1977, 25 percent of the 1977

goal. Production from Elk Hills as well as the coal con-
version program will require new legislation or amendments

to existing laws to be fully effective. The shape of this
legislation, however, is at issue and will require a decision

by you if you approve these programs (Tabs G and H deal
with Elk Hills and coal conversion respectively).

To cut consumption and imports by an additional 1.5 million
barrels per day will require strong government action to
alter energy consumption patterns. The basic options for
such action are: ‘

(option I OF 4 below, see Tak C) or on gelected

Price increase on all fuels to reduce demand
/;> fuels sdch as gasoline (option 2 below, see Tab Q).
S —

- Allocation and rationing by the government in a
price controlled situation to cut end-use consumption
directly (option 3, see Tab C).
. CRE———,

Several aspects of the options that deserve special note
include the following:

All of the options entail significant economic costs.
There is no free way to reduce energy consumption by 1.5
million barrels per day.



The economic costs of the price options initially

show up in higher prices of fuel and products made
from fuel, and secondarily in reduced economic
activity. The costs of the government control option
appear initially in reduced economic activity, and
later in the form of price increases when controls are
removed.

Most of the economic impacts of the price options

can ke mitigated by rebating the taxes used to

increase prices; the economic impacts of the govern-
ment control option can be mitigated to some degree

by wise choices of government decisién-makers as to how
much fuel ought to go where.

The ERC has been compelled to recognize the current
econonic difficulties during its deliberations.
While we have attempted to look toward a time period
beyond the current cycle, we have provided options
which can be implemented in a "timed" manner so

that short-term economic conditions can be properly
recognized. .

All of the tax options will require rebate’
mechanisms which could be complex and will never
completely alleviate the inequities involved.

Several of the options (1 and 2) require legisla-
tion, others do not (3 and 4). The options
requiring legislation are better, provided they
withstand significant congressional modification.

° Any of the options can, and should, be gradually

phased in between 1975 and 1977 to reduce economic
dislocation.
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Options Requiring New Legislation

Option 1 - Petroleum Price Decontrol Plus Tax Induced
Increases on All Fuels (Tab C)

This option would be composed of several tax and decontrol
elements to raise the price of natural gas, crude oil,

and refined products. These measures would cut imports

by l.ﬁ_millg%g_gggggiﬁ per day, raise g prices
by about 10-11¢ per gallon, and raise .6 _biyli in

revenues in 1977. Key elements of thé&

(a) Elimination of price controls of old oil.

. ° this could be done either in phased steps or
'}Jﬁ’o_‘oo by allowing expiration of the price control
authority in August 1975.

° prices would be increased by about $2.30 per
barrel and demand reduced by 850,000 barrels

., @/ﬂf"} o© by 1977.

(b) A tax on old o0il to capture the windfall profits
caused by decontrol. ——

(c) An excise tax and import tariff to xe the
price of all oil by an additional per
barrel. composed of two key elemes

° A tax on refinery inputs (crude o0il and
natural gas liquids) of $2.00 per barrel. This
would apply.to both imports and domestic sources.

° An import tariff on products of $2.00 per
barré%'TEEﬁE%lEb the refinery input tax) with
no exemptions. This is designed to keep the
refinery input tax from encouraging foreign
refining. We would also maintain the 63¢

current import fee on products.

° This would cut demand an additional 600,000
"barrels per day by the end of 1977.
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(d) Actions to bring natural gas supply and demand
into equilibrium by:

]

(e)

(£)

Natural gas deregulation including both new
gas as per the current Administration proposal’

and a phased decontrol of currently regulated
interstate gas. ’

A tax on deregulated old gas to capture windfall
profits.

An excise tax of about 40¢ per million cubic feet
on natural gas to approximate the price of de-
regulated gas and oil on a Btu basis. This tax
is necessary to prevent shifts to gas from oil.

A program of reductions in income taxes and/or
other rebate measures to return the revenues
estimated to be raised through these measures
back into the economy. The method of rebate
would be designed to minimize disruptive effects
on the economy and provide special attention to
those industries requiring unusual treatment.

All of the tax features -- windfall and excise --
would be designed to wind down over 5 years.

Option 2 - Petroleum Decontrol plus Tax Induced Price .

This option would also include petroleum dere
the natural gas package but would rep
inputs and product import tariff wi
30¢, phased in with a 10¢ tax starting June 1, 1975,
and rising 10¢ per year for two years>
cut energy use by 1.5 million barrels per

of 1977,

Increases on Selected Fuels (Tab C)

a gasoline tax of
The program w

raise gasoline prices by 35¢ per gallon and other

petroleum products by 5 1/2¢ per gallon. $30.8 billion
of revenues would be collected in 1977.



11

° A flat rebate would be designed to refund most of

the revenues to everybody that has a driver's
license. '

° A tax credit or other incentive for the purchase
of more fuel efficient equipment would be implemented
with part of the revenues generated by the tax.

