


















































































































































































ERIC ZAUSNER: First I would like to say it is not just a 

matter of not having a comprehensive national energy policy. 

You know that is one manifestation, and it has a high cost. 

Frankly, it is very hard to estimate this cost. We have 

looked back at the 1973 embargo and tried to estimate the 

impact. One can come up with very large numbers or with small 

numbers. William Johnson will probably place most of the blame 

on the federal government and not on the loss of oil, but none­

theless it is very difficult to quantify the impact of the 

embargo. 

I would add that there is also a cost of being wrong in 

the sense that we would have no options in the long term other 

than switching to very different fuel sources from those we 

now have. The government has made a massive commitment, about 

$10 or $15 billion, to develop new technologies up to the point 

where they can be demonstrated in government laboratories. 

The question is how do we get those technologies transferred 

to the private sector and really have the private sector end 

up using them. In that sense, it is worth the additional 

cost of something like a $100 billion corporation to prove 

them out. The other thing to keep in mind is that it does 

not cost $100 billion. In fact, the money that changes hands 

will be nowhere near $100 billion, which is total financial 

commitment. Let me give you an example: a shale oil plant, 

on the basis of recent estimates, might produce oil at $12 a 

barrel. This is slightly higher than today's oil prices. 
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Under these conditions the key to shale oil financing may be 

a price guarantee. In other words if the federal government 

would guarantee a $12 per barrel price for 100,000 barrels 

a day of shale oil production for ten years, then private 

investors might be willing to bid. People will bid if they 

are sure they can obtain minimum price over the life of the 

plant. If that price turns out to be $12 a barrel for ten or 

twelve years at a rate of 100,000 barrels a day, that is a 

commionent totaling hundreds of millions of dollars, but 

obviously nothing like $100 million will ever be lost or even 

change hands. In fact, should world prices rise, there will 

never be a penny that changes hands. Conversely even if world 

prices dropped to $10 or $9 or $8, the maximum loss of money 

that the EIA would have to expend would be the difference 

between the price guarantee and the actual price. Therefore, 

the amount of the cost of a $100 billion program might be on 

the order of magnitude of less than $100 million. I think 

this would be well worth it, not just as a defense against an 

embargo, but also it would bring a group of new industries to 

the point where within ten years they can make a significant 

energy contribution. 

QUESTION: Am I correct in interpreting then, that although 

we know the costs are less than $100 million and they may 

only be $100 million, we do not know that the cost of this 

project is less than the benefits? 
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ERIC ZAUSNER: I am an advocate of cost-benefit studies, but 

you can talk a problem to death and the reality is, there is 

no real way to quantify everything and determine the exact 

dollar cost for the benefits received. I think it is 

obviously a value judgment. 

PETER WALLISON: It is difficult to place a value on the 

effects during the 1973 embargo. What is the cost in terms 

of the impact on the social fabric? What about the cost of 

the stress between'groups when you have a shortage of a 

commodity on which society is totally dependent? 

I find it hard to put a dollar value on such things. 

WILLIAM JOHNSON: One brief comment. I think the implied 

assumption in some of the comments by Peter Wallison is that 

somehow we ought to avoid all the costs of another embargo 

or any other energy supply disruption. That, in order to 

avoid these costs, we have to subscribe to the Energy 

Independence Authority. In fact, I would argue there are 

many alternatives that might be taken. I would even prefer 

a re-imposition of quotas. I think if your concern is to 

protect the United States against imports, than rather than 

getting into the business of allocating capital, I would prefer 

a more expeditious back door means of deregulating prices 

where the prices are presently under regulation. These are 

the things that FEA can do that FEA is not doing. 
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ERIC ZAUSNER: Let me make just one clarifying point. The EIA 

is not an alternative to another energy program. We are pro­

posing major changes in the Clean Air Act to allow greater use 

of coal. You know the regulatory problem as well as I do. We 

would like regulatory rate reform in the utilities. I can go 

down the list of things, most of which I know you agree with 

because you have also supported them and worked on their formu­

lation. In spite of this, even if we achieve them all, I 

think there still remains a problem. This is the problem that 

we have tried to deal with here and to deal with such a 

problem, something like an EIA has to be put forward, even 

with all those other things being done. 

