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94th Congress 
1st Session 

A B I L L 

To amend the Emergency Petroleum Allocation Act of 1973 
to provide for a temporary freeze on the national 
average price of domestic crude oil, residual fuel oil, 
and refined petroleum products, and for other purposes. 

Be it enacted by the Senate and House of Representatives 

of the United States of America in Congress assembled, 

Section 1. Section 4 of the Emergency Petroleum Allocation_ 
---

Act of 1973 is amended by adding at the end thereof the following 

new subsection: 

"(h) During the 90-day period which begins on the date 

or enactment of this subsection, the President may not pre

scribe any amendment to the regulation under subsection (a), 

or allow any amendment to such regulation prescribed after 

January 1, 1975, to remain in effect, if any such amendment 
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. has the effect of permitting the national average price of 

domestic crude oil or any classification thereof, residual 

fuel oil, or any refined petroleum product to increase above 

the national average price of domestic crude oil or classifi

cation thereof, residual fuel oil, or any refined petroleum 

product measured on January 1, 1975. Any proposed amendment 

prescribed after the expiration of such 90-day period which 

would have the effect of permitting the national average 

price of domestic crude oil or any classif~catidh thereof, 

residual fuel oil, or any refined petroleum product to increase 
domestic 

above the national average price ofAcrude oil or any classifi-

cation thereof, residual fuel oil, or any refined petroleum 

product measured on January 1, 1975, shall be deemed an ex

emption for purposes of subsection (g)(2) of this section and 

may not take effect except in accordance with the provisions 

or such subsection.". 

Sec. 2. ~ection 4(g)(2) of the Emergency Petroleum 

Allocat~on Act of 1973-is amended to read as follows: 

"(2)(A) Subject to the provisions of this paragraph, the 

President may prescrib~ an amendment.to the regulation under 

subsection (a) exempting crude oil, residuai fuel oil, or 

any refined petroleum product from the requ~rement of such 

regulation as they pertain to either (A) the allocation of 
-,, --------' 

any such oil or product, or (B) the specification of price 

or the manner for determining price of any such oil or 

product; or both. The President shall support any such proposed 
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amendment to the regulation under subsection (a) in the case of 

(A) the proposed exemption of an oil or product, with a find

ing that such oil or product is no longer in short supply 

and that exempting such oil or product will not have an adverse 

impact on the supply of any other oil or product subject to 

this Act, and (B) any proposed exemption of an oil or product 

from the pricing provisions of such regulation, with a find

ing that such exemption is consistent with the attainment of 

the objectives of subsection (b) and specific~ll_:[ that competi tio,n 

and market forces are adequate to protect industrial and 

individual consumers from price gouging and to assure that 

prices of such oil or product will be just and reasonable. 

"(B) The President shall transmit (i) any amendment to 

the regulation prescribed under subparagraph (A) of this 

paragraph, (ii) the findings required by such subparagraph, 

and (iii) the evaluation specified i~ subparagraph (D) of 

this paragraph, to both Houses of Congress on the same day 

and to each House while it is in session. Such an amendment 

may appl; only to one oil or one product with respect to 

either ·allocation or price. 