Apart from the focus on a single fuel as opposed to all fuels,
this option primarily offers lower aggregate economic impact
and greater regional equity than the first option. However,

it does focus the impact on the auto, travel and related
sectors of the economy. '

1
by

An alternative to the two previous options would be no price
increases, but use of Federal mandatory authorities to cut
demand, including: :

Options Requiring No New Legislation

Option 3 - Import and Allocation Controls (Tab C)

° Controls would be placed on imports using the existing

import quota program and be phased to cut imports by
2 million barrels per day by the end of 1977.

°© The quotas for allowable imports would be distributed
equitably to the refiners and petroleum importers.

Some of the resulting shortages of products would be spread
with the allocation program as was done during the embargo.
Likely features of such a program include:

° .Gascline station closings due to insufficient supplies,
probably on weekends to minimize pleasure driving.

An enforced témperature reduction program through
heating oil allocations.

‘Restrictions on residual fuel use by electrical
utilities.

Reductions in airline flights.

These actions, however, are not likely to absorb a significant
portion of the two million barrel curtailment. Therefore,
industrial curtailments wquld result and standby rationing
authority should be requested because it is likely that gascline
lines could easily become intolerable.
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Option 4 - Use of Current Import Fee Program, Partial Price
Decontrol and Price Eqialization (fab C)

This alternative would rely on existing administrative authority

to closely duplicate the effect of option one. The program
would include:

° Administrative decontrol of all o0il recovered through
secondary techniques.

- releases about 50 percent of o0ld oil

- raises average oil prices $1.00 per bar;el.

° Increase the existing import fee by $3.00 per barre
C——

° Retain FEA's current crude equalization program to
assure all refiners equal access to the lower price-
controlled domestic oil. '

This program would cut demand slightly less than option one
and would necessitate maintenance of the cumbersome crude
equalization program. Further, it might be subject to legal
challenge based on the greatly expanded use of the current
import license fee program. Finally, complete decontrol of all
0il recovered by secondary techniques would be subject to
congressional review and possible disapproval.

ERC Recommendation on Short-term Reduction Options

as the most effective and
efficient mean leve 1.5 million of the 2 million
barrel per day goal. Also recommended is a statement
that the Administration will work with the Congress in
developing the legislation to implement this priority
program, ?HE if the legislation cannot be passed in 90
days the President would implement option 4. Even though
it is inferior, the seriousness of the problem would
necessitate such action. In addition, an import cap
could be immediately placed on imports during the 90 day
period. However, ERC recommends against this action
because it is a step down the road to Option 3, for
which there appears to be considerable congressional
support.

° ERC recommends [Option
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Iv. MID-TERM PROGRAM OPTIONS -AND RECOMMENDED ACTIONS

In the period through 1985, the United States has the
ability to greatly increase domestic supply and to achieve
energy independence. This would be equivalent to between
zero and 4 million barrels per day depending on the
storage and emergency measures we adopt and the eventual
world oil price. To achieve these goals, however, the
United States will have to take aggressive actions to
remove constraints to increased production, increase the
availability of gcvernment-owned energy resources, stimulate
energy conservation and probably maintain sufficiently
high energy prices to make domestic resource development
economic. Affirmative action in all of the areas listed
below will be necessary to meet the 1985 coal.

There is kroad agreement within the ERC that you should
consider the following key domestic energy actions:

SUPPLY ACTIONS

(1) Establishment of floor price on imports to
relieve price uncertainty (Tab D).

¢ Background

- The major supply issue to be faced is the
problem of world price uncertainty and the
adverse effects it could have on domestic
investment and hence of ocur ability to be
invulnerable by 1985. There are several
important facts to be considered in evaluating
a program to guarantee domestic investment in
energy from world price drops.

- An $11.00 price floor (in 1973 dollars)
would make most domestic options commercially
viable and insure zero imports.by 1985.
However, it would not allow room for lower
0il prices and the economic advantages they bring.

- A $7.00 to $8.00 floor (1973 dollars) would
basically protect Alaskan and OCS o0il develop-
ment and most other conventional sources of
domestic energy.

- Most of your advisers agree that the economic
viability of new technologies at prices close
to or about $11, such as gasification, would be
more efficiently guaranteed through targeted
price guarantees or subsidies, not by a floor.



(2)

(3)

° The majority of ERC recommends : \\

- A $7.00-$8.00 per barrel price fleér,
accomplished with a variable tariff.

- Immediate negotiation on a similar price
floor with the other consuming nations.

°® Dissent

- Secretary Simon strongly opposed this option.
Tab E provides his rationale and alternative.

Continue to pursue an expanded OCS “leasing and
development strategy (Tab F).

° Background

- This could produce five million barrels per
day by 1985, up from about one million
barrels per day.

- There are some technical leasing questions, as
yet unresolved, regarding the rate and method
of leasing.

- There is opposition from many coastal states
and financial assistance may be needed to
reduce their opposition.

- Legislation to share OCS revenues with the
States is possible in the next session.

® The ERC recommends

- That OMB and Interior work with the States
and key Congressmen to provide a clear
assessment of the need for the form of such
Federal revenue sharing.

Use of Naval Petroleum Reserve No. 4 to increase
domestic self~sufficiency (Tab F).

° Background

- Continuation of the reserve in its present
form is overly expensive and an outmoded
concept for national security purposes.