WILLIAM JOHNSON: What I am saying is that the way it was put 

before by Mr. Zausner and Mr. Wallison is very much the way it 

was put by Professor Harold Hill in "The Music Man", including 

all 76 trombones: if you do not have this, the world is going 

to come to an end. I think there are other policy options 

that are available and to say that the alternative of not going 

along with the EIA could be a horrible new environmental crisis 

is a scare tactic. 

QUESTION: It has been my understanding that the goal of 

energy independence by 1985 has been abandoned. As I read 

EIA, it revives that goal very strongly, the idea of total 

energy independence by 1985. Would you care to comment? 
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ERIC ZAUSNER: There is always a problem with semantics. In 

a word, energy independence is a typical government phrase, 

but what it means is changing over time. Energy independence 

started off quite honestly being something wholly unrealistic, 

namely, zero imports by 1980. The way President Ford described 

energy independence and it stayed until now, 1980 is an un­

realistic time frame in which to talk about energy independence. 

1985 is possibly early unless we could make a major impact on 

the trends that are now in process. Our objective for 1985 

ought not to be zero imports. That is patently ridiculous. 

It is too expensive, and we probably could not get there even 

if we wanted to. Furthermore, it just is not necessary. 

The present concept of energy independence is to have ourselves 

in a position where we are buffered from future embargoes or 

supply insecurity. In other words, to keep our imports at a 

level wher~, even if they were cut off, either the impact 

would not be very great or we could take other measures to 

ameliorate the effect. The level of imports we would like 

to see by 1985 might be in the range of from 3 to 5 or 6 

million barrels a day. Now that is not very different from 

where we are now. But tremendously different from the 12 or 

15 or even 20 million barrels a day we might be importing in 

1985 if all the current policies and trends continue. So it 

is a very big job to go from where we might be with no program, 

to 5 million barrels a day or 15 per cent of consumption, 

whatever people think is the logical number. It is not the 
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old zero-imports number. That goal has not been changed by 

proposing an extra piece to try and fit the puzzle together 

to solve the problem. 

QUESTION: This proposal is designed to achieve freedom of 

action in foreign policy? Maybe it would cost the average 

American less and make him happier if we altered our foreign 

policy rather than spending all this money for energy 

independence. 

ERIC ZAUSNER: Of course there is the low-cost option, as it 

is euphemistically referred to. But the reality is that it 

is not just a question of foreign policy. This is one element. 

Domestic economic impact separate from that is the second 

element and this can be quite significant. The third point, 

and I keep coming back to this, is that we are in a very 

tough ten-year period right now. Over the next ten years, we 

have to find a way to sustain ourselves on the energy we now 

know how to use, because the new technology is not going to 

be available before then. I am sure you are aware of that. 

Therefore, we have got to use oil and gas and coal and conven­

tional nuclear power over the next ten years. We also know 

that in the 20 or 30 years after that, if we are not on com­

pletely different sources of energy to a very large degree, 

we are not going to have an adequate domestic supply. This 

is independent of how much the Arabs might choose to give us. 
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In that sense, we have to help the transition to the techno-

logy which we are not now using and it is going to take some 

mechanism for risk-sharing to get those new technologies 

transferred. EIA is one way, and I personally think a good 

way, to make sure that transfer occurs. 

QUESTION: Are you saying that terrible domestic things are 

going to happen if we do not have energy supplies? 

ERIC ZAUSNER: Our economy is going to require many, many more 

quadrillion BTUs than it does today by the 1990s or the year 

2000. It is not a question of what is going to happen if we 

do not get the energy. You have got to have enough energy 

for the economy to grow to meet people's needs. Whether you 

are for zero growth or not, it is clear that in the 1990s and 

beyond, we are going to be using much greater levels of energy 

and that our conventional oil and gas sources will dwindle. 