-----~ 

.!_ ... -ic:. 

~~~~~~~~~~~~ -- :: __ 



. . .. 
- 4 -

"(C) Such amendment shall take effect at the end of the 

first period of 15 calendar days of continuous session of 

Congress after the date on which such amendment is transmitted 

to it unless, between the date of transmittal and the end of 

the 15-day period, either House passes a resolution, pursuant 

to the procedures and provisions specified in section 906(b) 

and sections 908 through 913 of title 5, United States Code, 

stating in substance that that House does not favor such 

amendment. 

"(D) To the greatest extent practicable, any amendment 

which the President transmits to the Congress pursuant to sub-

paragraph (B) of this paragraph shall be accompanied by an 

evaluation prepared by the President of the potential economic 

impacts, if any, of the proposed plan and shall include an 

analysis of the effect of such plan on--

" (i) the fiscal integrity pf State and local govern-, 

ment; 

"(ii) vital industrial sectors of the economy; 

"(iii) employment, by industrial and trade sector, 

as well as on a national, regional, State, and local 

basis; 

... -----. •.. w .. 
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"Ci~) the economic vitality of regional, State, 

and local areas; 

"(v) the availability and price of consumer goods 

and services; 

"(vi) the gross national product; 

"(vii) competition in all sectors of industry; 

"(viii) small business; and 

"(ix) the supply and availability of energy 

resources for use as fuel or as feedstock for industry. 11 

I 
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VIII. INDIVIDUAL VIE,VS OF MR. ROSTENKOWSKI 
EIGHTH DISTRICT OF ILLINOIS " 

As an original sponsor of this legislation, it is with some reluctance 
that I now find it necessary to take exception with my colleagues on 
some of the issues raised in reporting it to the full House of Repre-
sentatives for consideration. · · · 

In cosponsoring H.R. 1767, I felt that the President's plan to in~ 
crease import fees on crude oil would impose tremendous economic 
hardships on many American :families without producing a significant 
decrease in the level of crude oil imports. Tho increased fee would 
not create the ecqnomic disincentive necessary to force most con
sumers to alter their present purchasing habits. Probably, the only 
product whose price would increase by the level necessary to force 
consumers to look for a less expensive alternative would be home 
heating oil that is distilled from foreign crude. But, as has been 
consistently pointed out by my colleagues from New England, there 
is presently no alternative to this home heating oil for those con
sumers who must 1·ely Oil imported supplies. 

1\fy support for lLR. 17l!7 was hasNl on the premise that if the 
government wants to impose economic disincentives to discourage the 
use of petroleum in general, and imported petroleum in particular, 
this must be done in a way that will force consumers to alter their 
spending patterns on products for which the demand is somewhat 
flexible. I felt that the President's increased import fee was not the 
economic incentive that would accomplish this. Rather, it is necessary 
to take steps to directly cmtail the use of gasoline, the one oil-based 
product in this country in which sigi.1ificant consumption curtail
ment can be achieved without massive economic cfo;ruption. This can 
only be accomplished through the use of strong disincentives-dis
incentives that do preciseJy that- encourage people not to use the 
product. . 

While I personally favor a strong econ01nic disincentive, perhaps 
a steep fuel tax with an annual rebate to all drivers (equal to t1rn 
tax paid Oil the fin;t, 10,000 milPs driven), T conld Rnnport any al
tcrnativr. that would cil\,ctively climinnJc waRlefnl gasoline consmnp
tion and, as a rcsu lt, dccrcaso tlu~ nc<'d for crude oil imports. 

During the consideration of H.R. 1767 before the Committee how
ever, very little time was devoted to the discussion of the effective
ness of the Prcsi<ler1t's proposed energy program. Rather, almost all 
attention was focused on the President's "orclwstrated" compliance 
with the reqnirf'ments of Section 2~2 of the Trade Expansion Act, as 
amcnclr<l, and the resulting use of this Executive powc\r as a lever to 
force Congress to act on the rest of the Administrntion's program. 
There is little doubt in my mind that a concerted effort was 1nade 
within the Administration to document the justification necessarv to 
exerciim this Prcsidcmtinl power under the Tracfo Expansion Act. 'But 

(30) 
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it must be remembered that while individual ¥embers of Cong!ess 
mfo:ht not have found that the.Present lc:rel of imp?rts was su~cient 
to "threaten to impair the national security", that 1s not what is re-
quired under the law. · . 

Under Section 232, as amended, the Secretary of the Treasury. is 
required to make an investigation, during w~1ich h~ shall consul~ ':1th 
the Secretary of Defense and other appropriate officers of the T;mted 
States. While public hearings arc recor;im~nded, theY. can be and 
were wa~ved in the present case. Afte:· review1;ig the testimony of Sec
retary Simon, I have no doubt that his office did all that was necessary 
to comply with the requirements of the law. 

While the law is clear in what it requires in the form of an investi
O'ation, it leaves to the Administration, the discretion to make what it 
feels to be the appropriate decision after evaluating the results of a 
Section 232 investigation. As a result, the Administration's careful 
adherence to these procedures, forces me to differ with t.hosc of my 
colleagues on the Committee who feel that the President's action 
violated the language of the Trade Expansion Act as amended by the 
Trade Act of 197 4. 

A second point that was overly stressed during our deliberations was 
the sentiment expressed by many on the Committee that the President 
was using his authority to increase import fees as an unfair lever on 
the Congress. vVhile the fee undoubtedly was hc>ing- used to app1y 
pressure, I cannot agree that the Prc:::iclent's mw of this was either 
illegal or unfair. In· fact~ I cannot think of any instan<'c in recent 
history where any President has not used every legal means at his 
disposal to encourage the Congress to assist him in the development 
of key programs. 

The President's imposition of an import fee to force ConO'ressional 
considerati?n of the remain?er of his economic-energy pacl~age is no 
mor~ unfair than Congressional use of the debt-ceiling to force the 
rres1.dent to accept a t;Jongres~ional prop<?sal to which he is opposed
m tlus case, a snspens1on of Ins power to miposc fo<'S. In my ten years 
on the 'Vays and 1\foans Committee, I have traditionally opposc(l the 
use of the debt ceiling in this manner, as an unjustified parliamentary 
maneuver designed to avoid the direct consideration of lcO'islation 
that would be better considered on it.s own merits. For this ~eason, I 
?PPOsed in Committee the amendment which attached the debt ceiling 
mcrease to H.R. 1767. 

In conc111sion, I believe that if we in t!ic Congress am n·oing to 
oppose the President's program nt this most criti":1 l tim<'. ,,~, slionld 
oppose it only if we arc able to snbstit.ntc n. positive progrnm of our 
own. 'Ve should not spend hours searching for a mere technicality to 
block his action, or days complaining how unfair it is for him to take 
the initiative, using every discretionary tool available to him. 

As the Ho~1Se of Represent.atves debates ILR. 1767, I hope tha.t m~· 
eollc;gu~s wip evaluate !lot onJ:y the short-term cffret of snspci}ding 
the 1 residents pmver to impose 11nport fe<'s, but n lso that tlwv w111 l'C'

meinbl'r that, such a rejection of his program commits UR tci off<'ring 
a concrete nlternativc and to offering it within !JO days. 'Ve have too 
long argued just issues, it is time for ns to net. · 

]),\ K RosT1,::-rn:ow1m1. 



THE SECRETARY OF.THE TREASURY 

WASt1'NGTON 20220 

JAN 141975 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT : Report on Section 2 32 Investigation on 
Petroleum Imports 

This report is submitted to you pursuant to Section 
232 of the Trade Expansion Act of 1962, as amended , and 
results from an investigation that I initiated under that 
Seqtion for. the purpose of determining whether petroleum* 
is being imported into the United States in such quantities 
or under such circumstances as to threaten to impair the 
national security. 

At the present time, the demand for petroleum in the 
United States is 18.7 million barrels per day . Of this 
amount, imports provide 7 . 4 million barrels daily . The 
deficit in petroleum production compared with demand has 
grm·:n since 1966, when the United States ceased to be 
self-sufficient. 

Our increasing dependence upon foreign petroleum had, 
by 1973, created a potential problem to our economic wel
.fare in the event that supplies from foreign sources were 
interrupted . Its adverse contribution to our balance of 
payments position had also significantly increased , and 
for the year 1973 the outflow in payments for the purchase 
of foreign petroleum was running at $8.3 billion annually, 
only partially offset by exports of petroleum products. 

In September 1973, the worsening petroleum import 
situation was further seriously aggravated by an embargo 
on crude oil imposed by the Organization of Petroleum Ex
porting Countries, which effectively kept 2.4 million 
needed barrels of oil per day from U. S. shores . After 
the initiation of the embargo, the price of imported oil 
quadrupled from approximately $2.50 per barrel to approxi
m~tcly $10.00 per barrel and has since that time risen 
somGwhat further. Simultaneously, the balance of payments 

*The ter: "petrol ::?um", _as used in this report, means cru,"c~ 
oil, principal crude oil derivatives and products , and 
related products derived from natural gas and coal tar . 

. . 
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problem deteriorated by reason of the increased oil bill 
paid by United States consuming interests . Today the 
outflow of payments-for petroleum is running at a r ate of 
$25 billion annually . 

As a result of my investigation, I conclude that the 
petroleum consumption in the United States could be reduced 
by conserving approximately one million barrels per day 
without substantially adversely affecting the level of 
economic activity in the United States . Any s udden s upply 
interruption in excess of this amount , however , and partic
ularly a recurrence of the 2 . 4 million barrel per day 
requction '1?hich occurred during the OPEC ew.bargo , would 
have a prompt substantial impact upon our economic well
being, and, considering the close relation between this 
nation's economic welfare and our national security, would 
clearly threaten to impair our national security . 

Furthermore, in the event of a world-·wide political 
or military crisis, it is not improbable that a more 
complete interruption of the flow of imported petroleum 
would occur . In that event, the total U. s . production 
of about 11 million barrels per day might well be 
insufficient to supply adequately a war-time econorry , 
even after mandatory conservation measures are imposed . 
As a result, the national security would not merely be 
threatened , but could be immediately, directly and 
adversely affected . 

In addition, the price at '1.~hich oil imports are now 
purchased causes a massive payments outflow to other 
countries. The inevitable result of such an outflow is 
to reduce the flexibility and viability of our foreign 
policy objectives. For this reason, therefore, a payments 
outflow poses a more intangible, but just as real, threat 
to the security of the United States as the threat of 
petroleum supply interruption. On both grounds, decisive 
action is essential. 

. . 
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FINDINGS 

~s a result of my investigation, I have found that 
qrude oil, principal crude oil derivatives and products, 
and related products derived from natural gas and coal 
tar are being imported into the United States in such 
quantities as to threaten to impair the national security. 
I further find that the foregoing products are being 
imported into the United States under such circumstances 
as to threaten to impair the national security. 

RECOMMENDATIONS 

I th~refore recommend that appropriate action be 
taken to reduce imports of crude oil, principal crude 
oil derivatives and products, and related products derived 
from natural gas and coal tar into the United States, to 
promote a lessened reliance upon such imports, to reduce 
the payments outflow and to create incentives for the use 
of alternative sources of energy to such imports . I 
understand. that a Presidential Proclamation pursuant to 
Section 232 of the Trade Expansion Act of 1962 is being 
drafted by the Federal Energy Ad~~nistration consistent 
with these reco:mmendations. 

'(Signed) William' E. Simon 

William E. Simon 

. . 



DEPARTMENT OF THE TREASURY 

REPORT OF INVESTIGATION OF EFFECT OF PETROLEUM IMPORTS 

AND PETROLEUM PRODUCTS ON THE NATIONAL SECURITY PURSUANT 

TO SECTION 232 OF THE TRADE EXPANSION ACT , AS AMENDED 

By 

The Assistant Secretary of the Treasury 

for Enforcement, Operations and Tariff Affairs, 

David R. Macdonald 

January 13, 1975 
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REPORT OF INVESTIGATION UNDER SECTION 232 OF THE TRADE 
EXPANSION ACT, AS AMENDED, 19 U.S.C . 1862 

I. INTRODUCTION AND SUMMARY 

This investigation is being conducted at the request 
of and on behalf of the Secretary of the Treasury pursuant 
to his authority under Section 232 of the Trade Expansion 
Act (the "Act"), as amended, 19 u.s.c. 1862 . (Annex A) 
The purpose of the investigation is to determine whether 
crude oil, crude oil derivatives and products , and related 
products derived from natural gas and coal tar are being 
imported into the United States in such quantities or under 
such circumstances as to threaten to impair the national 
security. Under 31 CFR 9.3, the Assistant Secretary of the 
Treasury for Enforcement, Operations, and Tariff Affairs is 
responsible for making this investigation . 

The Secretary of the Treasury has determined pursuant 
to Section 232 that it would be inappropriate to hold public 
hearings, or otherwise afford interested parties an oppor
tunity to present information and advice relevant to this · 
investigation. He has also determined pursuant to his 
authority under 31 CFR 9.8 that national security interests 
require that the procedures providing for public notice and 
opportunity for public comment set f orth at 31 CFR Part 9 
not be followed in this case. (Annex A) 

In conducting the investigation, information and advice 
have been sought from the Secretary of Defense, the Secretary 
of Commerce, and other appropriate officers of the United 
States to determine the effects on the national security of 
imports of the articles which are the subject of the investi
gation. Information and advice have been received from the 
Departments of State, Defense, Interior, Commerce, Labor, 
the Council of Economic Advisers, and the Federal Energy 
Administration . (Annex B) 

In summary, the conclusion of this report is that 
petroleum is being imported in such quantities and under 
such circumstances as to threaten to impair the national 
security of this country. 

Petroleum is a unique commodity: it is essential to 
alrrost every sector of our economy, either as a raw material 
component or as the fuel for processing or transporting goods. 
It is thus essential to the maintenance of our gross national 

.. 
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product and overall economic health. Only a small percentage 
of present u. S. petroleum imports could be deemed to be 
secure from interruption in the event of a major world 
crisis. The quantity of petroleum imports, moreover, is 
now su.ch a high percentage of total U. S. consumption that 
an interruption larger than one million barrels per day at 
the present time would adversely affect our economy. If our 
imports not presently deemed to be secure from interruption 
were in fact kept from our shores, the effect on the U. S. 
economy would be staggering and would clearly reach beyond 
a matter of inconvenience, or loss o~ raw materials and fuel 
for industries not essential to our national security. The 
outflow in payments for petroleum also poses a clear threat 
not only to our wellbeing, but to the welfare of our allies. 
As the State Department has concluded, the massive transfer 
of wealth greatly enhances the economic and political power 
of oil rich states who do not necessarily share our foreign 
policy objectives, and correspondingly tends to erode the 
political power of the United States and its allies. 

The purpose of this investigation under Section 232 of 
the Act is to determine the effects of our level of imported 
petroleum upon our national security and not to fashion a 
remedy. Nevertheless, it would appear that we must, over 
the longer term, wean ourselves a-.·.'~>y from a dependence upon 
imported oil, conserve our use of petroleum, promote the use 
of alternative sources of energy, and at least in part, stanch 
