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“Energy -and the Ecénomy" -- the subject pf this
conference -- couldn't be ﬁore appropriate. Certaiﬂly,
it's the topic of the year; probably the topic of the
decade; and, quite possibly, in an evolving form, the
topic for the last Quarter of the Twentieth Qentury.

. And, certainly, energy and the economy, héve
dominated agendas in corporate.boardrooms throughout
the country over the past year. You know far better
than I the ‘extent to which executives who used to
wofry about the problems of marketing soap or stream-
lining an R§D operation, have had to become instant
experts on,petrodollars, natural gas and the Outer

Contincntal Shelf.
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The vastness and complexity of the subject matter
could kecep us talking for days, wecks and years. Bui none
of us has that kind of time., So, for thc next fifteen
or twenty minutes, I would like to limit myself to one --
admittedly broad -- aépcct of the energy problem that
probably'descrves more discussion than it has received:
spécifically, the prospect of increasing gdvernment
regulation in the energy sectors of the cconony.

Of course, govefnment activity in the energy mafket-
place isn't a new.idea by ﬁny means.

| - T :Buring World War II, for example, the Federal
Government came into the marketplace as a regulator.of
an entire segﬁent of an energy industry. It established
a rationing program for allocating and distributing every
gallon of gasoline consumed by private businesses or
private citizens. | |

Then, a few years later in 1546, the Government

created the Atomic Energy Commission, which has been

directly involved in the research, development, manu-

facture, operation and regulation of nuclcar power-

plants and all atomic energ)y projects since that time.

Each of these examples of direct government involvement
in encrgy was limited in a way that set it apart from’

other, more pervasive government involvenent in other

arcas of the cconony.




Gasolinc rationing was an cffspring of World VWar
11 and the temporary need to zliscatc short suhplics of
gasolinec. Its tempofary naturec brought it to a close
after 38 months. The Atomic Inergy Commission was an
of {spring of the atom bomb and the nced to safeguard
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classified information. And, aithough its spec
mission continues today, its influence in the private
sector of the electric utilities has been linmited
primarily to'assufing'safe use of potentially dangerous
materials. |

Of course, direct govefnment involvenent in energy
hasn't always been so circumscribéd. During the 193055‘
it entered the marketplace, not just 25 a regulator;'
but as an actual or prospective competitor, with ;hé
creation of the Tennessee Valley Authqritf.' The TVA --
by its lights -- has prospered; it rnow. produces ‘
electric power from 29 dams and 12 coal-fired power-
plants to supply some two million customéré in seven
stateé. TVA's critics -- including_environnentalists
who claim its plants are responsiblé for moré than
half of the sulphur dioxide pecllutents in the'Southeast--r.
are not exactly delighted with its growth. As.one | |
commentator recently put‘it: hTVA; once the shiniﬁg
dream of idealistic reformers, will stand as a prenier
exanple of why Americans have becone so disillusioned

with bigness in government and busin
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‘Now, as Administrﬁtor of the federal government's
biggest cnergy agency, perhaps I shouldn't be citing
quotes like that one,.

But I do think that I can come into court wifh
clean hands —-.because my tasic philosophy, and that
of the President, is that the marketplace, not the
government, is the best regulator of our ccononic
affairs. Yes, the FEA is big. Yes, it has broad .
povers. Yes, it has, is and will continue to.reguiate.

I said that ratioﬁing in the early 140's was the
offspring of the War and that the AEC was born with
the atom bomb. Similarly, the FEA is the fall-out of
the energy crisis. Each of these intrusions of the
government'into the marketplace were justified by the
events that surrounded their creation. In times of.war,
in matters of national security, in circﬁmétances of
grave economic dislocation, the government must step in.

But the goal -- which we seem to have so much
trouble‘achieving -- should 53 to minimlze government
intervention and, once government presencé is no longer
necessary, to withdraw from the marketplace and let

the forces of competition opecrate.
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This is not to suggest that government doesn't have

a continuing role to play. But the role should be that

of a rcferce or umpire, whose function is to sce that

the rules are obeyed -- that the marketplace remains

open, fair and free. That 1s precisely the‘réle that
the FEA is currentiy ﬁlaying in our much-publicized
investigation of overcharges fof crudé oil, propane
and other petrolecum products.