WILLIAM JOHNSON: But those are exactly the scare tactics of 

Professor Harold Hill and his 76 trombones, saying we are not 

going to have any energy. I think that is polemical. Clearly 

we are going to have energy in a relatively free market. The 

market will clear and there will be no difference between 

supply and demand. If we allow the markets to work, whether 

capital or energy markets, they will work and we will have 

energy. I think this comment by Mr. Zausner reflects a total 

lack of appreciation as to how the free market mechanism does 

work. It works reasonably effectively. 
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ERIC ZAUSNER: One of these days the invisible hand of the 

market is going to reach out and throttle an economist. 

WILLIAM JOHNSON: I am more concerned that the all too visible 

hand of government will throttle me. 

QUESTION: I will not put you on the spot, Mr. Johnson, but 

you referred to this free market enterprise system. It appears 

to me that the major oil producers, the multinationals, are 

not only vertically entrenched from oil well to gas tank but 

they are also moving out to many other energy areas such as 

coal, nuclear fission and solar energy. They are capturing 

any small firm that appears to be promising and they seem to 

dominate the capital market in more than just the energy 

sector. I am not altogether comfortable with the EIA concept, 

but it does provide a strong alternative in terms of providing 

a capital market other than the 20 major oil companies. 

What do we have now? In which direction are we going? 

WILLIAM JOHNSON: Let me discuss two of your points. I have 

just completed a paper for the National Science Foundation 

which I hope will soon be available. It looks at the question 

of just how competitive the oil industry is. No matter how 

you view it, the argument that it is anti-competitive or non-

competitive is greatly exaggerated for the domestic industry. 

I am not talking about OPEC or the multinationals. However, 

for domestic industry, the oil industry is reasonably 
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competitive. It is one of the least concentrated industries. 

The argument that vertical integration is causing problems 

breaks down when each and every segment of the industry is 

non-concentrated and relatively competitive. There are argu-

ments to the effect that one segment of the industry, namely 

production, subsidizes other sections, such as marketing, and 

this causes problems for independent marketers. Yet this flies 

in the face of the fact that the independent marketers have 

gained an increase~ in their market share almost steadily over 

the last ten years. 

As for their presence in the capital market, it is 

generally true that larger companies, as a rule, do not have 

to enter the capital markets. I don't know whether this is 

the case with the oil industry; I strongly suspect it is. 

These large companies utilize self-finance methods for expan­

sion. The capital markets, relatively speaking, tend to 

serve smaller companies who do not have such assets available 

to them. The entry of the Energy Independence Authority into 

the formal institutionalized capital market competing with 

other sources for available funds, I would suspect, might 

have an anti-competitive effect. This might tend to dry 

up funds for the smaller, not the larger, companies. 

QUESTION: I would like to make a comment rather than ask a 

question. Let us put this EIA in perspective. The amount of 

money involved is $100 billion over ten years; that is $10 billion 

a year on an average that can be committed. The EIA will 

probably be paid back at some point in time on most of the 

projects, if not all. But place this $10 billion per year 

in the perspective of 11 over-runs in our national budget 11 

or the size of the Defense Department budget, which I think 

this year is something like $118 billion. The problem is 

that people have estimated anywhere from $600 billion to 

$800 billion will be needed for energy production over the 

next ten years. The EIA proposal is $100 billion and I do 

not think it is a panacea, but it is a step. So far we have 

not taken one step in real concrete policy. Every time we 

have tried, you watch the same act, the Christmas tree that 

everybody hangs on and nobody could pass. I think maybe we 

have to learn to take one step at a time with energy legis-

lation. 

