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JAN 9. 2 1975

OFFICE OF THE DIRECTOR
CONGRESSIONAL AFFAIRS

TO:

DATE:

Jack

~
1/22/75

Dear Jack:
Attached for your information is
a draft of our "white" paper on
gasoline rationing and a booklet
which contains all pertinent
information on the President's
Economy and Energy Message which
will be handed out to participants
after the Senate and House briefings
by Frank Zarb tomorrow.
Additionally, we have several
"goodie" miscellaneous pamphlets
on Tips to Save Energy which will
also be offered.
Regards

P.S.

The flip charts we discussed
are in the back of this
pamphlet.

FEDERAL ENERGY ADMINISTRATION
Room

---

Ext.

11

ANALYSIS OF GASOLINE RATIONING

•

i
I

l

I
I
I

I
Off:Lce.of Energy Conservation
and Environment
Federal Energy Administration
January 21, 1975

TABLE OF CONTENTS

Executive Summary
Description of Coupon Rationing System
Gasoline Use Data
Problems with Gasoline Rationing
I

1

·s
9

.11

.I

j

j
1

1
!

Comparlson of Gas Rationing and President's
Program
•

15

-

i

1 -

EXECUTIVE SUMr.1ARY

Description of Rationing System
o

Each licensed driver in the country would receive
an equal monthly allotment of coupons entitling
him to purchase 35 gallons/month at the controlled
price. These coupons could be freely traded or
sold. The coupon market would permit those
drivers with needs greater than those represented
by the monthly allotment to purchase additional
coupons from those who use less than their monthly
amount.

o

Cow~ercial
equivale~t

o

For that limited class of users for whose special
needs tpe coupon resale market is not a reasonable
solution, a 3% of the coupons would be set aside
and distributed by the state. This distribution
would be based primarily on emergency or hardship
needs.

o

Coupons would be picked up in person at Post
Offices by each eligible individual. They will
be invalidated at the pump at time of purchase,
and deposited by retailers with banks in a
special coupon account. Gasoline deliveries
to suppliers will be made to retailers only for
amounts equivalent to coupons collected.

users would receive coupon allotments
to 90 percent of their consumption
during the 1973 base period.

Gasoline Use Data
o

Estimated consumption in 1975
l1illions of gallons per day (MG/D)

270 MG/D

o

Number of licensed drivers in 1974
125.1 million
(increase of up to 15 million anticipated
if coupon rationing is put into effect)

0

Allowance for Each Licensed Driver
per day = 1. 2
per month = 35
per year = 420

- 2 Problems with Gasoline Rationing
Gallons per month and price of
0

I

Gasoli~e

To save 1 million barrels per day, while assuring
adequate fuel for business will mean limiting each
licensed driver to about 35 gallons per month,
compared to current average of 50 gallons/month.
The buying and selling of coupons will raise the
effective price of gasoline (pump plus coupon
price} to an estimated $1.75/gallon for those
who must purchase more than their basic ration.

Impact on National Energy Goals
o

Gasoline rationing, while it may limit consumption
in the s~ort run, makes no contribution to our mid
and long term goals of energy independence, because
it provides no incentives for increasing supply.

o

By con~entrating exclusively on private vehicles,
many other fruitful areas for energy conservation are
not addressed -- such as improved industrial
efficiency, better constructed and insulated
buildings, less wasteful use of electricity and
natural gas.

Potential for Inequities
o

Each person receives an equal number of coupons,
but use of gasoline varies widely among drivers.
Thus, rationing inevitably leads to inequities.
Some examples are:
- A divorced secretary with two children living
in the suburbs who commutes 16 miles each way
to work in a car getting 12 mpg will experience
an 80% increase in her commuting costs, because
she must purchase 18 additional coupons each
month at an average cost of $1.20 each. This
amounts to about $240/year in additional costs.
- A blue-collar worker who owns a car that gets
only 9 miles/gallon can drive just over 300 miles/
month on his basic ration, and could not easily afford
.to purchase a new, more efficient automobile. On
the other hand, an affluent neighbor can readily
trade in his equally inefficient old car to purchase
one getting better ~than 22 mpg. This allotvs him
to drive over 750 miles on the same allotment of
coupons.