- NPR No. 4 is potentially the largest oil
reserve available to the United States. It
could provide up to two million barrels per
day by 1985.
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(4)
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- Interior and Navy both agree that NPR No. 4

should be developed as rapidly as possible,
and that the bulk of the 0il should be sold
into the commercial market. Part of the oil
would be used to create a useable military
reserve (see ERC recommendation, and Tab L).

Interior and Navy do not agree on how the
objective should be achieved. Interior argues
that NPR No. 4 should be transferred to Interior
for development through a competitive leasing
program as per the OCS. Navy and DOD argue that
the exploration should be done .under govern-
ment control (Navy) with Federal funds, and

that decisions regarding how best to develop the
reserve be held in abeyance until the reserve

is proven.

° The majority of the ERC recommends

- Interior option to allow development through

competitive leasing and legislation to

preclude Alaska from receiving 90 percent
of th& revemoer mand

Packaging of its NPR and emergency storage
recommendations for well-planned dlscu551ons
with the Congress.

° Dissent

- Secretary Schlesinger strongly disagrees,

primarily on grounds that the Interior
approach is not politically wviable.

Amendments to the Clean Air Act to enable greater

utilization of coal (Tab H)

° Background

- Amendments are needed to assure achievement

of our coal conversion goals for 1977 and
for long term coal use as well.

There is strong disagreement about the need
for Federal preemptive authority to override
selected state air quality standards that are
more stringent than Federal standards. If
EPA's voluntary program doesn't work, it
could mean $600 million to $1.2 billion extra
capital costs for the utility sector and
operating cost of between $300 and $700
million by 1985.
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- There is strong disagreement by EPA concerning
a legislative amendment to remove Federal
authority to prevent significant deterioration
of air quality. It is possible that imple-
mentation of this provision could preclude
or delay major resource development in the
West.

° The majority of ERC recommends

- Submit all amendments to Congress and seek
enactment. -

° Dissent

~ Chairman Peterson recommends delaying sub-
mission of the preemption!’amendment pending
Presidential jawboning of the Governors.

- Administrator Train does not support a
legislative amendment on significant deteriora-
tion, but concurs in and will push for early
congressional review on this issue.

- Administrator Train strongly opposes state
preemption as unnecessary to stimulate coal
use, an unwarranted Federal intrusion into
a traditional state and local domain, and
would draw heavy congressional and state
opposition.

(5) Immediate assistance to electric utilities (Tab I)

° Background

- Utilities have cancelled or postponed over
60%.0f planned nuclear expansion and 20%
of planned additions to nonnuclear capacity,
in part reflecting downward revisions in
electricity demand projections.

- Utility financing problems are worsening and
current regulatory practices by the state
commissions are not only inadegquate but also
serve to deepen the utility industry's problems.
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- The major unresolved issue is extent and
form of Federal assistance to utilities.

° ERC Recommendations

- A 10% investment tax credit.

~ Election of non-taxable, preferred stock
dividends.

- Development of Federal voluhtary guidelines
for regulatory rate process.
° ERC further recommends that serious consideration
be given to the following additional measures
which may be needed to alleviate serious problem:

- Federal financial incentive such as interest
subsidy or guarantee tied to state regulatory
reform. -

- Federal override authority if state utility
commissions do not follow Federal guidelines.

- (6) Insure More Rapid Development of Nuclear Power
Plants

° Background

- Although nuclear power must become the back-
bone of our énergy supplies by 1985 and beyond,
it continues to be plagued by numerous technical
difficulties, regulatory delays and public
concerns over safety and environmental impacts.

- As with coal-fired plants, utilities are
having difficulty financing nuclear plants
and- have cancelled plans for numerous plants
within the past six months (see Tab I).

- Problems of waste disposal in later years
and safeguarding of nuclear fuels against
theft have not been resolved.

° The ERC recommends

- Resubmission of nuclear licensing and
regulatory legislation.

- Establishment of greater regulatory bonuses
for standardized plant applications.
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- Establishment of definitive policies for
waste management and safequard of nuclear
materials.

- Further review of Federal actions recommended
by individual members of the ERC. These
options, which would be decided upon before
the State of the Union, include Federal
financial assistance for nuclear power plant
construction and Federal construction of
nuclear power plants for sale or lease-back.

“n

-

ENERGY CONSERVATION ACTIONS

After assessing the mid-term effects of mandatory con-
servation, many are philosophically opposed to the
increased level of government intervention associated with
these measures. In a ten year period the marketplace will
perform a large role in reducing U.S. aggregate energy
consumption through the effects of high prices. However, -
mandatory conservation measures can .gquicken the rate of
reduction in energy demand and provide lower levels of
import vulnerability sooner. The measures discussed below
could cut imports by 2-3 million barrels per day below
what would otherwise be the case. Hence, mandatory con-
servation measures increase the certainty in achieving
energy consumption levels which allow us to meet our long-
term self~sufficiency goal.

Conservation measures can also provide balance to our long-
term program, supplementing accelerated development measures
and reducing environmental degradation. A balanced program
which includes an aggressive conservation effort is needed
if the supply measures are not to be opposed by many
elements of our society.

Mandatory conservation measures should focus on two
sectors:

° the auto
° buildings and their appliances.