WILLIAM JOHNSON: I would like to comment on that. Investment 

in the United States is roughly $200 billion per year. About 

$100 billion of this amount is used for financing the federal 

deficit; about $10 to $15 billion of that goes to financing 

state and local government deficits. That leaves something 

on the order of about $85 to $90 billion for new investment by 

industry. Now EIA is going to have a definitive lifetime of 

about seven years. It will take time to organize and get 

going and it will take time at the end to shut down the 

operation. I believe it is more appropriate to divide a 
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hundred million by seven, which gives you $14 billion out of 

a total industry amount available for new industry investment 

of something like $80 to $90 billion. You are talking about 

a fairly significant chunk of money that will be available. 

ERIC ZAUSNER: It is just not going to work that way; let me 

explain why. First, we expect a major portion of EIA activity 

will be in the area of price guarantees. This is not something 

that would affect capital markets directly. It could be a 

very large dollar 9uarantee with no impact on equity or 

financing. Second, even in the seven year period we are 

talking about commitments, not financing. Let me give you the 

difference, by use of an example. Suppose the project is a 

$10 billion Arctic gas or oil pipeline and financing is 

begun in 1981. The project will have to go into the capital 

market over the ten years after 1981. When you look at the 

span of time over which EIA projects will be in the capital 

market, even though the commitments are collapsed into seven 

years, the impact in the capital market is likely to be over 

at least 15 years. When financing a big project, you are 

going to require a billion dollars (e.g., a nuclear power 

plant} , you do not obtain the whole billion dollars the first 

day you make the commitment and then have the funds sit idle. 

In fact, you have a time schedule of financing which extends 

over quite a long period of time. I would argue that the 

effective time period in which you would actually be intruding 

in the capital market is more like 15 than 7 years. In addition, 
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a good portion of that EIA program, somewhere around 25% to 

30%, will be price guarantees with no impact whatsoever in 

traditional debt or equity instruments in the market. When 

you consider these facts, I believe it is not a very large 

impact, given that very large impact which was mentioned. 

WILLIAM JOHNSON: The fact is that even if you divide my $14 

billion figure by ten, I think you are still having a fairly 

significant impact on the market. Energy does not account for 

the major part of all private investment in the United States. 

ERIC ZAUSNER: Energy does represent the largest single require­

ment for private capital. 

WILLIAM JOHNSON: While that may be true, I think another point 

must be kept in mind. Energy is not the only industry that 

is saying it needs special privileges. The government is 

crowding out other private demands for investment funds from 

the capital market. There are special loan guarantees for 

raising and proposals for such special guarantees in a number 

of other industries. It is becoming a favorite game and I 

strongly suspect if these guarantees are given to the energy 

industry, then before long they will be given to 4, or 5, or 7 

other industries. As I said before, you end up with a hap­

hazard form of capital allocation or with national planning 

that is haphazard, random, and depends on who gets there first. 
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ERIC ZAUSNER: I would just like to make one comment. When 

talking about capital allocation, there is a tendency to 

assume that the private sector will make all the right judg­

ments and select all the right projects. This further assumes 

that you really have a free market, and that you do not 

presently have large amounts of capital misallocation. If 

you do have those problems in these areas, it is then assumed 

that you can sweep them away and the market will correct 

itself. Let's be realistic. No one is going to get rid of 

"Fanny Mae" (Federal National Mortgage Association); no one 

is going to get rid of tax-free municipals; and it does not 

seem likely that anyone is going to get rid of the deficit. 

In other words, when you look at the pieces, the capital 

market may indeed be tight, and it may be that we do not 

have the option of talking about free capital markets. 

Obviously you do not want to encumber the market to death. 

But the reality is that all those guarantees on mortgages 

and all of the other things are here to stay. 

The regulatory problems also make for risks which 

are very large for the private sector and they are not going 

away. Nobody can eliminate the problems facing the Nuclear 

Regulatory Commission with respect to safety and the licens­

ing time for nuclear power and it is likely to get worse. 

Nobody is really seriously talking about removing the need 

for procedures or removing all the best available technology 

requirements for air and water pollution control. People 
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are tallting about adding new regulations such as land-use 

siting criteria, facility siting planning, and a host of 

things which none of us can foresee but which are sure to 

come about. The realities are that the economy does not work 

in a free market; not in a free capital market, not in a free 

market in terms of energy production and use, or of transpor­

tation, or of environmenta, or of occupational health safety. 