Far too often, long after the rhubarb is 6ver the

umpire is still right there in the center of the field,

_instead of on the sidelines wvhere he_belong=; And far

too often the umpire becomes a player. And the history

of the Federal government as a player 1in the marketplace -

is not good.

Let's look at some past examples of what direct

pervasive and continuing Federal involvement in the

- marketplace has done to yarious sections of the economy.

The Interstate Commerce Commission was created in

1887, when people like Jay Gould controlled the nation's

railroads and were literally earning their title of
robber barons. The ICC was estzblished to protect
shippers against the monopolistic powers of the railway

tycoons, and, for a period, both shippers and consumers

were benefited.
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But by 1935, development of
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highways and a growing trucking ndustry had taken a
big chunk of the transportation market away from the
railroads.

With the railroad monopoly broken and the trucklno
industry still wide open to compet tition, it was a 1og1ca1
time to dismantle the ICC

Unfortunately, 10g1C had nothing to do hlth what
actually took place: Congress passed a new law that not
only did not dismantie the ICC, but expanded its |
regulatory authority to cover interstate trucking as

well as the railroads.

In addition to its control over our deteriorating

y railways, today the ICC also dictates how many new
. trucking firms can enter the interstate markets, thus

restricting competition, while at the same time, giving

»’
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carriers already in the market.a i trust immunity to-

set freight rates. The result is 2 non—competitive

price fixing system that gouges the shippers and consumers
ICC was established to protect.
And, let's consider the airline industry.

The Civil Aeronautics Boaré controls the entry of

new air carriers into the interstate markct, controls

the distribution of routes, and has the power to disapprove
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or modify proposed changes in airline rates. //’T~‘
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The résult is that, in the arcas of rates and routcs ,
therc is virtually no competition at all. The CAB has
not approved a new trunk carrier for entry into the
market since 1938. And, the higher prices that éonsumers
pay becausc of CAB regulation of air fares are Clearly
illustrated by what has happened i:hen inte;state carfiérs,
must compete with intrastate carriers that.are outside
CAB authority. When Paﬁific Southwest Airlines entered

the Los Angeles-to-San Francisco market as an intrastate

carrier, it did so with rates more than 50% lower than
those being charged by the regulated airlines, After
attempts to ignore PSA's lower faréé failed, thewCAﬁ
carriers wére forced to cut their rates to meet the
competition. Today, as a result, it costs only'abdut
half as much to fly from L.A. to_San'Eranciscd'on a

per-mile basis, as.-it costs to fly from Washington to

r

New York.
Another example of government regulation that often

defeats its purpose is in the utilities area. The big

‘difference here is that the problens are being causad

largély by state rather than federal regulatory policies.
But the end result is the sane: the utilities are
saddled with 5 rate-making system that does ﬁot resrond
to their needs, and the industry znd 211 of us vwho depend

on that industry are in trouble.
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"that scarce resources are allocated according to tI

Although.most government regulation was enacted with
the honest goal of protecting the consumer from abuse,
much of today's regulatory machinery does little mare
than shelter business from competitioﬁ in a free a=zd
open marketplace.

'In some cases, like the ICC's regulation of the
railroéds, this is true because ci?cumstanccg have
changed. In other cases, either the regulatory machiner)
has becone perverted'or regulation was a mistake from
the beginning. _

Whatever the cése, the consumer generally winds up
paying.plenfy_for'govefnment—sanctioned priée-fixing.

On the other hand, as I saicd before, government

has a legitimate and vital role: to ensure that

competition in our free enterprise system remains both
free and fair.

In a free economy, competition is the only assurance

vy
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value priorities of society. When prices are administered

rather than determined by the narket, the consuner pays

for what he receives without receiving any additional

bode

value for his money. This is true for price-administrat
by the private sector as much as for price-setting by

government fiat.
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Add there arc at least as ndiv historic cxamples
of consumér savings that were “ch*ev“u by antitrust
enforcement against private manip ulation of tne nar“et-
plac~ as thcre are cxamples of higher‘consumer costs
from government regulation.