Auto Fuel Efficiency (see Tab J)

Auto manufacturers have indicated that they can reach your
voluntary goal of a 40% new car fuel economy improvement
by 1980, but only with a delay or modification of the
tigher standards scheduled to go into effect in 1977/1978.
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It may be that mandatory measures are needed to assure
attainment and get the emission standard relaxations from
the Congress. But, mandatory standards, while politically
popular, would impose new standards on top of achieving
complex-environmental and safety standards.

-~ ° There are only three viable options:

(1) propose modification and delay of auto emission
standards and continued with the voluntary program.

(2) couple the emission amendment with mandatory
fuel efficiency standards.

(3) ask for a gasoline tax and a tax credit or
other incentive for purchase of new cars that
are more efficient than 16.6 mpg.

° ERC recommends QOption 1

- ERC also feels that in conjunction with a gas tax
credit or other incentive for the purchase of
more efficient new autos would be a viable alterna-
tive for reducing the likelihood of Congress
passing mandatory auto efficiency standards.

Efficiency Standards for Appliances and Homes and Office
Buildings (see Tab K)

° Background

- There is disagreement about alternative measures
to conserve in new residential and commercial
buildings, which include extension of FHA minimum
property standards to all new residential units
with Federally financed mortgages, the development
of national construction guidelines with regional
flexibility, appliance efficiency standards, mobile
home energy efficiency standards or Federal

tax incentives.
\ ERC recommends
- No appliance effiency standards, but Presidential
direction to the Secretary of Commerce to develop

appliance efficiency goals similar to those
developed by DOT for the auto industry.

- Phased mandatory Federal building codes for thermal
standards on new homes and offices.
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- A tax credit or other incentive for individuals
of 25% of expenditures up to $1000 on approved
thermal efficiency improvements, funded by other
energy tax measures if they are approved.

=~
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V. EMERGENCY PROGRAM OPTIONS AND RECOMMENDATIONS

‘epending on the policy options ultimately selected, there
is a likelihood of significant imports by 1985. The programs
proposed by the ERC, for example, reflect an import target of
no more than 15% of petroleum consumption (4 MBD) by 1985.

To have the capacity for full self-sufficiency therefore will
require emergency programs to cover these estimated imports.
Alternatives for emergency action are basically two:

o Standby legislation that could be used in case of a
supply cutoff to reduce demand and allocate available
supplies.

o Storage of petroleum.

Standby Legislation and Program

o Background

- Demand can be reduced on an emergency basis in a
number of sectors and end-use categories (e.g.,
autos, outdoor lighting, reduced airline flights,
etc.). There are limits, however, to the reductions

. that can be achieved.
- Prohibition or constraints on certain fuel uses is
more efficient in achieving reductions than an
allocation approach.

- Even with end-use conservation, allocation is
necessary to mitigate economic dislocations and
regional disparities.

»o ERC Recommendation

- Seek standby authority to curtail demand through
rule-making procedures.

- Convert allocation authority to a standby authority
when current act expires, and provide sufficient
staff and budget to have a meaningful capability.

- Not to count on more than one million barrels per
day from these measures.

- Prepare detailed plans for a possible embargo, including
specific plans for carpooling and mass transit, industrial
curtailments, electrical reliability, etc.
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Emergency Storage

‘ ° Background (See Tab L)

Emergency supplies held in storagé can cushion the
U.S. economy from harm in case of a supply disrup-
tion, and may even act to avert a supply disruption.

Significant storage cannot be acquired in the near-
term due to lead times (2 years) required to prepare
storage facilities. A 1 billion barrel system could
not be completed until 1980.

Stocks should not be acquired in current price situa-
tion -- they would act to maintain current price
levels and be overly expensive.

Although value of reserves depends on likelihood of
supply disruptions, reserves are a realtively cheap
method of insurance against disruption ($1.2 billion
per year for 1 billion barrel program).

- A portion of the stocks could be set aside for defense
purposes. This would provide an actual military
reserve (as opposed to the current Naval Petroleum

, Reserves which are not useable by the military in time
' - of need), and enhance the possibility of rapid develop-
ment of NPR No. 4.

° Options

- Prepare storage facilities (salt domes) immediately,
partially fill with crude from Elk Hills, and top off
as world oil prices permit.

- Same as first option, but top- off 1mmed1ately, regard-
less of price.

,/—‘R\\i:=§b - Build no storage capacity.
ERC recommendation

- Option 1: prepare salt domes for 1 billion barrel
capacity, begin to fill with crude o0il from Elk Hills,
and add additional increments as world prices permit.

- Begin immediately to resolve private versus public
ownership question and implementation problems.

— Include defense requirements in storage system.

..
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VI, LONG TERM PROGRAM OPTIONS AND RECOMMENDATIONS

Any strategy for a major U.S. role in world energy markets

in the post-1985 time frame must depend on the development,
commercialization and export of new energy technologies,
particularly coal liquids and gases, fusion, shale oil and
hydrogen. The objective must be not only to dominate the
production of these technologies, but also in the fuel produced
frcm these technologies if we are to return to the pre-1970
position of setting world energy prices.