The list is unending and it is not going to change. so the 

reality is that instead of talking the problem to death, we 

have to proceed within the existing constraints. These are 

not going to go away. We must find a very practical way of 

doing the things the economy needs and needs badly. Not 

because the lights are going to go out, but because it is a 

good public policy. We must be able to facilitate the trans­

fer from conventional oil and gas to a set of new technologies. 

If we wait six years and try it, I contend that the costs are 

going to be significantly higher than would be the case if 

we get the private sector involved now. 

(Due to a prior commitment, Mr. Zausner was required to leave 

at this time.) 

QUESTION: As the bill is presently written, it is authorized 

to finance conventional power plants. Isn't there a serious 

risk that you could delay the production of energy by virtue 

of the utilities getting in line at EIA to get money to 

finance their projects? In such a process, because there 
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are many different levels of balance sheets and many different 

utility rate commissions, we may well end up subsidizing the 

non-responsive rate commission and in the process delay those 

projects that would normally be funded. 

PETER WALLISON: The first criterion that any utility apply­

ing for financial assistance has to meet before the project 

can be funded is that it must enter a tripartite agreement 

with the regulatory body which provides for a rate sufficient 

to pay out the investment. This condition was put in specifi­

cally to avoid the possibility of an incumbent regulator in 

any state turning its regulated industry over to the federal 

government to fund. If this restriction remains in the legis­

lation, it will, I think, provide a very effective check 

against just the kinds of problems you are pointing out. 

WILLIAM JOHNSON: Two points: first, that is one of the more 

controversial provisions of the bill, and there is some 

question as to whether it will stay if the bill is to be 

passed by the Congress. Besides, the rates would still have 

to increase to cover the cost of repaying the investment, 

the loans that have been guaranteed by the Energy Indepen­

dence Authority. I think the basic underlying problem is 

still there. The utility regulatory procedures in the United 

States are inadequate and there is a basic need for reform. 

Whether the EIA involvement would steer reform in the right 

direction or would actually divert energy away from the 
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needed reform I think is an open question. My guess is that 

it might even drive us away from utility reform. 

QUESTION: With regard to the way the EIA is controlled, as 

I understand it in the current revision, five members, includ­

ing the chairman, would be appointed by the President. Once 

appointed, their authority would be without oversight from 

the Congress or from the President. Residing in those five 

individuals would be the authority for the expenditure of 

$100 billion. 

PETER WALLISON: There is a provision in the legislation which 

provides that at the end of each year, the corporation must 

have an audit in which the amount of any losses that the 

corporation has suffered, actual losses or losses for which 

reserves are carried on the balance sheet, would have to be 

accounted for. The legislation provides that if the losses 

of the corporation exceed the equity of the corporation in a 

given year, no further commitments can be made. The equity 

of the corporation will be sought from Congress incrementally. 

For example, you would go to Congress in the first year for a 

billion dollars or two billion and if losses in the second 

and third year have totalled $2 billion, the EIA would have 

to return to the Congress in order to get additional equity 

before it could make any additional commitments. In other 

words, Congress has this control over the Authority's 

actions, this power to allocate and appropriate equity. 
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The only thing the corporation would receive at the outset is 

the $75 billion bond authority plus a certain appropriation 

for whatever amount might be chosen at the time the corpora­

tion goes up for its first appropriation. The bill does 

provide a certain control. 

QUESTION: Is that a revision from the first draft, the idea 

of coming up for increment? 

PETER WALLISON: That particular provision appeared probably 

two months before the proposal was first publicized. 

QUESTION: Someone said a little earlier that it appears that 

solar energy does not need the EIA. That would lead me to 

believe that the EIA must be only for environmentally harmful 

sources of energy. All the discussion I have heard this evening 

seems to accept this as a foregone conclusion. What we want 

to do is build pipelines in the Arctic and squeeze oil out of 

rocks. Did it ever occur to anyone in the Executive that 

maybe Americans would prefer to use a lot less fossil fuel? 