the outflow of payments resulting from our purchases of this 
commodity. As Secretary Kissinger states: 

"Clearly, decisive action is essential. We 
have signalled our intention to move toward energy 
self-sufficiency. We must now demonstrate with 
action the strength of our commitment. In the 
short-term, our only viable economic policy option 
is an effective program of energy conservation. 
A vigorous United States lead on conservation will 
encourage similar action by other consuming nations. 
Consumer cooperation on conservation now and then 
development of new supplies over time will deter 
producer aggressiveness by demonstrating that 
consumers are capable of acting together to defend 
their interests." 
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II. STl' .. TUTORY CONSIDERATIONS 

This investigation has proceeded in recognition of the 
close relationship of the economic welfare of the Nation to 
our national security. As required by Section 232, consider-
ation has been given to domestic production of crude oil and 
the other products under investigation needed for projected 
defense requirements, the existing and anticipated availability 
of these raw materials and products which are essential to the 
national defense, the requirements of the growth of the 
domestic petroleum industry and supplies of crude oil and 
crude oil products, and the importation of goods in terms of 
their quantities, availabilities, character and use as those 
affect the domestic petroleum industry and the ability of the 
United States to meet its national security requirements. 

In addition, other relevant factors required or permitted 
by Section 232 have been considered, including the amount of 
current domestic demand for petroleum and petroleum products 
which is being supplied from foreign sources, the degree of 
risk of interruption of the supply of such products from 
these countries, the impact on the economy and our national 
defense of an interruption of such supplies including the 
effects on labor, and the effect of the prices charged for 
foreign petroleum and petroleum pr~Jucts on our national 
security. 
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III. IMPORTS OF PETROLEUM AND PETROLEUM PRODUCTS 

During the first eight months of 1974, the United States 
import~d approximately 5.8 million barrels per day of petro
leum and petroleum products. (Annex C} This figure amounted 

·to 35.6 percent of total United States demand for such 
products during this period. The latest data available 
indicates that United States dependence on imported oil is 
growing. For the four weeks ending December 13, 1974, the 
United States imported about 7.4 million barrels per day of 
petroleum and petroleum products, which represented 39.5 
percent of total United States demand for such products 
during the same period. {Annex C) 

Imports into the United States may be divided into two 
major sources, the nations belonging to the Organization of 
Petroleum Exporting Countries (OPEC) and other nations. 
{Annex D) The OPEC nations have far more production capacity 
than the non-OPEC nations. Of the world's total production 
of approximately 55 million barrels per day, OPEC members 
produce 30 million barrels, Co~munist countries 11 million 
and the balance of 14 million barrels per day is produced 
by other countries including the u. S. 1/ Moreover, the 
OPEC countries have over 8 million barrels per day of pro
duction potential ·which is not be:>g utilized while virtually 
no unused capacity exists in the rest of the world. 2/ 

Most recent indicators show that 3.5 million barrels per 
day of crude oil and petroleum products are being imported by 
the U. s. directly from the OPEC member states. {Annex D) 
In addition, as much as 850,000 barrels per day of finished 
products imported into the U. S. from third country sources 
may originate from OPEC nations. 3/ In total, 4.35 million 
barrels per day of the 1974 u. s.-demand of approximately 
17.0 million barrels per day came from OPEC sources. In 
percentage terrr:s, u. S. i~ports from OPEC members account 
for over 25% of domestic demand. 

The major Western Hemisphere suppliers of petroleum to 
the United States are Canada and Venezuela. The latter 
country the United States with approximately 1.1 
million ls per day from January through October 1974. 
For the same period, Canada exported to the u. s. over 
1,000,000 barrels per day or slightly over 17% of our 
imported supplies. 
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The Canadian Government has recently conducted a study 
of its own energy potential. It concluded that steps should 
be taken to reduce exports of oil with a view to conserving 
petroleum for future Canadian requirements. 4/ Accordingly, 
on November 22, 1974, the Canadian Government announced its 
intention to limit exports to the U. S. to 650,000 barrels 
per day by the end of 1975. Further reductions in exports 
will take place after annual reviews. As a result, it 
appears that the U. S. can no longer count on the availability 
of large volumes of oil from Canada but may have to increase 
our reliance on OPEC to make up for the reduction of Canadian 
imports. 

In summary, 60 percent of current imports of crude oil 
comes directly from OPEC members and another 15 percent is 
refined by third countries using OPEC crude oil. At least 
85% of the imported petroleum, however, whether from OPEC 
or non-OPEC countries, appears to be subject to the threat 
of interruption in the event of a crisis. Moreover, the 
outlook in the short run is for the percentage of imports 
derived from OPEC members to increase as a result of limita
tions on Canadian exports. 
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IV. EFFECT OF 1973-1974 EMBARGO ON THE DOMESTIC ECONOMY 

The interruption of the supp~y of a major part of U. s. 
import.s of petroleum during the Winter of 1973-74 had a 
serious adverse impact on the economy of the United States. 

In his memorandum, Secretary Dent stated: 

"The experience of the Arab oil embargo last 
year, even though it halted only about one-half of 
our oil imports, confirms the risk of disruption to 
the economy which is implicit in dependence on imports 
of oil to this degree. The oil embargo is believed 
to have produced a reduction in U. S. GNP by some 
$10 to 20 billion. All sectors of the economy were 
adversely affected, with the consumer durables sector 
and housing construction most heavily hit. Further, 
it is estimated that a substantial part of the infla
tionary rise of prices during 1974~ particularly in 
the first half, is attributable to the direct and 
indirect effects of the rise in overall energy costs· 
which followed the rapid escalation of costs for 
Arab oil. In view of this record of injury caused 
by loss of ign oil supply and our continuing 
vulnerability to future inju. 1 of even greater impact, 
it is my opinion that imports at current and projected 
levels do constitute a threat to impair the national 
security. 11 

The Federal Energy Administration noted in its Project 
Independence report that the embargo's impact was serious 
as a result of the nation's high level of dependence upon 
foreign petroleum imports. In the years 1960 through 1973 
U. S. production did not keep pace with U. S. consumption of 
petroleum. The resulting gap represented the level of U. S. 
imports, which increased drastical 

u. s. Production and Consumption of Petroleum 1/ 
(1960-7°3) 

Petroleum Millions Barrel 

Year Production Consumption Gap {Imports) 
1960 --~5 1. 5 
1965 8.8 10.8 2.0 
1970 11. 3 14.7 3.4 
1972 11. 2 16.4 5.2 
1973 10.9 17.3 6.4 
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The impact of the embargo on imports can be shown by 
a comparison of import figures for both crude and refined 
oil imports for each of the months September 1973 through 
February 1974, and the percent change reflected in such 
figures from the same months of the preceding year: 

Monthly Imports 
Before and During the Oil Embargo 

(Millions Barrels/Day) 
y 

% Change from Total Refined % Change 
Crude Oil Previous Year Products Previous 

Sept 1973 3.47 +47 2.65 +26 
Oct 3.86 +49 2.67 + 9 
Nov 3.45 +50 3.14 +30 
Dec 3.99 +45 2.90 + 1 
Jan 1974 2.46 -13 2.85 - 4 
Feb 2.10 -22 2.55 +17* 

from 
Year 

*The indicated positive balance in this month is reflected 
by the disproportionately large imports of motor gasoline, 
to accomodate critical shortages of this refined product. 

Both the National Petroleum Council and the Federal 
Energy Administration have made detailed analyses of the 
impact of the 1973-74 embargo. A demand reduction of over 
1 million barrels per day has been attributed to curtailment 
and conservation. These savings occurred in areas which 
caused minimum individual or collective hardship. However, 
many such savings were the result of one-time only reductions 
in usage patterns, such as lowering of thermostat levels. 
Once accomplished, by voluntary or other restra upon 
energy usage, such savings cannot thereafter be duplicated. 

The cost of the embargo to the economy, in terms of both 
increased costs and se impacts on the labor mar-
ket, was severe. During the first quarter of 1974, the 
seasonally adjusted Gross National Product fell by 7% and the 
seasonal adjusted unemployment rate changed from 4.6% in 
October 1973 to 5.1% by March of 1974. Of course there were 
other factors at work in the economy during this period and 
it is difficult to isolate those declines attributable solely 
to the embargo. However, according to the FEA, sed 
energy prices ~uring the period were responsible for 
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at least 30% of the increase in the Consumer Price Index 
with the long-term effects of the embargo and the subse
quent price rises continuing after the embargo was lifted. 
As the FEA has pointed out, a comparison of the nation's 
economic performance for the two years preceding the embargo 
with the first quarter of 1974 demonstrates a clear and 
uninterrupted upward historical trend (albeit a reduced 
rate of increase beginning in the second quarter of 1973) 
followed by a sudden sharp decline during the relevant 
period: 

1972 - I 
II 
III 
IV 

1973 - I 
II 
III 
IV 

1974 - I 

Gross National Product Statistics lf 
(1972-1974) 

Real GNP ~ 

768.0 
785.6 
796.7 
812.3 
829.3 
834.3 
841.3 
844.6 
831.0 

Present Changes in GNP from 
Preceding Quarter (Annual Rate) 

9.5 
5.7 
8.0 
8.6 
2.4 
3.4 
1.6 

-6.3 

~/ Seasonally adjusted at annual rates in billions of 
1958 dollars. 

A similar effect has been identified by FEA with respect 
to real personal consumption expenditures and real fixed 
investments. These are set forth in detail in the Appendix 
to the Project Independence Report, and are not set forth in 
detail herein. 

The Department of Commerce has forecast a decline in 
real output for the first quarter of 1975 of $10.4 billion, 
projected to increase to $15 billion by the second quarter 
1975.4/ Again, studies showing detailed effects upon the 
labor-market and contributions to changes for selected items 
within the CPI have been analyzed in detail by the Department 
of CorrIBcrce and the Federal Energy Administration, and set 
forth in the Project Independence Report. 
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The adverse change of .5% in the seasonally adjusted 
national unemployment rate between October 1973 and March 
1974 represents an increase of approximately 500,000 
unemployed people. The Department of Labor has estimated 
that during the period of embargo 150,000 to 225,000 jobs 
were lost as a direct result of employers' inability to 
acquire petroleum supplies. An additional decline of 
approximately 310,000 jobs occurred as an indirect result 
of such shortages in industries whose products or processes 
were subject to reduced demand as a result thereof (most 
notably, the automobile industry). The Department of Labor 
estimates that 85% of the total jobs lost were those of 
semi-skilled workers, 5% clerical and 3% professional, 
technical and skilled.~ 

The Federal Energy Administration has projected the 
loss in economic activity (GNP) which could be reasonably 
correlated to a shortfall in oil supplies. The pattern of 
this correlation indicates that at any given.time, the 
economy can absorb a modest reduction in consumption before 
painful reductions in economic activity occur. After this 
reduction in nonessential uses of oil is made, further 
reductions of oil supplies will result in sharply increasing 
losses in the GNP. Based on such models, the FEA has deter
mined the impacts of interruption of imports under several 
conditions. For example, a recently calculated situation 
shows that a 2.2 million bbl/day import reduction for six 
months' duration is estimated to cause a $22.4 billion 
reduction in GNP._§/ 

The Federal Energy Administration estimates that a 
reduction in consumption of approximately 1 million barrels 
per day can be managed without imposing prohibitive costs 
on the economy. While recognizing that a figure of 1 million 
barrels per day is not precise, it does approximate a reasona
ble estimate of the short-term reduction beyond which more 
severe economic readjustments would take place. Of the 
17 million barrels per day current demand, it is estimated 
that 16 million is the proximate quantity required to prevent 
progressive deterioration of the economy at the present time. 

It should also be noted that the impacts of any supply 
interruptions will be disproportionately felt in the various 
regions of the country. The major determinants of the impact 
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within any given region is the amount of imports into that 
region, climatic conditions of the region, and the industries 
located there. The northwestern and northeastern parts of 
the country import large amounts of their petroleum require
ments, the climatic conditions require them to use more 
energy for heating than other regions, and they have more 
energy using manufacturing industries in general than other 
parts of the country (this is especiallt true of the North
east). 

The direct effects of an embargo would be concentrated 
in PAD (Petroleum Administration for Defense) Districts 1 
and 5. PAD District 1 includes the Eastern Seaboard of the 
U. S. where it is estimated that 83 percent of the 1975 
crude petroleum demand will be imported. In PAD District 5, 
the West Coast of the U. S. including Alaska and Hawaii, 
imports are 43 percent of total uses. The East Coast problem 
is espec ly difficult because of the high fuel oil demands 
in the New England area and the fact that approximately 98 
percent of the residual fuel oil for PAD District l is 
imported as a refined product or made from imported crude.2/ 
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V. VULNERABILITY OF U. S. ECGNOMY TO OIL AND DEVELOPM......4'NT 
OF ALTERNATE' ENERGY SOURCES 

The vulnerability of the u. S. economy to petroleum 
supply interruptions is highlighted by (1) the fact that it 
is the backbone, not only of our defense energy needs, but 
also of our economic welfare, and (2) the- difficulty of 
bringing in alternate energy sources immediately. 

Although there may have been some recent minor changes, 
the 1973 figures show that petroleum accounted for 46 percent 
of domestic energy consumption, natural gas for 31 percent, 
coal for 18 percent, hydropower for 4 percent and nuclear 
for 1 percent. (Annex E) 

The degree to which other energy forms can in the short 
run be physically substituted for oil is limited. Residual 
oil used in heating or utilities can be replaced with coal 
only after conversion of the plant's combustion facilities 
has taken place. Other energy sources are limited in supply 
or feasibility of use. Supplies of natural gas are declining 
and an interstate pipeline curtailment of 919 billion cu.. ft. 
is expected in the 1974-75 heating season. 1/ The natural 
gas reserve/production ratio has declined from 21.1 in 1959 
to 11.1 in 1973, 2/ indicating the production potential is 
seriously impaired. It does not appear that we can substitute 
natural gas for oil. On the contrary, the prospects are that 
either oil or coal may have to be substituted for natural gas. 
The nation's ability to increase its hydroelectric power 
generating capacity is severely limited. Other energy sources 
such as nuclear electrical generating power require long lead 
times for development and will not be available in materially 
increased quantities for a number of years. For example, 
nuclear power is not expected to reach a significant per
centage (12%) of our total energy capacity until 1985. 3/ -
The availability of coal is subject to further mine develop
ment, expansion of transportation systems and convertibility 
of furnaces and boilers, all of which require significant 
development time. Moreover, both the production and 
combustion of coal is currently subject to environmental 
restrictions which further limit its accelerated development 
as an energy source. 

The outlook for increasing production of crude oil from 
domestic sources is not favorable for the near term. Domestic 
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production has declined from 9.6 million barrels per day in 
1970 to 8.7 million barrels per day in Deceml:;ler 1974. A 