° Background

RN

- Research and development in the new technologies
is receiving substantial Federal funding. Further
increases would result either in waste or in higher
prices for the same prcduct.

~ Commercial application and hence development, of
some of the technologies that could be available
by 1985 is hindered by the likelihood of fuel costs
from these systems higher than future world oil
prices, at least until second and third generation
systems have come into being.

. - OQur allies must benefit from these technologies,
either through joint development agreements or
through purchase of fuels from these sources if

- their dependence on OPEC oil is to be broken.
ERC Recommendation

- Initiation of a price guarantée for selected
technologies to spur commercial application.

——
o - Development by ERC, ERDA and the State Department
: of initiatives to be included in the State of the

Union for U.S./Allies cooperaticn.






RATIONALE FOR SHORT-TERM GOAL

PROBLEM

At current prices for crude oil and without additional
programs to reduce demand, imports will continue to rise
in the next few years:

-~ There is little that can be done to increase
domestic oil production, as old fields continue
to decline and new fields will take time to
develop.

- Consumption will begin to grow again, but at a
slower rate than prior to the embargo as high
prices will continue to affect demand.

- Imports will increase from 6.2 MMBD in 1973
to 7.4 MMBD by:1977. Much of the increase in
imports will come from insecure sources and occur
at a time when the danger of a Middle East War is
at its highest level.

- If an embargo were to occur, emergency measures
could only cushion the effects to the same degree
as last winter, but emergency petroleum storage could
not be available for at least 2-3 years.

In addition to our worsening domesti¢ situation, some of the
other consuming nations face even more critical energy-related
economic problems. If high prices continue-- and there seems
little likelihood of a price break-- countries such as Great
Britain and Italy may experience serious financial difficulties.

RATIONALE FOR GOAL

After careful assessment of economic costs and possible
benefits, the Energy Resources Council has concluded that
tbe focus of our efforts should be to reduce imports by two
million barrels per day by the end of 1977. While the 1975
l.million B/D goal is still desirable, we will have
difficulty achieving it and the measures needed to do so
could have appreciable economic impact at a time when the
economy is in a weakened position.
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The two million barrel per day reduction in consumption
by 1977 will have negative economic impacts -- domestic
impacts which cannot be measured with precision. The
reduction will also have its benefits -- benefits which
are primarily focused on reducing vulnerability to a
potential embargo and stimulating international coopera-
tion, and which are also imprecise.

Rough estimates of economic impact which could occur if
the options are not phased to take account of economic
conditions include:

~ an immediate 30¢ gasoline tax could force a
further reduction of automobile sales by as
much as 1,000,000 cars and result in increased
unemployment in auto-related sectors.

- decontrolling the price of 0ld crude oil will
increase the price of an average barrel of oil by
$2.30 (26 percent) and could increase the inflation
rate by 0.5 percent.

- a crude excise tax of $2 per barrel would raise the
consumer price index for fuel by over 3 percent and
could result in more than 50,000 additional unemployed.

- a import cap could cause a $10 billion drop in GNP
(over 1.2 percent) and an increase of 0.7 percent in
consumer prices.

The rationale for the ERC's judgment on this very difficult
issue is as follows:

° Qur economy is currently heavily reliant upon
imports from very insecure sources and to do nothing
would mean continued and expanded vulnerability to
another embargo or supply interruption.

° The reduction of imports by two million barrels per
day is an insurance policy, so to speak, through
which we would choose to sacrifice a small amount
of economic activity that is anticipated in advance,
in order to insure against the much more costly
risks of the ever-growing vulnerability. If we are
to reduce our vulnerability we must begin now and
there is no way to do so that does not involve some
economic costs.
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The Department of State believes that if we are
unwilling to make sacrifices now to lessen our
vulnerability, we will have no credibility with
our allies who are already launching conservation
programs. Without credible leadership from us,
consumer cooperation cannot proceed.

Each of the options presented below for achieving
the short-term goal can be phased to fit economic
conditions -- they can start at low levels and be

strengthened as economic recovery begins to occur.






MID-TERM SITUATION/GOALS .

ISSUE
What should our long-term import goals be for 1985?
PROBLEM

The United States has greater flexibility with regard to
its energy situation in 1985 than it has in the next few
years. At the current high prices, we can cut imports to
half of today's level (3.3 MMBD) with only minor actions
such as Clean Air Act amendments, natural gas deregulation,
and price decontrol. Additional steps could cut imports
to zero at little extra cost. If there is a significant
break in world oil prices, it will take a massive and
dedicated domestic program to keep imports from more than
doubling in 1985 (over 12.4 MMBD). The likelihood of
reaching zero imports or even going below 5 MMBD by 1985,
given uncertainties in supply and expected world oil prices
is low. : -
The other consuming nations of the world have a much less

. favorable outlook. If high prices prevail, there is likely
to be a serious financial crisis in several countries,

such as Italy and Great Britain. Many feel that the western
world cannot withstand the pressures of $11 oil and that
actions should be taken to try to reduce world oil prices.

If prices can be reduced, the level of imports would be
affected.

There will be some new sources of 0il outside the Arab
producing states mainly from the North Sea and Mexico,

but the OPEC nations will probably still dominate the export
market for the next 10 years and be capable of supporting
today's prices. However, most feel that a major price break
could occur if the world financial crisis continues, if the
cartel breaks, or in later years, if new sources of oil are
produced.