The moral thing to do might be to keep some of these fossils 

in the ground for future generations. 

PETER WALLISON: Obviously there is a question shaping up as 

to whether we have growth or no growth. I think this Adminis­

tration believes that in order to provide for a better life 

for all Americans, we have to have growth. Of course, it is 

it is entirely understandable that some people might say, 
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let's leave everything in the ground, let's not grow. But 

I find most of the people who are saying that are people who 

are already well off. The people who are not so well fixed 

are not so anxious for no growth. 

WILLIAM JOHNSON: You raised a very relevant point; at least 

your question leads up to it. One way to achieve energy 

independence is to increase production; another way is to 

reduce demand. Reductions in demand take a certain amount of 

investment as well. Will the Energy Independence Authority 

have the authority to finance the production of new tech­

nology that reduces energy demand? 

PETER WALLISON: The guarantee authority could be used for 

conservation, which would be the same kind of project. 

WILLIAM JOHNSON: My suspicion, however, is that it would be 

mostly in new production rather than conservation. I agree 

with your point and think it is well taken; something like 

oil shale is a very questionable process. It requires 

enormous amounts of water and at least some methods require 

substantial destruction of the surface of the earth. Oil 

shale presents a very real solid disposal problem. Are we, 

as a government, going to encourage a technology that may 

well be an environmental abomination? As I have said, you 

have the government operating almost as if it were driving a 

car with one foot on the accelerator and the other foot on 
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the brake. We may end up neutralizing our various policies. 

PETER WALLISON: There may be ways to produce oil from shale 

without the kinds of environmental problems which you suggested. 

For example, the in-situ process which has been tested by at 

least one company may produce oil underground without the 

environmental difficulties. The legislaiton here does provide 

for funds when it is necessary for the production of energy 

to protect the environment. I just do not understand why it 

would be all right-for private industry to do this, and yet 

when there are some risks the government ought not to support 

them. I took your comments before, Mr. Johnson, to mean that 

the government ought to stay out of this area because private 

industry can indeed produce oil from shale; the same environ­

mental consequences will follow whether private industry does 

it or the government does it. The question is whether the oil 

is necessary. EIA would be the instrument to insure that the 

oil is produced based on the judgment that it is necessary. 

WILLIAM JOHNSON: Again I come back to the point I made before. 

You are making the assumption that because private industry is 

not developing something, such as the in-situ process for 

extracting oil shale, it reflects a failure of the marketplace. 

I think the marketplace has probably worked very well indeed. 

The technology, as in many of these technologies, is relatively 

new; it has not been fully developed commercially; the in-situ 

method that you talked about still has major environmental 
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problems associated with possible disruption of watersheds 

and demands for more water, and there is still the problem 

of the disposal of waste shale. In this process, however, 

it is notably not as great as with more conventional develop­

ments of oil shale. The point that I am making is that just 

because it is not being done does not indicate that somehow 

it has to be done. It may not be developed for very good 

reasons. The market may be sending us a signal which we 

ought to heed. I think the presumption you are making is 

that because these developments, these new processes, are 

not being applied commercially that somehow this is wrong 

and the government has to step in and do it. 

PETER WALLISON: I can cite many examples, such as when 

investment was not going into the housing field for a 

variety of reasons and it was adjudged to be good govern­

mental policy to encourage the entry of new funds into 

housing. Initially one has to make the judgment as to 

whether it is a good idea to encourage investment in the 

energy field; if you believe it is a good idea, then you 

have to search for alternative methods of achieving this. 

You suggested that there were a variety of alternatives 

better than the EIA. Certainly a number of these were con­

sidered and I would welcome hearing some of your alternatives 

but initially I wanted to make the point that the judgment 

was made that it was important to have additional energy. 