further gradual Jecline is anticipated until oil from the 
North Slope of Alaska becomes available in late 1977, or 
until oil is produced from presently undeveloped areas as 
the Outer Continental Shelf. Nevertheless, the sharp increase 

· in the price of oil should stimulate increased exploration 
which, in the intermediate or longer term, if combined with 
conservation efforts should ameliorate the present threat to 
our economy. 

Also, long-term energy sources such as the development 
of geothermal and oil shale energy resources and the practical 
utilization of solar energy require major advances in the 
technology involved. This technology may take several years 
to develop, but should assist in the solution of the domestic 
shortage of energy sources if sufficient incentive is pro
vided. 
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VI. THREAT TO THE NATIONAL SECURITY OF FUTURE SUPPLY 
INTERRUPTIO-JS 

Section IV has described the serious impact on the 
national economy and consequently on the national security 
of the winter 1973-1974 embargo. It is reasonable to expect 
similar or even worse effects of an interruption of supply 
in the future, particularly in light of increasing dependence 
on foreign sources of supply. U. S. production is declining 1/ 
and alternative sources of energy supply require a long lead -
time for development. 2/ Moreover, supplies from the most 
secure Western Hemisphere sources are likely to decline as 
illustrated by the Canadian action to reduce oil exports to 
the United States. 

The Department of Defense has described the risks to 
our national security posed by the threat of a future supply 
interruption. The Department of Defense, in its memorandum 
to me of January 9, 1975, stated: 

"The Department of Defense holds that this 
nation must have the capability to meet the essential 
energy requirements of its military forces and of its 
civil economy from secure sources not subject to 
military, economic or poli tic:'l interdiction. While 
it may be that complete national energy self-sufficiency 
is unnecessary, the degree of our sufficiency must be 
such that any potential supply denial will be sustain
able for an extended period without degradation of 
military readiness or operations, and without signif 
cant impact on industrial output or the welfare of 
the populace. This is true because the national 
security is threatened when: (1) the national economy 
is depressed; (2) we are obliged to rely on non-secure 
sources for essential quantities of l; (3) costs 
for essential fuels are unduly high; and (4) we reach 
a point where secure available internal fuel resources 
are exhausted. 

11 As you know, the Mandatory Oil Import Program 
was established in 1959 for the express purpose of 
controlling the quantity of imported oil which at 
that time had been found to threaten to impair the 
national security. In the intervening years we have 
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observed with growing concern the decline in domestic 
and western hemisphere petroleum produciive capacity 
in relation to demand. The result has been a rapid 
expansion in our dependence on eastern hemisphere 
sources for the oil which is so essential to our 
military needs and the nation's economy. By 1973 
that dependence had reached a level which risked 
substantial harm to the national economy in event 
of a peacetime supply denial. In event of general 
war, those risks would be substantially greater 
because of the sharply increased level of military 
petroleum consumption which would require support 
from domestic petroleum resources. The 1973 Arab 
oil embargo offered proof, if proof were needed, 
of the deterioration in our national energy situation. 

"Energy conservation efforts and expanded.use 
of alternate fuels halted the growth in crude oil 
and product imports during much of 1974. However, 
production of both oil and gas in the United States 
continues to decline, and indications are that imporf 
growth has resumed. Projections for 1975 indicate 
that imports may exceed seven million barrels a day, 
sharply higher than in 1974 and equal to near 19 
percent of the probable total energy supply in 1975. 
To the extent that demand for petroleum imports 
causes increasing reliance on insecure sources of 
fuel, then such demand/reliance is a severe threat 
to our security." 

Although oil exporters vary in their specific national 
goals and from time to time make unilateral decisions in 
regard to oil policies, oil exporters have the potential to 
bring about concerted actions which can explicitly deny the 
U. S. needed imports through such actions as last year's 
embargo. The loss in GNP growth and the significant unem
ployment created have on their face a significant impact 
in terms of the overall strength of the national economy. 
Continued reliance on foreign sources of supply leaves the 
U. S. economy vulnerable to f~rther disruptive, abrupt 
curtailment or embargo of supplies, as well as to further 
increases in prices. Consequently, it is only prudent from 
a national security standpoint to plan for the possibility 
that another embargo, or other type of supply interruption, 
could occur. 
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VII. THE EXCESSIVE RELIANCE ON IMPORTED OIL AS A SOURCE OF 
WEAKNESS IN A FLEXIBLE FOREIGN POLICY 

The d~pendence of the United States on imported petroleum 
can also adversely affect the ability to achieve our foreign 
policy objectives. 

A healthy and vital domestic economy coupled with modern 
and adequate defense forces are the basic elements of strength 
in protecting our national security, but equally important in 
today's interdependent world is the continued smooth func
tioning of the international economic system and, in particular, 
the economic strength and viability of our Allies. The economies 
of many of these countries are almost totally dependent on 
imported oil and are therefore much more vulnerable to the 
threat of a new oil embargo. This could adversely affect the 
extent to which we can rely on those Allies in the event of 
a serious political or military threat to this country. 

The risk to our Allies and to ourselves comes not only 
from the possibility of disruptions of supply and the impact 
this could have on foreign policies but also from the effect 
on their domestic economies of the high cost of oil imports. 
Individual consumer states faced with balance of trade deficits 
and having difficulties in financing them, could attempt to 
equilibrate their trade balances through "beggar-thy-neighbor" 
actions. 

For example, deliberate measures could be taken to inter
fere with markets so as to increase exports and/or decrease 
imports from non-oil exporting countries. Specific examples 
would include export subsidies,· import tariffs, quotas, and 
perhaps other non-tariff barriers to trade. Such action would, 
of course, be infeasible as a concerted policy by all def icit 
nations and therefore irrational. Indeed, should all embark 
on such a course, a severe economic loss would result throuqh 
income reductions to all. Exports would be reduced for all 
oil importing countries with loss in economic activity. 

A slowdown in economic growth and consequent unemployment 
resulting from such a course could have economic and social 
effects that could have serious political implications for our 
own security. 

These potential problems could arise from the continued 
high levels of oil imports in conjunction with the price of 

.. 
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oil, which generate large current account surpluses for OPEC. 
Given the limitel absorptive capacity of some of these 
countries the increased oil revenues to these countries 
will not be immediately translated into increased imports. 
A recent estimate of the OPEC 1974 current account imbalance 
is about $60 billion. In contrast, the 1973 OPEC current 
account balance was only $13 billion. Projections of these 
balances through time indicate continued reserve accumulations 
at least until 1980, as some OPEC members will only gradually 
adjust their import levels to higher export revenues. An 
estimate of these accumulations as of 1980 is on the order of 
$200 to 300 billion (in terms of 1974 purchasing power) for 
OPEC as a group. Such a massive transfer of wealth would 
enhance the economic and political power of oil rich states 
which do not necessarily share our foreign policy objectives. 

It is our expectation that these funds will be held and 
invested in a responsible manner. There is every economic 
incentive for the owners of these resources to take this course. 
The Un States' basic economic-position strongly favors 
maximum edom for cap 1 movements and we believe there is 
no reason to change this policy. 

However, in view of the possible problems noted above, 
it is imperative that we join wit:, our Allies in a concerted 
program conservation, reduced reliance on imported sources 
of oil and development of alternative energy supplies. In 
this way we promote market forces that will work against 
further rises in already monopolistic oil prices, and exert 
some downward pres~ure on world oil prices. 

The Department of Defense confirms these conclusions: 

"The appropr restriction of oil imports 
will also impact favorably on the balance of pay
ments and, more importantly, will permit the 
United States to make a significant contribution 
to international efforts to reduce total world oil 
demand which, through its recent rapid growth, has 
contributed to harmful increases in world oil prices. 
Those increases have posed serious threats to the 
economic and mili viability of NATO and other 
friendly nations, as well as to the United States. 
Reduced dependence on imported oil can also minimize 

adverse impact on the United States, NATO and 
other friendly nations of boycotts such as that 

by the Arab nationi in 1973." 
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The Federal Energy Administration has pointed out that 
reduction of reliance on imported oil and conservation are 
essential to U. S. participation in the International Energy 
Program. Administrator Zarb states: 

"Given the inability to create effective 
emergency supplies in the short run, it is 
important that the U. S. actively support and 
participate in international security agreements 
such as the International Energy Program (IEP), 
or a producer-consumer conference, with the 
objective of establishing future world oil prices 
acceptable to the U. s., the other importers, and 
the OPEC countries; and to decrease the likelihood 
of politically or economically motivated supply 
disruptions. 

"The IEP particularly is an important com
ponent of the u. S. energy supply security program. 
It would coordinate the responses of most major oil 
importing nations to international supply disrup
tions, provide guidelines for conservation and 
stockpile release programs, and avoid competition 
for available suppl s, and thus limit the oil 
pr increases likely to result from an oil shortage. 

"The IEP deters the imposition of oil export 
embargoes because it diminishes the ability of oil 
exporters to target oil shortfalls on particular 
oil importers, or greatly increases the cost of 
doing so. For example, under an IEP, a U. S. import 
short 11 of 3 MM B/D would require a much larger 
export cutoff, and increase the political and 
economic costs exporters would incur in imposing 
an embargo. 

"These measures do not exhaust the options 
available to the U. S. Government. They seem to 
us, however, to be among the most effective programs 
which the U. S. can implement at this time, given 
the character of the international energy market. 
As such, these options of attractive pro cts 
for minimizing the threat to our national security 
resulting from our need to continue to rely on 
imported oil.u 
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VIII. FINDINGS AND RECOMMENDATIONS 

As a result of my investigation, I recommend that the 
following determinations and recommendations be made by the 
Secretary of the Treasury and forwarded to the President: 

FINDINGS 

As a result of the investigation initiated by me, I 
have found that crude oil, principal crude oil derivatives 
and products, and related products derived from natural 
gas and coal tar are being imported into the United States 
in such quantities as to threaten to impair the national 
security. I further find that the foregoing products 
are being imported into the United States under such 
circumstances as to threaten to impair the national 
security. 

RECOMMENDATIONS 

I therefore recoITmend that appropriate action be 
taken to reduce imports of crude oil, principal crude oil 
derivatives and products, and related products derived 
from natural gas and coal tar into the United States, to 
promote a lessened reliance upon such products, to reduce 
the payments outflow and to create incentives for the use 
of alternative sources of energy to such imports. I 
understand that a Presidential Proclamation pursuant to 
Section 232 of the Trade Expansion Act of 1962 is being 
drafted by the Federal Energy Administration consistent 
with these recoITmendations. 

~ @~Ll'l·c'l. . .J 
David R. Macdonald 
Assistant Secretary 

(Enforcement, Operations, 
and Tariff Affairs) 



-19-

FOOTNOTES 

Section III. 

1/ 

'!:_/ 

'}/ 

i/ 

Treasury sources, Office of Energy Policy. 

Treasury sources, Office of Energy Policy. 

Treasury estimate, Office of Energy Policy. 

Statement of Donald S. MacDonald, Minister of Energy, 
Mines and Resources, on Canadian Oil Supply and Demand. 
Press Release November 22, 1974. 

Section IV. 

~/ 

!i_/ 

7/ 

Federal Energy Administration, Project Independence Report, 
Appendix at 284 (November 1974). 

Ibid. at 285. 

Ibid. at 289. 

Ibid. at 291. 

Ibid. at 296. 

Federal Energy Administration, Office of Economic Impact, 
The Potential Economic Costs of Future Disruptions of 
Crude Oil Imports, at 11 {Decerr~er 23, 1974). 

Ibid. at 3. 

Section V. 

lJ Federal Power Corrunission, Staff Report, Requirements and 
Curtailments of Major Interstate Pipeline Companies Based 
on Form 16 Report (November 15, 1974). 

'!:_/ Heport of a subcommittee of the House Committee on Banking 
and Currency on Oil Imports and Energy Security: An 
Analysis of the Current Situation and Future Prospectsi 
93rd Cong., 2d Sess. at 28 (SepteITber 1974). 

'}I Federal Energy Administration, Project Independence Report, 
at 30 (NoveITber 1974). 



-20-

Section VI. 

~/ Federal Energy Administration, Project Independence Report 
at 5 (November 1974). See figures set forth in Annex F. 

See discussion of alternative energy sources in Section V. 
See also Federal Energy Administration, Project Independence 
Report at 6 (November 1974). 



ANNEX A 

THC SECRCTARY OF' THE TREASURY 

WASHINGTON 2022-0 

ME!10RAHDU1-'.i FOR ASSISTANT SECRETARY MACDmIALD 

SlJB.JECT: Request for Section 232 Investigation 

JAN 4 1975 

Pursuant to my authority under Section 232 of the Trade 
Expansion Act, 76 Stat. 877 (19 u.s.c. 1862), I arr: requesting 
you to conduct an investigation under that section to deter- · 
mine the effects on the national security of imports of 
petrolel:nl and petrolewn pro~ucts. 

In my ju1gment, national security interests rcq_u1re 
that the procedures requiring public notice and opportllnity 
for public co:r:::ent o::.· hee.rings, set forth in the 'l'".cen.s:z~.· 

recnlations ~t 31 CFR Part 9, not be followed in this case. 
I :l.\ii·the::i.· f~ n:l tt~;t it '.·~ct:.l(l be inapprorrie. t.'= t.o hold !>u'blic 
hearings, or other~d.se afford interested p2.rties e.n oppor·· 
tu:ii ty to present inforr.i.atic·1 r>.n::l. advice relevant J,:,o ti1e 
inYestigation as provided ·oy Section 232, as c:.:nen1ed b;{ the 
Trade Act of 1971~. 'l'herefore , I request that you procce~l 
inunedictely with the investigation i'li thout ~'f; so . 

. . 
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Dear Bill: 

THC SECl1CTARY OF STATE 

WASH I NG'.(ON 

J anuary.11 , 1975 

I am responding to your January 3 memorandu~ and 
that of David Macdonald requesting the view of the 
State Department as to the effect of petroleum imports 
on our national security . 

Th~ 1973-1974 oil emb rgo and production cutbacks 
·acm nstluted our vulncrubility and that of other indus
trial nations to an interruption in foreign oil sup
plies. In addition to its direct economic coSt.___in 
lost GNP and increased unemployment, the embargo ~tirnu
latcd nossive and abrupt price .increases which the 
producers have been able to mciintain and increase . 
\·~j thout prevent~ ti ve action, OPEC' s accurr.ula ti on of 
fin~ncial assets will accelerate, reaching a total 
of abrut $400 billion in invcstable funds by the end 
of 19f 0. This massive trans£ r of wealth will greatly 
enhance the econo~ic and poli cal power of the oil 
ric~ states who do not share our foreign policy objec
tive It will also cause a serious erosion of the 
pcl: cal power of the United States and its allies 
rel~ ive to the Soviet Union and China. 

Clearly, decisive actio~ is essential . We have 
sirnalled our intention to move toward energy self
suf ficiency . We must now demonstrate with action the 
~t~v .gth of our cor..nitDent. In the short-term, our 
o~ly viable economic policy option is an effective 