As a consequence of our domestic capabilities and likely
world prices, the U.S. could set a zero import goal by 1985,
but would only reach it if world prices stay at today's

" levels. However, our goal in 1985 should not be zero imports
per se, but invulnerability from actions by foreign supplies
to disrupt our economy or affect our international activities.
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In as much as standby emergency measures and storage can allow
some insecure imports to be cut off without significant
effect, reaching zero imports is not truly necessary. Our
estimate is that the U.S. can have the capability for self-
sufficiency even if we import 3-5 MMBD in 1985, in that it
could respond to embargoes through emergency measures and
security storage.

Finally, because other consuming nations will still be
critically dependent even by 1985, the U.S. may need to
take steps to balance Middle East dominance of world energy
markets. Domestic self-sufficiency if not accompanied by
increased security of our allies will still not lead to a
return to world price and quantity stability for energy.
The only mechanism for the U.S. to do this is not by
driving its imports to zero instead of several million
barrels per day, but by becoming a major exporter of alter-
natives to Middle East oil, such as coal.

OPTIONS
There are several options available to the United States.

- Strive for zero imports (self-sufficiency) in 1985,
assuming high oil prices, and try to restore America's
previous position of leadership and price setting for
energy.

- Strive to be invulnerable to disruptions by 1985
and set a goal of no more than .4-5 MMBD of imports
by 1985 (15% of petroleum consumption). This level
of imports could be achieved by taking tough supply
and demand actions and could be protected through
emergency measures and petroleum storage. The actual
level would depend on world oil prices.

- Try to reduce imports to zero at all costs.

- Allow market mechanism to set our import levels
and do not interfere in process.

- Try to become an exporter of energy beyond 1985 to
restore dominance in world energy market.






NEAR TERM DEMAND REDUCTIONS

ISSUERE

If the United States selects to reduce demand by 1977, what
methods should be used?

PROBLEM

In order to get into the best possible position for negotiations
with OPEC and our allies, it is the belief of your advisors that
the United States should initiate a program to reduce consumption
in 1977 by 2 million barrels per day below what would normally
occur. Because it is unlikely that anything we do will reduce
OPEC prices in the near-~term, drastic immediate actions that
would hurt the already depressed economy are not justified.
Mandatory measures to reduce imports by one million barrels per
day in 1975 are not needed. However, some immediate actions are
needed to demonstrate the severity of the problem. Thus, the
proposed program should start now and be phased-in to be fully in
place by the beaginning of 1977.

Consumption reductions of this magnitude will have major effects
on the United States economy and adverse effects on those who

are forced to reduce their consumption of energy, no matter how
achieved. Any method chosen should attempt to minimize disloca-
tions, to return any purchasing power removed back to the economy,
and to spread the hardships equitably among the population.

Reductions in consumption can be achieved either by price
increases acting through the free market or by controls forcing
reductions in certain sectors. At high prices, under the market
solution, individuals and firms decide which uses of petroleum
¢an either be eliminated or replaced with other fuels and make
these adjustments. With controls, shortfalls are allowed to
occur, and an allocations system distributes these shortages.
Increases in petroleum prices may occur up to legal limits, and
price increases in other industries are likely if a shortage of
petroleum reduces output.

OPTIONS
1. Price mechanisms using decontrol and taxes: There are

several measures to achieve reductions in consumption by
increasing prices.

~ Elimination of price controls on old oil, along
with other petroleum price controls and allocation
regulations, either through legislation or allowing
the current allocation act to expire.




Effects of Decontrol (Barrels/day)

“l

1977 1985
Decreased petroleum
consumption 850,000 2,400,000
Increased petroleum ‘
production 350,000 2,100,000
Reduced imports _ 1,100,000 4,500,000

CONS ¢ -

In addition
be taken:

it will eliminate the ineguities and distortions

created in the marketplace by price and allocation
controls.

it will eliminate Administrative requirements and
costs of the program.

deregulation would have an inflationary impact in
the first year of 0.5 in the Consumer Price

Index (CPI) and 0.4 in the Wholesale Price Index
(WPI) resulting in price increases of about $2.30
per barrel, 5 1/2 cents a gallon for gasoline, and
4 1/2 cents for distillate. However, by 1977,

the inflationary effect of deregulation as measured
by the CPI will be eliminated due to the price effects
resulting from increased domestic production and
decreased consumption of petroleum products. The
WPI impact will be reduced to 0.1 in 1977.

dereqgulation would raise oil company profits,
bringing considerable political criticism.

to the above measures, the following actions would

Natural gas deregulation including both new gas
per the current Administration proposal plus a
a phased decontrol of currently regulated
interstate gas. (50¢ ceiling for 1975, 90¢
ceiling for 1976).



An excise tax of about 40¢ per MCF (as it is decontrolled)
on currently regulated interstate gas based on the
difference between the prices as of December 1, 1974, and
the actual selling prices for gas committed to the inter-
state market on contracts of over one year. '

A program of reductions in income taxes and other
measures (increases in social security and welfare
payments) to return revenues of over $20 billion
estimated to be raised through these measures (and those
below) back into the economy.