That is the key decision. Then the question is, how do you 
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attain it? The EIA was thought to be, fo~ a variety of 

reasons, the most effective way to do it with a minimum of 

undesirable side effects, although anyone in this Adminis­

tration would acknowledge that government activities are not 

the best way to achieve most things. 

WILLIAM JOHNSON: You asked what some of the alternatives are; 

I can give you a number of them. In the area of price controls 

for oil, there must be 20 things that FEA could have done long 

ago. In fact when.I was there I proposed some that would 

effectively deregulate oil, all oil. One very nice technique 

would simply be to exempt secondary and tertiary recovery. You 

do not have to go to Congress for this authority. I think that 

going there reflected bad judgment by the Administration. 

You cannot define secondary recovery very easily. One method 

is water flooding. I think a smart oil man would effectively 

be able to get around the controls very easily by recovering 

his oil through water flooding of one sort or another. 

There are other things that can be done. One is to 

lessen the so-called non-productive cost pass-through pro­

visions which have helped to make refining extremely uneconomi­

cal. It has always been a problem in the oil industry. It 

is terrible at the present time because of FEA's price con­

trols. 

If we can change these types of provisions, I think 

that would send the capital to the right place, to the people 
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who would be using it. As a result, I am sure, we would see 

development of different energy sources. 

The only problem I foresee is where regulations are 

imposed by regulatory bodies that are presumably not on the 

side of energy independence. One of these bodies may be the 

Federal Power Commission, although I doubt it. The FPC now 

has a proposal that effectively would allow any industries or 

possibly other users that are cut off to go into the intra­

state market and buy natural gas at the intrastate market price. 

This is effective deregulation of natural gas and may be 

challenged in the courts. 

The other regulatory bodies that may not cooperate are 

various state utility commissions. In this case, I would let 

the states stew in their own juices. If the state regulatory 

body is going to be so parsimonious that it is not going to 

allow price increases and thereby creates a shortage of 

electricity, then let it pay the price which will be shortages 

of electricity in various local communities. There is some 

evidence that local regulatory bodies are in fact now allowing 

their utilities to take various steps, like passing on higher 

costs of fuels used to generate electricity. 

PETER WALLISON: The point of the EIA legislation is that it 

was adjudged by the Administration to be the most effective 

way to achieve increases in energy supply, in conjunction with 

the other proposals that the President had already made. Once 
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we begin to consider whether additional domestic energy supplies 

are necessary, then, I believe, you get to the nub of the ques­

tion. When people think about the alternative ways of doing 

this, the EIA will be finally recognized to be the most effec­

tive and the most politically feasible. 

QUESTION: For the past several years I have heard about an 

energy crisis, a missile crisis, and a store of other crises. 

Now we have a proposed EIA. Isn't this a subsidy, a diversion? 

And what about tax~s? Isn't this proposal going to cost us 

all some additional taxes? 

WILLIAM JOHNSON: Unfortunately we already have ample evidence 

of what such monstrosities as the EIA can mean to the taxpayers. 

Ultimately I suspect the u.s. taxpayer is going to have to pay 

for this. There has been the assumption all along that EIA is 

going to be paid back. But what about defaults? Surely there 

are going to be defaults. 

There have been a number of instances where operations of 

a similar type have gotten themselves into very great contro­

versy and scandal, e.g., the RFC (Reconstruction Finance Corpor­

ation. Several years ago it was a good case in point. Due to 

the fact that a number of people who were given loans defaulted, 

the taxpayers ended up having to foot the bill. With EIA I 

think there is the same likelihood. Basically you have a 

subsidy in industry who are favorably placed and upon whom, 

for some reason, the Energy Independence Authority has smiled. 
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If it were not a subsidy, why would they be there? 

The problem with this is that it does not get reflected 

in prices. Because it does not get reflected in prices the 

wrong signals are generated by the marketplace. Let's dis­

cuss one problem that may occur with the Energy Independence 

Authority which I did not mention earlier. Basically this 

proposal ends up subsidizing capital, which is one of the 

inputs that goes into the production of energy. As a conse­

quence we are likely to lean toward capital-intensive methods 

of producing energy in the United States. You might very 

well have industry that would utilize more expensive tech­

nologies with greater front-end investment than would 

normally be the case. I believe we create distortions when 

we start subsidizing investment through the taxpayers and 

through the tax system. 