So where do we draw the line?

When does government regulation becone so heavy-
handed that the activity being regulated becomes 1ittie
more than a ward of the state znd marxet dlslocaL101s
become worse rather than better?

I recently read that there have been at 1east six
major studies.of Federal regulauorv a"enc1es 51nce the
jate 1930's. These studies have all resulted in sone
highly critical reports, 5nd vet tﬁere'has not been a
perceptible change.in eitherdour regulatory prograns
or the way they are administeréd.

Probably every President in history has complained

at one time or another that the bureaucracy is impervious

to change because it has a 1ife of its own. Agencies
somechow secm to be indestructible, even after the

1at10nale for their existence has d1 appeared

This is one reason vwhy last Gctoher, President Ford

asked Coneress to take a long hard look at the reéulatorvi
o o ) - -

p]OCLQS. He said then that "the Federal Government
imposes too mrany hidden and tco many 1nLlat10nary costs

on our cconony.,"
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( Latcer in the fall, fccogni:ing that reguletion is
also a lﬁrgc part of statc government authority, the
President also sent a message to the Governors urging
them to climinate costly and unpecessary regulatory
practices whercver possible.

My old‘assoéiate at the 0ffice of Management énd
Budget, Walter D. SCott, told an interviewer recently

that he didn't believe that the government was getting

jts money's worth from regulation.

‘That feeling is being voiced more and more by .senlor
people in government,'including those who run the
regulatory agencies; as well as by public épokesmen

Awho are.generally viewed as interventionist in their
econonic outlook -- most notably -- and perhaps,
surprisingly -- by Rélph Nader, in some recent comments
on the Food and Drug Administration.

7 " The Administration will soon be presenting proposals

l of Vese

i to Congress to streamline many ragulatory procedures —
. to make them more responsive to public nceds and fo

| eliminate those that hinder rather than help the
opcration and growth of 2 productive economy.

There are indications that Congress -- and, particularly,

the Senate Judiciary Committcc -- are receptive to such

refornms. Hopefully, at long last, some of the regulatory

[P

l barnacles can be removed that over the years hay impeded
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development in so many arcas. oE
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There is the danger, however, that in the energy
ficld -- where ve have faced, and will continue to face,
a crisis situation -- the popﬁlqr inclination will'be—
to pile on the regulations and thz controls.

To many Americans, if the private sector isn't
funcfioning smoothly, -. re—dose—oF T=E! _'
the=Fforrr—of gbverﬁment regulation is calléd\for to
straighten things out. And that's a feeling that
prevails today about energy. -

~Wé.see this-type'of thinking displayed by priv%te
cifizens, by economists{ by news commentatorg, and most
importantly, by some members of Cohgress. Sone
propose increased or tighter regulation of energy
industries. Others call for outright government take-
over of many of the functions that héve in the past
been the sole_prévince of private firms.

This tehdency nust be resisted.

It is true that certain practiéés of major oi%
companies, oOT ufilities, for example, might be viewed .
by some as an open invitation for wholesale government
involvement in their affairs. That is a political

reality.
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ﬁut there is also the cconoric reality that I've
been discussing this afternoon -- the unplcasnnt'reality
of too much government intrusion into the narketplace,
leading to inequity, inefficiency and stagnation.. Those
are characteristics, in the field of energy, that we
must make every effort to avoid.

Government regulation cannot protect energy cénsumers
for every minute froh every abuse, e would Be far
wiser to recognize_this fact and proceed with cautioﬁ

in fofmulating our energy policies than to.épt for

an energy Morgenthau plan -- a plan that would not '
only stifle competition and vital energy dcveldpmént;-
but would‘distort our national economy and the very
.underpinningé of our free enterprise system in ways
that we can't even_begin to measure. » _

Thé Administration will do its utﬁost to avoid

such consequences -- to read the lessons of the past

and exercise restraint and forebearance when called on
o to delve deeper into the marketplace.

Thank you.
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