-

In addition to the above measures, a price oriented strategy will
require specifics aimed at reducing energy use.

SUBOPTION: Exclise tax

PROS:

A tax on refinery inputs (crude and natural gas liquids)
of $2.00 per barrel. This will result in price increases
of about 5¢ per gallon in the prices of all petroleum
products, producing the desired reductions in consumption.
This would apply to both imports and domestic sources.

An import tariff of $2.63 per barrel on refinery products
(equal to the refinery input tax) would be imposed with
no exemptions. This is designed to keep the refinery

_input tax from encouraging foreign refining. The

additional 63¢ is the current import fee on products.

A permanent excise tax of 37¢ per MCF (the thermal
equivalent of the crude tax) to reduce conversions from
0oil to gas, and to cut gas use.

Reductions in energy and increases in prices are spread
widely throughout the economy preventing very heavy impacts
on any one sector. This makes the program more equitable,

"and minimizes economic dislocations.

Encourages a variety of measures not encouraged by a tax
focused on gasoline, including:

-- conversions of industrial plants to coal.
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-- reductions in thermostat settings, insulation, and
other measures to save heating oil or natural gas

~=- conservation of electricity generated from oil and
gas

-—- encourages some reductions in gasoline use, although
obviously not as much as a massive gasoline tax

CONS:

- Does not concentrate on the automobile sector where many
feel the greatest cutbacks will have to be made.

-~ Will impose disproportionate regional burdens on areas
that depend on 0il or gas for heating or electricity use.
Without the natural gas tax, the burden would be heavily
concentrated in the Northeast.

- Introduces a tax bias against o0il and gas which may be
undesirable in the long-run, and which will be difficult
to repeal because it raises so much revenue.

The above program could be modified by replacing the refinery
product input tax with a gasoline tax of 60¢, phased in with a 10¢
tax starting June 1, 1975, (to minimize effect on currently depressed
automobile industry, while gaining credibility by making a start).
This would achieve the same reductions in use as the above crude
excise tax, but it is recommended that the maximum gasoline tax
considered be 30¢ for consuner acceptability.

A rebate would be designed to refund, through 1977, most of the
proceeds to everybody who has a drivers license. After 1977, changes
would be made in tax rates, welfare payments, and social security

to have the same effects but with lower administrative costs (and

to reduce incentive to get drivers licenses).

PRO:
~ Relies on efficient price mechanism.
~ Concentrates cutbacks on automobile use.
~ May stimulate production or more efficient automobiles.
- Less likely to produce shortages than an import cap.

CON:

- Hurts already depressed auto industry (may result in a
further decline in auto sales of up to 1,000,000 cars in
1975).

- TFosters political controversy about relation of perceived
taxes paid and "rebates" provided.
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-~ hurts travel and recreation industries

- individuals who must drive long distances are
disproportionately affected.

- would involve reversing a widely publicized
Presidential decision

2. An Import Cap: The existing import quota authority would
be used to reduce imports by 2 million barrels per day on the
following schedule:

1l MMBD at start of program (0.5 MMBD of which is effects
of recession)

1.5 MMBD at middle of 1976
2 MMBD =2nd of 1977

To assure that the program did not raise oil company profits the
quotas would be distributed on the basis of refinery runs plus
product imports. This will insure that people can earn additional
import rights only by increasing sales, and prevent the value

of rights to quotas from being captured by historical importers.

The'resulting shortages of products would be dealt with through
an allocation program as was done during the embargo. Likely
features of such a program include:

° gasoline station closings because of insufficient
supplies. These would be coordinated to focus on
weekends to minimize pleasure driving.

° an enforced temperature reduction program through
heating o0il allocations.

® restrictions on residual fuel to electric utilities

° reductions in airline flights.
The suboptions under this program include:

- Import cap with decontrol and windfall profits excise
tax. With decontrol there would be major increase
in crude prices of about $2.30 per barrel (5 1/2¢
per gallon). This price increase would accomplish
much of the reduction in consumption, having similar
effects as the first tax program.
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Continuation of current price control system. The
prices of new and released oil would rise by a large
amount bringing the prices to about $20 per barrel

as refiners bid desperately for uncontrolled crude

in order to run at capacity and meet the demands of

their customers. The resulting price increase of

about $3.00 per barrel in average costs would accomplish
much of the reduction in consumption, and some additional
increase in production would eliminate some imports.

A new price control system to hold all crude to current .
prices (including new and stripper crude) and rely fully
on allocations to deal with remaining shortages.

- quota will reduce imports

- will force a price rise

- administratively complex

- would require continued allocation

- would leave prices uncertain






PRICE FLOORS

ISSUE

Should the Federal government establish a price floor to
protect investors in energy projects from a decline in world
oil prices?

PROBLEM

Investments in major energy resource projects may be deterred ;
because of the risk of a large decline in energy prices that 3
could result from the breakup of the cartel or from deliberate
actions by the cartel to cut prices to undermine non-OPEC
expansion of production. If new investments are delayed
because of this uncertainty in world prices, domestic self-
sufficiency would be seriously hindered.