QUESTION: This has begun to ring a familiar bell. I come 

from AMTRAK and we have the feeling that we have been 

through a bit of this. It had not rung the bell quite so 

solidly until Mr. Zausner said that when you get a billion 

dollars, you do not draw it down the first day. Well, you 

do, because the government will permit you to draw it down. 

Then you turn around and loan it out to help you pay the 

horrendous cost of borrowing money. You even draw down your 

daily income and sell it tonight so that by tomorrow it has 

made a little profit because you are pressed so hard by the 

price of money. AMTRAK started with $40 million. Everybody 
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figures that was all it took to get the railroad going. We 

paid more this year in interest than $40 million. Here we are 

talking about an authority with a nest egg of $25 billion and 

loans of $75 billion. We think they will not be using these 

funds, but they will. Furthermore, we say they are going to 

The Author;ty, it is said, will be free of be independent. ... 

the congress, it can choose the programs it wants. Based on 

our own experience, and we have been in the business five 

h · le route for a new train. years, we have ye~ to c oose one s1.ng 

The Congress has chosen them. Now are you going to change 

that? Just because you do not have to answer for a whole 

year? When you go back the next year and ask for the 

authority for the next couple of billion dollars, the Congress 

will say, Sure, if you do it this way. I don't think the 

beast is going to change. We live in this political system, 

and we have seen it. When people ask us what is AMTRAK, we 

say a publicly-sponsored corporation, privately incorporated 

in the District of Columbia with access to public funds 

operating on private property. Now try to run that. 
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SUMMARY AND COMMENTS 

In a sense, the Administration proposal is highly 

pragmatic and would appear to go against the grain of its 

general philosophical bent, in that the proposed program 

is a step toward more government involvement, while many of 

the more noteworthy government programs have been aimed at 

reducing the government's role. This apparent philosophical 

dichotomy stems from the major premise upon which the EIA 

and, in fact, the objective of energy independence itself is 

based; namely, it is necessary to insure national security 

and national economic well-being. Traditionally, matters 

involving national security and international relations 

(economic or other) have been reserved for the Federal Govern-

ment; therefore, what might at first appear philosophically 

alien to this administration has at least some logical 

grounding in the more traditional view. 

Leaving aside the philosophical discussion, in the final 

analysis, the key test of any government program is: will 

it work? In answering·this question, I believe we find the 

central point of contention among the panelists. Those 

supporting the EIA contend that this proposal is essential to 

stimulate the application of new technologies, that it will 

work, and work well; and that it will produce a minimum amount 

of disruption in the private sector. They further contend 
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that the EIA may have its faults but there are no other 

reasonable alternatives available and that we have already 

talked too long and acted too little. The opposition 

attacks the proposal as politically unworkable, disruptive 

of free markets, a burden to the taxpayers, and likely to 

have a detrimental effect on the direction our technology 

and energy supply system will take in the long run. 

Within 10 or 15 years our need for new energy supplies 

from the traditional sources as well as from new technologies 

may be critical. That developing these supplies will be a 

time-consuming process is recognized by almost everyone who 

has taken more than a cursory look. The decisions which we 

make today may commit us to an energy course of action for 

years or even decades. On the other hand failure to reach 

any decision will also be binding in the sense that it will 

delay and close off alternatives for the future. Further-

more, indecision provides an ambiguous signal to the private 

sector which often translates into caution and inaction. 

Whatever decision we make, we must make it thoughtfully 

because of its long-term binding implications, yet quickly 

to allay indecision and permit the orderly development of 

our energy system. This is a tall order. 

The lines are drawn, the arguments are persuasive. But, 

if we are to increase our energy supplies, and this goal was 

accepted by both sides of the discussion, how then should we 

go about it? 
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