v~o~vilm of energy conservation. A vigorous United 
States lead on conservation will encourage similar 

The Honorable 
Willian E . Simon, 

Sccrct~ry of the ·Treasury . 

. . 
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action by otL0r consuming nations. Con.sumer coopcrntion 
on conscrva~ion now and the development of new supplies 
over time will deter producer aggressiveness by demon
strating that consumers are capable of acting together 
to defend their interests. 

From the national perspective, a major United 
States' conservation effort will: 

.... ,, 

reduce OPEC's fihancial claims on United 
States resources and the transfer of 
economic and political power to the prd-
ducers; 

reduce our vulnerability to supply disrup-
tions; 

limit the effect of f~ture OPEC price rises 
on United States growth and inflation; and 

exert some downward pressure on world oil 
prices. 

We bel i eve substantiall · 1 _ gher import license 
fees will contribute to our conservation strategy. 
They should reduce our dependence on imported energy 
a nd de~onstrate to other consumers and producers the 
s eriousness of. our com.r.li tment not to remain vulnerable 
to e scalating oil prices and threats of supply inter
r uptions. 

Warm regards , 

1----
Henry A.7Kissinger 

.. 



INSTALLATIONS AND LOGISTICS 

ASSIST ANT SECRET ARY OF DEFENSE · 
WASHINGTON, D.C. 20301 

9 JAN 197S 

MEMORANDUM FOR The Assistant Secretary of the Treasury 
(Enforcement, Operations, and Tariff Af{airs) 

SUBJECT: Section 232 Investigation on Petroleum Imports 

Reference is made to your memorandum· of 4 January 1975 in which you 
advised that the Department of the Treasury is conducting an investiga
tion under Section 232, 76 Stat. 877 (19 U.S. C. 1862), to determine the 
effects on the national security of imports of petroleum and petroleum 
products. Department of Defense views on the security implications of 
current and projected oil import levels· were solicited. 

The Department of Defense holds that this nation must have the capability 
to meet the essential energy requirements of its military forces and of 
its civil economy from secure sources not subject to military, economic 
or political interdiction. While it may be that complete national energy 
self-sufficiency is unnecessary, the degree of our sufficiency must be 
such that any potential supply denial will be sustainable for an extended 
period '\vithout degradation of military readiness or operations, and 
without significant impact on industrial output or the welfare of the 
populace. This is true because the national security is threatened when: 
(1) the national economy is depressed; (2) we are obliged to rely on non
secure sources for essential quantities of fuel; (3) costs for essential 
fuels are unduly high; and (4) we reach a point where secure available 
internal fuel resources are exhausted. 

As you know, the Mandatory Oil In?-port Program was established in 1959 
for the express purpose of controlling the quantity of imported oil which 
at that time had been found to threaten to impair the national security. 
In the intervening years we have observed with growing concern the 
decline in domestic and western hemisphere petroleum productive 
....... l-'acity in relation to demand. The result has been a rapid expansion 
in our dependence on eastern hemisphere sources for the oil which is 
so essential to our military needs and the nation's economy. By 1973 
that dependence had reached a level which risked substantial harm to 
the national economy in event of a peacetime supply denial. In event of 

/-q7 
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general war, those risks would be substantially greater because of the 
sharply increased level of military petro.leum consumption which would 
requi r e sup port from domestic petroleum resources. The 1973 Arab 
oil embar go offered proof, if proof were needed, of the deterioration in 
ou r national energy situation . 

.!!;ncrgy conservation efforts and expanded use of alternate fuels halted 
the growth in crude oil and product imports during much of 1974. How
ever, production of both oil and gas in .the United States continues to 
decline, and indications are that import growth. has resumed. Projections 
for 1975 indicate that imports may exceed seven million barrels a day, 
sharply higher than in 1974 and equal to near 19 percent of the pro-bable 
total energy supply in 1975. To the extent that dem_and for petroleum 
imports causes increasing reliance on insecure sources of fuel, then 
such demand/reliance is a severe threat to our security. Given the 
gra dual reduction in the quantity of petroleum available from relatively 
secure Vvestern hemisphere sources, relative dependence on insecure 
source s i n the eastern hemisphere will grow more rapidly than the over
all growth in oil imports. 

The exhaustion of our available internal fuel resources would pose an even 
greate r threat to our security. Therefore, our petroleum policy should 
properly balance these opposing needs. That is to say, national security 
considerations would seem to require a proper balance of import restric
tions with a decrease in demand. We recognize that the nation faces a 
period of s everal years during which dependence on insecure imported 
oil will exceed levels which we would consider acceptable from a national 
security viewpoint. Accordingly, we believe that every reasonable effort 
should be made to inhibit demand growth, and increase total internal energy 
supply while keeping the quantity of imports at the lowest level commen
surate with the essential needs of national security and the civil economy. 

The proper control of petroleum imports at minimum essential levels will 
providt! ai ura n ce to those engaged in the development of conventional and 
non - conventional domestic energy resources that foreign oil, regardless 
of its availability and potential price competitiveness, will not be allowed 
to deny future markets to secure domestic energy supplies. The appr o
priate restriction of oil imports will also impact favorably on the balance • 
of payments and, more importantly, will permit the United States to make 
a significant contribution to internati-Onal efforts to reduce total world oil 
demand which, through its recent rapid growth, has contributed to harmful 
increases in wo rld oll prices. Those increases have posed serious threats 
to the economic and mili tary viability of NATO and other friendly nation~ , 

as well as to the United States.. Reduced dependence on imported oil can 

. . 



also minimize the adverse impact on the United States, NATO and other 
friendly nations of boycotts such as that imposed by the Arab nations in 
1973. 

It is our conclusion that current and projected levels. of demand and need 
for imported petrol.Jum products and crude oil pose substantial risks to 
thP. national security of the United States. Additional growth in the need 
to import '1.vill result in further dependence on eastern hemisphere sources 
from which oil must move over long and vulnerable sea lanes. Moreover, 
it will depend predominantly on nations which have demonstrated the will 
and ability to employ their oil resources for political purposes. Further, 
the rapid grm.vth in U.S. oil imports since 1970 has had, and will continue 
to have if.it persists, a major role in creating and maintaining the 'condi
tions which led to the oil price rises of 1973 and 1974, and impaired the 
ability of our NATO allies to obtain their minimal oil needs in periods of 
supply disruption. Future growth '1.vill exacerbate those conditions, 
Increas dependence on imported oil is inimical to the interests of the 
United States and should be subject to such controls as may be needed to 
insure that oil imports are properly balanced against our essential needs 
and reflect our development of additional energy resources. 

Attached for your information are estimates of military petrole1.im require
n1ents. 

Attachn1cnt 

• 

0.J.~ 
ARTHUR I. MEN'DOLlli.. 
Assiz.tant Secretary of Defense 
(Installations & Logistics) 

• 



MILITARY PETROLEUM REQUIREMENTS 

Estimated consumption, U.S. forces, FY 1975 - 558, 000 barrels per day l./ 

z"'~irnated consumption in general war - 1, 800, 000 barrels per day 

In addition to purely military requirements there is a substantial additional 
need for direct and indirect use of petroleum by defense-related private 
industry. No data is available on the amount of petroleum involved, but 
broad estimates of total energy consumption by defense industry indicate 
that from 1. 5 to 3. 0 percent of total national energy consumption is 
currently required. That percentage would increase substantially in a 
protracted general war, probably largely due to conversion of industry 
to war production, without necessarily reflecting sharply increased energy 
requircn"lents on a btu basis. 

• 

!_/ Currently approximately 35% of consumption is obtained from foreign 
sources. No significant changes. in consumption are projected through 
FY 1976. 
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UNITED STATES 
DEPARTMENT OF THE INTERIOR 

OFFICE OF THE SECRETARY 
WASHINGTON, D.C. 20240 

In Reply Refer To: 
EBM:AD/MMSDA-MS-DFF 

Honorable David R. Macdonald 
Assistant Secretary 
Enforcement, Operations and Tariff Affairs 
Department of the Treasury 
Washington, D.C. 20220 

Dear Mr • Macdonald : 

JAN 8 - 1975 

• 

In response to your memorandum of January 4, 1975, relating to 
the request for investigation on petroleum imports under Section 
232 of the Trade Expansion Act, we have enclosed some observations 
concerning the effects on the national security of imports of 
pet:ro leum and petroleum products . 

Sincere~y yours, 

0-rLtv~.--
Assist&'~~tary of the Interior 

Enclosure 

. . 



THE EFFECTS ON NATIONAL SECURITY 
ON IMPORTS OF PETROLEUM AND PETROLEUM PRODUCTS 

Imports of crude oil in the first nine months of 1974 averaged 
3.3 million barrels per day, and imports of petroleum products 
and unfinished oils in petroleum averaged 2.6 million barrels 
per day. Total imports as a percent of supply accounted for 
36 percent and demand for petroleum products in the same per~od 
averaged nearly 16.5 million barrels per day. In the first 
nine months of 1974, residual fuel oil accounted for 60.2 percent 
of our product imports and 61.3 percent of domestic residual fuel 
oil demand; disfillate fuel oil, 9.3 percent of imports, and 8.6 
percent of demand •. Imports of gasoline constituted 8.4 percent 
of products, but only 3.4 percent of domestic demand; jet fuel, 
6.3 percent of imports and 16.7 percent of demand. Imports of 
liquefied gases and ethane comprised 4.6 percent of products 
and 9 percent of demand. Other products, which includes naphthas, 
kerosine, lubricants, waxes, asphalt, etc., aggregated 11.2 
percent of product imports and 13.7 percent of domestic demand. 

If crude oil imports were cut off, refining operations in the 
U.S. would have to be curtailed sharply. Based on average 
refinery yields (August 1974), domestic refineries obtained 
from the 3.3 million barrels a day of crude oil imported, 
nearly 1.6 million barrels a day of gasoline, nearly 700 thousand 
b2rrels a day of distillate fuel oil, and 274 thousand barrels a 
day of residual fuel oil. 

Viewed narrowly, namely in terms of the probable needs of the 
Department of the Defense under present conditions or in a 
major nuclear war, it would appear that petroleum importations 
at current levels would not jeopardize national defense per se. 
However, a cut off of foreign supp~ies of crude petroleum and/or 
petroleum products would have a serious impact on the national 
economy, such as was demonstrated in the 1973-74 Arab Oil Embargo. 
Broadly viewed, a disruption of imports could have serious impli
cations for the national security, as well, in that a strong and 
healthy economy is generally considered essential to our overall 
ability to maintain our free democratic institutions. 

Still another consideration is the adverse impact petroleum pro
ducts imports have on expansion of domestic refinery capacity. 
We cannot now meet our normal domestic needs from the full output 
of existing refinery capacity. An increase in imports of products 
would be harmful to national security because increasing dependence 
on such sources would not only make the United States more vulner
able to disruptions in supply flow~, but also inhibit domestic 
ref incry expansion. 
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Even without a further embargo, large imports pose an economic 
threat. The accompanying chart includes a 1974 estimated value 
of products and crude oil imports totaling $23.5 billion. Further
more, in view of recent OPEC announcements, expenditures for 
petroleum imports could be even greater in 1975, and subsequent 
years. Therefore, this capital drain could have serious reper
cussions on the U.S. economy, and endanger the national security 
thereby. Moreover, large capital exports to nations not neces
sarily friendly to the objectives of the United States increases 
the potential for hann to ourselves or to our allies, and thus 
increases the threat to our security. 

• 

• 

• 



.THE SECRETARY OF COMMERCE 
Washington, D.C. 20230 

JAN 1 0 1975 

MEMORANDUM FOR THE SECRETARY OF -THE TREASURY 

SUBJECT: Section 232 Investigation of Petroleum Imports 

This is in response to your memorandum of January 4, 1975, 
concerning the investigation of oil imports being initiated 
under Section 232 of the Trade Expansion Act of 1962, ~s 
amended. Specifically, your memorandum forwarded the re
quest of Assistant Secretary of the Treasury Macdonald 
for (a) any information this Department has bearing on the 
effects on the national security of imports of petroleum · 
and petroleum products, and (b) advice as to whether petro
leurn and petroleum products are being imported into the 
United States in such quantities or under such circumstances 
as to threaten to impair the national security. -

Based on prior analyses and a brief review during the past 
five days, it is my opinion that there is no question that 
imports of petroleum at current volumes and circumstances, 
including the current level of OPEC prices, threaten to 
ir.1;)<J.ir the national security. Under these circumstances, 
we recognize the threat posed by oil imports to the ability 
of the United States to produce goods and services essential 
for ensuring our national security preparedness. We recog
nize the additional threat posed by the possibility of an 
extended embargo of oil imports. Section 232 of tfle Trade 
Expansion Act, the basis for the present investigation, in 
fact requires that recognition be given to "the close re
lation of the economic welfare of the Nation to our national 
security." 

As you know, the quota system of the Mandatory Oil Import 
Pxoyram, based on national security findings, was in effect 
from 1959 to early 1973. Its objective was to restrict im
ports of petroleum and petroleum products to 12.2 percent 
of domestic production in Districts I-IV (the Eastern 80 
percent of the continental U.S.) and to no more than the 

• 

' . 
<\\ 
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d i fference between demand and domestic supply in District V 
(the West Coast). At that time, foreign oil was priced well 
below domestic oil and restrictions on imports were judged 
necessary to pr~serve a viable domestic crude oil producing 
industry. However, in recent years domestic consumption 
uds increased much faster than production, and it has not 
been feasible to maintain the old formula. In early 1973, 
import quotas were replaced by the license fee program, and 
imports of crude petroleum and products by the end of 1974 
·reached a figure which amounted to slightly more than 35 per
cent of consumption. I am enclosing a publication from the 
Bureau of the Census in which import quantities for 197.3 and 
11 months of 1974 are given. 

The experience of the Arab oil embargo last year, ~ven thougn 
it halt ed only about one-half of our oil imports, confirms 
the r i sk of disruption to the economy which is implicit in 
dependence on imports of oil to this degree. The oil embargo 
is believed to have produced a reduction in U.S. -GFP by some 
$10 to $20 billion. All sectors of the economy were- a4versely 
a ffected , with the consumer durables sector and housing con
s truc tion most heavily hit. Further, it is estimated that a 
substantial part of the inflationary rise of prices during 
1 974 , particularly in the first half, is attributable to the 
d irec t a nd i ndirect effects of the rise in overall energy 
costs which followed the rapid escalation of costs for Arab 
o il . In view of this record of injury caused by loss of 
f oreign oi l supply and our continuing vulnerability to future 
injury of even greater impact, it is my opinion that imports 
a t current and projected levels do constitute a th~eat to 
impair the nation~l security. 

In summary , I perceive the threat as being based on two factors: 
the possibility of an extended embargo and the inflationary 
impact of higher prices and volumes. We certainly want to 
ensure , should a positive finding be determined, that any 
recommended course of action would address these factors. 
If I can be o f any further assistance in your deliberations, 