The level at which a price floor would be set is difficult to
choose, since different domestic sources become economic at
varying prices. Some domestic onshore o0il can be produced
for less than $4 per barrel, some at $7, and some enhanced
recovery techniques would require $10 per barrel oil.

OPTIONS

There are two major issues to be decided with respect to price
floors:

1. Should the Federal government establish a floor
on prices? ' '

2. If a floor is desirable, at what level éhould it
be set and what mechanism should be used to
establish the floor?

Issue 1: Need for a price floor

PRO: -~ could signal our expectations of the long-run
price of oil

- provides across-the-board investment security
against a precipitous decline in prices

- encourages Canada, Great Britain, and other
consuming nations to set up similar programs




-2-

- protects certain firms and employees from the dislocations
that would result if the economy adjusts to high prices
and then the cartel collapses or prices are deliberately
lowered

CONS:

may impose a larger economic burden on consumers if the
cartel comes apart and prices fall below the costs of
production

- since a $7 floor would protect few new investments, a
‘higher floor may be needed and would leave little room
for a decline in world oil prices

may indicate to OPEC that high prices are acceptable and
thus discourage them from reducing prices

there is no evidence that investors really need a price
floor before making investment decisions

'— imposes a precedent that may be desired by other industries
faced with a threat of price declines

would be most effective only if other consuming nations go
along

Issue 2: Level of a price floor

Option 1l: Lower level price floor ($6-8 per barrel)

PROS
~=- will assure production of offshore o0il, o0il fields,
and Alaskan oil
-- will cost very little since there is little likelihood
of prices-dropping below $7 per barrel unless the
cartel breaks
CONS

~~ does not protect shale o0il, decisions to build coal
rather than oil baseload plants, tertiary recovery,
and some new onshore production

-- it is possible that the cartel will come apart
letting prices fall well below $7; and very large
costs to the government would then be incurred
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-- sets a minimum level of o0il pric¢es which may be
unacceptable to consumer groups
Option 2: Higher level price floor ($10-11 per barrel)

PROS:

-- will assure production of almost every domestic
petroleum source

CONS:

~- provides no room for OPEC to reduce prices

-- would be politically difficult to maintain in the
event of a drop in oil prices

-- would be set at a price level that is higher than
we expect long-run prices to settle

There are 3 major mechanisms for establishing a price floor:

l. Tariff - a tariff would be imposed on the difference between
the estimated world price of foreign crude (c.i.f.) and the floor
price. The FEA would determine the average value for this differential
and the tariff could be set gquarterly about one month before the 3
start of the quarter. The same rate would be paid by all firms
regardless of the prices they negotiated (to avoid discouraging hard
bargaining abroad).

PROS:
-- relatively easy to administer, as compared to a
quota
-- imposes cost of protection from lower prices
on energy users,; thereby altering use
CONS:

-=- provides across-the~board protection rather
than guarantees to specific industries

-- susceptible to evasion

2. Quotas - a gquota would set a maximum quantity of imports
over a specified time period.

PROS:

~- ~can be implemented under existing authority
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-~ easily understood by the public
-— c¢ollects no revenues

CONS:

-~ would have a major adverse effect on the
economy and especially in the automobile
sales

-~ could leave downside price somewhat uncertain

-- could entail'largé administrative burden

3. Guaranteed Purchase System ~ this scheme would offer a
guaranteed government purchase contract for certain new technology
production processes. For example, the government could offer to
purchase up to 50,000 barrels per day of shale oil at $10 per
barrel for up to 5 years. If the price of oil is above $10, the
shale o0il would be sold on an open market by the firm; if below
$10, the government would purchase the o0il and resell it on the
open market at a loss. The firm receiving the contract would be
selected on the basis of competitive bids and would agree to build
a plant or forfeit a performance bond.

PROS:

-- likely to increase domestic production
-~ helps demonstrate certain technologies that
may otherwise be uneconomic
CONS:

-~ if the price declines, this could involve
large budgetary costs

-- sets a precedent that may encourage other
industries to request similar programs







- Treasury Department Views on Price Floor

ISSUE

The mid~term (1974-1985) energy program calls for "the
establishment of a floor price to relieve price uncertainty."
The recommendation is (a) to establish a $7-8 per barrel
price floor on imports, to be accompanied by a variable
tariff and (b) to begin to negotiate immediately a similar
price floor with other consuming nations.

TREASURY VIEWS -

Treasury has serious reservations concerning price
floors in general and specifically in the determination
of an appropriate one for oil. Too low a price would be
ineffective while too high a price would impose extensive
costs on the national and international economy. We strongly
recommend that no Presidential enunciation of a specific
value be made since doing so would undercut our position
“in IEA negotiations. Specific points are as follows:

(1) We have been arguing for months now that $11 oil
is too high, that it is unreasonable, not at all
related to economic costs, and imposing heavy
burdens on the economies of the world. Now to
posture ourselves as saying that $9 or $8 or $7 oil
is not too high, and more that we will guarantee
that it stays there, is ridiculous.

(2) By establishing a $7-8 price for all oil, we are
making the consumers pay a price that may be
much higher than the market, if allowed to operate
freely, would set and still bring on the necessary
supp