~~~ ;.~~~ . ,. . 
SP.cretary of Comme r ce 

• 

Enclosure 

.. 



JAN 9 1975 

U.S. DEPARTMENT OF LABOR 
0FFICB OF THE S~RETAllY 

WASHINGTON 

MEMORANDUM TO DAVID R. MACDONALD, ASSISTANT SECRETARY 
(ENFORCEMENT, OPERATIONS, AND TARIFF AFFAIRS) 

SUBJECT: Section 232 Investigation on Petroleum Imports 

REFERENCES: Memorandum, January 4, 1975, above subject 
from Secretary of the Treasury, William E. Simon. 

Memorandum, January 6, 1975, above subject, 
Assistant Secretary of the Treasury, 
David R. MacDonald. 

The Departm~nt of Labor currently has no information 
available directly relating to whether petroleum or petro
leum products are being imported into the United States 
in such quantities or under such circumstances as to 
threaten to impair the national security. 

Data usually provided by the Department of Labor for 
Section 232 investigations could not be collected and made 
available within the time required by Mr. Simon's 
memorandum of January 4. If you wish us to proceed with 
the fully detailed Department of Labor portion of a 
Section 232 investigation, we would be pleased to co~sult 
with you on the matter. 

As noted in the memorandum of January 4, some work has 
been done in the Department concerning the current effects 
of imports of petroleum and petroleuin products, albeit 
not in relationship directly to national security. This 
work includes,: 

1. The Secretary of Labor's Report on the Impact 
of Energy Shortages on Manpower Needs, dated 
March 1974. This report, required under 
Section 506 of the Comprehensive Employment 
and Training Act of 1973, deals with the impact 
of energy shortages.on current and future 
employment. A copy is enclosed. 

2. Labor Report, a par~ of the Project Independence 
Blueprint Task.Force Report, dated. November 1974. 
This report is available from the Federal Ene 
Administration. 

. . 

• 

, 
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3. "The Effects of Oil Resource Allocation", an 
unpublished study recently completed by 
Professor Yoram Barze! of the University of 
Washington under contract to the Department 
of Labor. The study is currently being 
reviewed within the Department. If it appears 
that this study contains material relevant 
to the effect of petroleum and petroleum 
products imports on national security we will 
advise you. 

J~!M. 
• 

Deputy Under Secretary 
International Affairs 

Enclosure 

. . 
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THE CHAIRMAN OF THE 
COUNCIL OF ECONOMl.C ADVISERS 

WASHINGTON 

January 8, 1975 

Dear Mr. Macdonald: 

Petroleum and petroleum products are being imported 
into the United States in such quantities and under such 
circumstances as to threaten to impair the national security. 

· The quantity of imports of petroleum and petroleum 
products is so large that these imports are essential to the 
continued functioning of our economy at acceptable levels of 
employment and output. Unless appropriate action is taken, 
petroleum and petroleum product imports would continue at 
current or higher levels, leaving the economy open to serious 
damage if those imports were interrupted. 

The circumstances under which petro.leum and petroleum 
products are being imported into the United States lead to a 
threat to national security. Foreign governments may interrupt 
the flow of petroleum and petroleum product imports to the 
United States to achieve economic or political ends. Oil
exporting nations whose exports are now essential to the 
continued security of the United States have agreed to act 
jointly in matters of oil exports. Collective action by some 
petroleum exporters reduced U.S. petroleum imports during l973-
1974 with serious damage to the economy and security of the 
United States. A threat to our national security will exist 
until the United States can absorb the effects of an embargo 
without damage to its vital economic and military interests. 

The United States can absorb the effects of an embargo 
without serious damage only if imports from those countries 
which act jointly on petroleum matters are not essential to 
the United States. These imports would not be essential if 
the economy of the United States required only as much 
petroleum and petroleum products, or their substitutes, as 
could be produced within our borders or imported from nations 
dwhich did not belong to the group which acted jointly on 
petroleum matters. Consequently, actions which cause the 
economy to adjust to the consumption of less energy in. the form 
of petroleum and petroleum products, and/or which cause more 
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petroleum products to be supplied by domestic sources, would 
lead to greater national security. 

Alternatively, imports from those nations which act 
jointly on petroleum matters would not threaten the security 
of the United States if alternative sources of petroleum and 
petroleum product supply could ea~ily and readily replace 
interrupted imports. At present such supplies do not exist, and 
consequently there is a threat to the national security of the 
United States. 

In summary, petroleum and petroleum products are now 
being imported in quantities such that serious damage to 
national security would result from interruption of these 
imports. The circumstances under which petroleum and petroleum 
products are being imported makes those imports insecure. 
Consequently, petroleum and petroleum product imports threaten· 
the national security. 

i0~/' ~~ 
Alan Greenspan 

Honorable David R. Macdonald 
Assistant Secretary. (Enforcement, Operations, 

and Tariff Affairs 
Department of the Treasury 
Washington, D.C. 20220 

• 

• 

• 



FEDERAL ENERGY ADMINISTRATION 
WASHINGTON, D. C. 20461 

JAN 111975 
OFFICE OF THE ADMINISTRATOR 

David R~ Macdonald 
Assistant Secretary 
Enforcement, Operations, and 

Tariff Affairs 
U.S. Department of the Treasury 
Washington, D. C. 20220 

Dear Mr. Macdonald: 

This is in response to your memorandum of January 4, 1975, 
concerning Treasury Department Section 232 Investigation 
on Petroleum Imports. 

~-

The Project Independence Report projected continued U.S. 
reliance on imported oil through 1980, given projected 
U.S. domestic supply/demand responses to world oil prices 
of $4-$11 per barrel. 

It is our judgment that, whatever its source, imported 
oil is inherently less secure than domestic oil. Oil 
import shortfalls jeopardize the n~tional security of the 
U.S. and other oil dependent nations because they impose 
severe economic costs. For that reason, the costs of 
off setting that insecurity ought to be reflected explicitly 
in the domestic price of imported oil. 0 

The future supply security of U.S. imports was a major 
focal point in the Project Independence Report. The 
International Assessment of that report assessed U.S. 
vulnerability to foreign political and economic coercion 
resulting from disruptions in the supply of imported 
crude. It should be noted, moreover, that a significant 
disruption in imports of certain finished products, such 
as residual fuel oil, could have major economic security 
implications for the country. For example, approximately 
80 percent of residual fuel oii consumed in the U.S. is 
imported and most of it is consumed on the East Coast 
for the production of electricit~ and for industrial use. 
At the present time, very few of these users have the 
capability of converting to other fuels in the event of 
a temporary supply disruption lasting several months or 
longer. 

• 
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The report evaluates a number of alternatives for off
setting the costs of oil import interruptions. The 
criteria for evaluating these options included their 
relative contribution to U.S. energy import supply security, 
their costs, and their impact on world oil prices. The 
most prominent options are: 1) Regulation of energy 
consumption during an oil import shortfall; 2) Alternative 
domestic emergency energy supplies; 3) International 
bil sharing. Each of these is discussed in greater detail 
below. 

1. Regulation of energy consumption: 

As was demonstrated during the 1973-74 embargo, government 
regulation of domestic fuel supplies can diminish the 
economic impact of an oil import embargo. FEA has esti
mated that an oil shortfall of approximately 1 million 
barrels/day can be managed by fuel allocation programs, 
without imposing prohibitive costs on the economy. In 
the short-term, 1975-76, this option is likely to remain 
effective. In the longer term, more efficient energy 
utilization will diminish the extent to which oil import 
shortfalls can be managed exclusively by relying on mini
mal cost fuel allocation programs. 

2. Alternative emergency energy supplies: 

In the short-term, 1975-76, emergency energy supply 
availability is limited to current inventories, domestic 
and international stocks, and any available production 
capacity of exporting sta~es not participating in the 
embargo. 

In the longer term, strategic petroleum reserves could 
be developed. For example, our assessment of current oil 
import security indicates .the desirability of 1 billion 
barrels of crude oil, stored in U.S. salt-dome caverns 
as they become available. The amount could be adjusted 
as the threat assessment changes. Such a stockpile could 
offset a 3 MM barrel/day import cut for nearly one year. 
Given domestic conservation programs and alternate supply 
sources, however, the stockpile would most likely last 
longer than one year. 

It will take several years to build strategic reserves 
to the desired level. In the meantime, the U.S. must 
consider ways to dampen the rate of increase in oil 
imports. We feel that, even at current world oil prices, 
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the cost of using imported oil, i.e., the expected economic 
loss caused by an import shortfall, and/or the costs of 
emergency supply programs to diminish that loss, is 
currently not internalized by the U.S. economy. To this 
end, FEA feels a ''security fee" on imported oil would be 
effective. This fee ($1 to $3 per barrel} could be used 
in part to finance the strategic reserve programs, and to 
encourage development of domestic energy resources. 

3. International energy agreements: 

Given the inability to create effective emergency supplies 
in the short run, it is important that the U.S. actively 
support and participate in international security agree
ments such as the International Energy Program (IEP) , 
or a producer-consumer conference, with the objective 
of establishing future world oil prices acceptable to the 
u.s.·, the other importers, and the OPEC countries; and 
to decrease the likelihood of politically or economically 
motivated supply disruptions. 

The IEP particularly is an important component of the 
U.S. energy supply security program. It would coordinate 
the responses of most major oil importing nations to 
international· supply disruptions, provide guidelines for 
conservation and stockpi release programs, and avoid 
competition for available supplies, and thus limit the 
oil price increases likely to result from an oil shortage. 

The IEP deters the imposition of oil export embargoes 
because it diminishes the ability of oil exporters to 
target oil shortfalls on particular oil importers, or 
greatly increases the cost of doing so. For example, 
under an IEP, a U.S. import shortfall of 3 MM B/D would 
require a much larger export cutoff, and increase the 
political and economic costs exporters would incur in 
imposing an embargo. 

These measures do not exhaust the options available to 
the U.S. Government. They seem to us, however, to be 
among the most effective programs which the U.S. can 
implement at this time, given the character of the inter
national energy market. As such, these options offer 
attractive prospects for minimizing the threat to our 
national security resulting £rom our need to continue to 
rely on imported oil. 

. . 
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We have enclosed a copy of the International Assessment 
chapter from the Project Independence Report together with 
a copy of the PIMS "U.S.-OPEC Petroleum Report," which 
provides OPEC export volume and pricing data for 1973 
by individual member countries. The 1974 report has not 
yet been compiled. 

We trust that this information will be helpful in the 
conduct of your investigation. 

:JJY~arb 
Administrator 

Attachments 
a/s 

cc: William E. Sill.on 
Secretary of the Treasury 

• 

• 
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l/ 
CRUDE PETROLEU1'1 AND PETROLEUM PRODUCTS 

1974 Data in 1,000 bbl/day 

Dol'!lcstic Crude Product 
Month Production "Imports Imports 

January 8,907 2,382 2,973 

:February 9,156 2,248 2,973 

March 8,950 ·2' '•62 2,753 

April 3,952 3,267 2,703 

nay 8,903 3, 7 '•8 ~, '•54 

June 8,777 3,957 2,218 

July 8~393 4,167 ·2,11.3 

J· ··-u- ,_ l.VC, •> w 8,918 3,905 2,286 

Eight l~onth 
Avera~c 8,932 3,267 2,563 

I ~nr or t ~ <l.S pe2~cent of '.!emanr.:i 35. 6~~ 

·LATEST DATA 21 

Four '·foeks 
(En<ling 
Dec. 13) 8,661 '•·· 047 

Imports as percent of demand - 39.5% 

.!/ FEA 1 
Honthl ,, Energy Review - Oct. 

·~ 

2/ };'l~/~ 1 Petroleu~1 Situ~tion Report -

. . 

3 ,·360 

197'• 

Dec. 13, 

Total 
Imports 

5,455 

5,271 

5,215 

5,970 

6,202 

6,175 

6,310 

6,190 

5,330 

7,407 

197!• 

Domestic 
Demand ----

17,270 

17,371 

-16,045 

15,919 

15' 62l• 

16,459 

16,156 

16,332 

16,397 

13,742 

... 
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ANN:CX I? 

U,S, IMPORTS OF CRUDE OIL 
AND PETROLEUH PRODUCTS BY SOURCE" 

JANUARY THRU OCTOBER 1974 

Country 

Algeria 
Egypt 
Kuwait 
Qatar 
Saudi Arabia 

IN 1000 BBLS/DAY 

United Arab E~irates 
Major Arab OPEC Countries 

Ecuador 
Indonesia 
Iran 
lUgeria 
Venezuela 
Gabon 
Major OPEC Countries 

Canada 
Netherland Antilles 
Angola 
Italy 
Netherlands 
Mexico 
Bahamas 
Trinidad 
Others 
Grand Total 

Total 

220 
14 

2 
16 

382 
s·2 

716 

71 
296 
542 
670 

l,'131 
33 

3,459 

1,015 
494 
50 

100 
52 
10 

213 
272 
178 

5,843 

Source: Federal Energy Administration f r om 
Census Bureau FT..,135 Report • 

. . 



THE CRUX OF U.S. PROBLEfv1 

RECOVERABLE u .s~ RESERVES 

COAL 

94.5% 
, 15 

BTU s •· 9380 x 10 • 

PETROLEUM 
2.7% 

BTU's ·· 270 x 10 15 

NATURAL GAS 
2.7% 

BTU's ·• 275 ~ 10 
15 

Sou~ce: FE.A ~ Project Independence ~-13 . . . 

I 

I ; ' 

• 

PRESENT U.S. CONSUMPTION 
0 

.,,,... ____ _ 
.;-f::.~~=-=-~-~ -::_:_ :_-:-

"" ··- ... ···-·-··-- -- --.. ··- ·-· .... -~---- ----

HYDROPOWER 



ANNEX F 

U.S. Crude Oil Daily Averages in 1,000 bbls per day Production 

Date Quantity_* 

1964 7,614 
1965 7,804 
1966 8,295 
1967 8,810 
1968 9,095 
1969 9,238 
1970 9,637 
1971 9,462 
1972 9, 441 
1973 9, 187 

4 weeks ending Dec. 13 8,661** 

Sources: *API Annual Statistical Review (BuMines) Sept. 1974, page 13. 
**FEA Petroleum Situation Report Dec. 13, 1974. 
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®ffirr nf tqr Attornry ©~nrrul 
tllunqingtnn, D. [. 

Honorable William E. Simon 
Secretary of the Treasury 
Washington, D.C. 20220 

Dear Mr. Secretary: 

JAN 14 19/:~ 

This is in response to your letter of January 7, 1975 
requesting my views as to compliance with § 232 of the Trade 
Expansion Act of 1962, as amended, 19 U.S.C . § 1862, and 
with applicable Treasury regulations, of the proposed pro 
cedures for adoption and the proposed contents of an amend-

· ment to Proclamation 3279, Adjusting Imports of Petroleum and 
Petroleum Products into the United $tates, 3 CFR Proc . 3279 , 
as amended. 

Proclarr:a tton 3279 was originally promulgate:d un Har ch 10, 
1959 (24 Fed. Reg. 1781), after a finding by the Director of 
the Office of Civil and Defense Mobilization purs1Jant to 19 
U.S.C. § 1352a (Pub. L. No . 85- 686, § 8(a), Aug. 20, 1958, 72 
Stat. 678) nthat crude oil and the principal crude oil deriva
tives and products are being imported in such quantities and 
under such circumstances as to threaten to impair the na tion9.l 
security, 11 which finding was concurred in by the President . 
As you are aware, that finding was based upon the facts that 
existed at that time, an overproduction of petroleum in the 
world market with a consequent extremely low price for foreign 
petroleum which discouraged domestic exploration and production . 
No one doubts that the finding was accurate., and a proper basis 
for the Proclamation, in 1959, J:./ but the question arises 
whether it is a lawful basis for the presently contemplated 
modification of the restrictions, especially in light of the 
drastic change from the factual situation which provided the 

1/ In Texas Am. Asphalt Corp. v. Walker, 1}7 F . Supp . 315 (S . D. 
Texo 1959), the President's judgment that the facts called for 
exercise of his authority was held not subject to judicial 
review. 

. . 
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basis of the 1959 finding. Today the world is faced with 
high prices and threatened cutbacks in production, and the 
United States has recently suffered an oil embargo by many 
producing states. 

Section 232(b) of the Trade Expans i on Act, as amended , 19 
U.S.C. § 1862(b), after setting forth the requirement for an 
investigation and finding of a threat to the national security , 
provides that the President 

• • • shall take such action, and for such t ime , 
as he deems necessary to adjust the imports of 
such articl~ and its derivatives so that such 
imports will not so threaten to impair the 
na tional security . (Emphasis supplied .) 

• 

The normal meaning of the phrase "such action," in a context 
such as this, is not a single act but r ather a continuing 
course of action, with respect to which the initial investiga
tion and finding wou ld satisfy the statutory requi rement. This 
interpretation is amply supported by the legislative history 
of the provision, which clearly contemplates a continuing 
process of monitor ing and mod ifying the import restrictions, 
as their limi tations become apparent and their effects change. 
See e.g., the comments on the floor of the House by Congressman 
Cooper, floor manager of the bill which adopted the provision: ~/ 

ll 19 U.S.C. § 1862(b) has its origin in Section 7 of the 
Trade Agreements Extension Act of 1955, 69 Stat. 166. It was 
originally codified to 19 U.S.C . § 1352a . In the Trade Agree 
ments Extension Act of 1958, Pub. L . No. 85-686, § 8(a) Aug. 20, 
1958, 72 Stat. 678, the wording of the subsection was slightly 
changed so as to increase· the President's flexibility and power, 
~ S. Rep. No. 1838, 85th Cong., 2d Sess., 1958 U. S. Code 
Congressional and Administrative News 3614, and a new subsection 
was added which is now 19 U.S.C. § 1862(c). In 1962 the entire 
section was reenacted as § 232 of the Trade Expansion Act of 
1962, Pub . L. No. 87-794, Oct. 11, 1962 , 76 Stat. 877, and 
codified to 19 U.S.C . § 1862, without change in meaning or 
intent,~ S. Rep. No. 2059, 87th Cong., 2d Sess . , 1962 U.S . 
Code Congressional and Administrative News 3118. Most recently 
t he Trade Act of 1974, Pub. L. No . 93 - 618 , § 127(d), made 
further slight amendments in the inves tigation procedure. 

- 2 rF' 
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The President would not only retain flexibility 
as to the particul~r measure which he .~ems 

appropriate to take, but, having taken an action , 
he would retain flexibility with respect to the 
continuation, modification, or suspension of any 
decision that had been made . ii 

The Conference Report on the bill stated with reference to 
§ 232(b) that "it is ••• the understanding of all the con
ferees that the authority granted to the President under this 
provision is a continuing authority .••• " H. Rep . No . 745, 
84th Cong., 1st Sess . 7 (1955) . The 1958 amendments to § 232(b) 
were aimed at eliminating the same sort of wastefulness and 
duplication of effort which a requirement of reinvestigation 
for every modification of restrictions would produce . See 
S. Rep . No. 1838, note 2 supra. 

The interpretation here proposed, wherehy import restric - . 
tions once imposed can be modified without an additional 
investigation and finding, has been sanctioned by the Congress ' 
failure to object to the President's proceeding on that basis 
repeatedly during the past fifteen years . Proclamation 3279 
has been amended at least twenty-six times since its issuance 
in 1959, ~ 19 U.S.C. § 1862 note. Some of those amendments 
have been minor administrative changes; others have involved 
major al· Qrat~on C- the means by hich p troleum L .ports i ere 
restricted; none have been preceded by a formal § 232(b) in
vestigation and finding. The force of congressional acquies
cence in this practice is particularly strong since Congress 
has, during that period, twice amended the very provision in 
question--the last time only a month ago. Cf. Saxbe v . Bustos , 
~ U.S. , , 43 USLW 4017, 4021 (Nov. 25, 1974) . 

3/ 101 Cong. Rec. 8160-61 (1955) . Because these remarks 
;ere made in amplifying the Conference Report by the House 
floor manager, they are entitled to be given the same weight 
as a supplemental committee repo~t . See Duplex.Printing Press 
Co. v. Deering, 254 U. S . 443 , 474-75 (1921). 
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The foregoing does not imply that the statute contemplates 
modification of restrictfons without any Presidential deter
mination that the modification is necessary to protect against 
imports that threaten national security. To the contrary, not 
only for modification but even for continuation of restric
tions the statutory scheme presumes that the President will 
monitor, through the appropriate agency (now the Department 
of the Treasury), the factual situation and the effectiveness 
of his measures in meeting it . The point , however , is that 
this monitoring, both for continuation and for modification, 
does not have to comply with the formal investigation and 
finding requirements applicable to the original imposition of 
the restriction. And there is nothing to indicate that this 
rational scheme somehow changes when the factual basis on which 
a threat to the national security is found changes from that 
which governed the original determination. Such a distinction 
no t only has no foundation in the statute or its legislative 
history; it is also unworkable, since facts constantly change 
and there is no apparent criterion for determining when the 
change is significant enough to give rise to a reinvestigation 
and renewed finding requirement . 

My conclusion that there is no legal r~q_l!_irement for a 
new § 232(b) investigation and finding in order to issue the 
proposed Proclamation does not preclude your making a specific 
investigation and finding if you wish to do so in connection 
with the constant monitoring which the statute envisions . 
Such discretionary action would not be subject to the require
ments of § 232(b) nor to the Treasury regulations (31 CFR Part 9) 
relating to that section. Moreover, even if it were, there is no 
doubt that you would not be required to give notice, allow for 
public comment, or hold public hearings on the matter . Section 
232(b} states that "the Secretary shall, if it is appropriate 
and after reasonable notice, hold public hearings ..•• " 
(Emphasis added.) There is no evidence in the repor t of the • 
committee which drafted this language, S. Rep. No. 93- 1298 , 
93d Cong., 2d Sess. 96 (1974), that it is meant to establish a 
s tandard any more specific or restrictive than its l~nguage 
implies . Your own regulations require public notice upon under
taking an investigation and allow for public comment , 31 CFR 
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§9.7(' ): ~·t'"l ·' C" .... ·0v.:_d-· [ ... ,..::,bi-.: hi...:J.rings when the Assistant 
Secretary dc..:er:is it appropriate, 31 CFR § 9. 7 (f). But these 
provisions can be varied or d;cnensed with in emergency situations 
or when, in vour judgment, national security interests require, 
31 CFR § 9.8. Your letter states that you have determined in 
the present case that national security interests require a most 

· speedy investigation which would not allow for notice and hearings 
or comments. This reason fully suffices for dispensation from any 
such requirements of the statute and the regulations. 

There remains for consideration the question whether § 232(b) 
authorizes the types of measures adopted by the proposed Proclama
tion to restrict imports of petroleum and petroleum derived 
products. It is clear that § 232 grants the President the broadest 
flexibility in determining what measures to use to restrict imports, 
as well as in modifying the restrictions in light either of changed 
circumstances or of evidence that existing restrictions were 
insufficient. The language of the section, "take such action. · .• 
as he deer.ts necessary, 11 reflects this, and the legislative history 
reinforces it. 

The report of the Committee which drafted this provision 
stated that the President was to have the authority to take 
"whatever action is necessary to adjust imports. 11 (Emphasis 
supplied.) s. Rep . No. 232, 84th Cong., 1st Sess. 4 (1955). On 
the floor of the Senate, Senator Milliken, who with Senator Byrd 
actually drafted the provision as an amendment to the House bill, 
stated that: 

It grants to the President authority to take whatever 
action he deems necessary to adjust imports • • • • 
He may use tariffs, quotas, import taxes, or other 
methods of import restrictionso io1 Cong. Rec. 5299 
(1955). 

Senator Barkley, also a member of the Senate Finance Committee 
which added this section to the bill, stated that the President 
can 

• • • impose such quotas or take other steps as he 
may believe to be desirable in order to maintain 
the national security. 101 Cong. Rec . 5298 (1955). 
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Senator Bennett, again a member of the Senate Finance Committee, 
commented on the powers the President could give to the Office 

·of Defense Mobilization, saying that 

••. they will have at their command the entire 
scope of tariffs, quotas, restrictions, stockpiling, 
and any other variation of these programs. 101 
Cong. Rec. 5588 (1955). 

The Conference Report made clear that the President's flexibility 
in choosing the means extended not merely to his initial action 
but also to any modifications that he might make in light of 
changed circumstances. H. Rep. No. 745, supra; see the floor 
remarks of Congressman Cooper, quoted at page 3, supra. The 
1958 amendments intended no change in this flexibility and 
discretion. The Senate Report stated: 

As was the purpose when the national security 
section was added in the 1955 extension of the 
act, the amendments are designed to give the 
President unquestioned authority to limit imports 
which threaten to impair defense-essential in
dustries. 

S. Rep . No. 1838, supra. A broad interpretation of the Presi
dent's powers under § 232(b) has been concurred in by the courts. 
As stated in Pancoastal Petroleum, Ltd. v. Udall, 348 F.2d 805, 
807 (D.C. Cir. 1965), "The law confers discretion on the 
President in broadest terms." 

Against this background, there is no doubt that the 
devices employed in the draft Proclamation are within the 
authority of § 232(b). These include a return to the tariffs 
eliminated by Proclamation 4210 of April 18, 1973, and 
an increase in the license fees established by the same 
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Proclamation . Both tariffs and license fees are traditional 
means of restricting imports and certainly envisioned by the 
statutory provision . 

Sincerely, 

I ;"\ 0 f.A../ .__ l · ·.l ... ~ (\ .. f v-r 
Attorney .General 
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