-
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- Substantial regional inequities v1ould exist.
The average driver in some rural states such as
Montant travels nearly 600 miles per month versus
about 300 in less rural states such as New York
and New Jersey. Similar disparities exist between
city dwellers and suburbanites. Under rationing
each would receive the same gallonage.
- Certain very poor persons, such as migrants,
drive large distances each year. They can neither
afford to buy additional coupons nor are alternative
methods of transportation available to them.
- The recreation and tourism industry would be
very heavily impacted, as would the auto industry.
Automobile sales would decrease 35% from what they
would otherwise be.
Increase Bureaucracy and Complexity

I

q

The Government would be involved in many new
aspect~ of. our every day life, adding an inescapable
portion of bureaucracy, complexity, and inconvenience.

o

Gasoline rationing can be implemented but it is
complex, expensive, and at best a short term solution.
It takes 4-6 months to implement, about 15 to
25,000 full-time people and $2 billion in Federal
costs, uses 40,000 post offices for distribution,
and requires 3,000 state and local boards to handle
exceptions.

0

B~cause

0

Gas stations, with limited quantities to sell,
are unlikely to maintain more than the most
limited service hours. Evening and weekend
closings are almost a certainty.

coupons are transferable, they must be
picked up by each driver in person bi-monthly
at post offices. Long lines and delays are
inevitable.

Impact on GNP
o

Use of allocation and rationing to reduce imports
by one million barrels per day would create a drop
of nearly 13 billion dollars in the GNP and place
several hundred thousand more workers on unemployment
tolls. Also, rationing would have an inflationary
impact due to the significantly higher clearing
price of gasoline coupons sold by those having
excess coupons.

4

Comparison of Gas Rationing and President's Program
o

Each option has major regional impacts; rationing
hits the mountain states, the southwest and the
mid-west hardest. The Presi~ent's program effects
New England and the east coast.

0

Rationing will reduce consumption in the .short term
but is inadequate as long term solution. The
President's program is effective in both the short
and long run.

0

Both rationing and the President's program transfer
about $2 billion to poor families in the first year.

o

Rationing is costly and complex; the President's
program is inexpensive and easy to administer.

o

Rationing raises the CPI by 1 1/2 percentage
points, the President's program by 2 1/2 points.

i;
!

o

..

Rationi..ng would cost the country $.13 billion in GNP
and a substantial increase in unemployment; the
President's program would have negligible effects
· in each area •
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DESCRIPTION OF COUPON RATIONING SYSTEM
I.

SYSTEM OPERATION
A.

Entitlements
o

All 125 million licensed drivers receive an equal
monthly coupon allotment (estimated at 35 gallons
per month) . These coupons could be freely traded
and sold.

o

Commercial users receive a coupon allotment
equivalent to a percentage of base period consumption, estimated at 10% less than 1973 consumption.

o

State Set Aside for special cases (3% of available
supply), i.e. migrants, the handicapped, etc.

1

1

I
l
l

B.

o

Government and non-profit organizations included
·in commercial sector.

o

Coupons for first quarter are of one class, and
are not serialized. Changes could be made in
subsequent quarters.

Distribution
o

Postal Service would distribute coupons at the
40,000 post offices four times a year.

o

Estimated that 4.8 billion coupons would be
needed in first quarter (amount currently in
storage).
·

o

Under special conditions, an agent could pick up
coupons for those not able to do so·themselves.

o

Users would pay a fee of $3.00 per quarter amounting
to $1.5 billion. (This would cover most of estimated program cost).

o

Local Boards throughout the States would handle
special appeals from state residents with emergency
or hardship gasoline needs.
·

o

In first quarter, individuals would turn in selfexecuted application forms at their post office.
Postal employees would validate application, examine
and mark driver's license, and issue ration coupons.

t
i

l
~

- 6 o

In subsequent quar.ters 1 licensed drivers would
receive state-issued authorization cards in the
mail, entitling them to pick up ration coupons
at their post offices.
\

o

,.I,
~.

c.:~

L

I

For first quarter, commercial users would submit
.. an FEA form to their bank 1 which would issue them
an allotment in the form of a coupon draft. These
drafts would be exchanged for coupons at the Post
Office. Forms would be forwarded by banks to PEA
so that PEA could issue coupon drafts for the
second and following quarters.

0

Forms retained for audit purposes.

0

U.S. agencies would apply directly to FEA for coupon
allotments.

Banking System
0

Commercial banks would be mainstay of coupon
redemption mechanism.

0

Initially, gas stations take deposit ration coupons
received from motorists to local banks and receive
gasoline drafts (in gallons) enabling them to purchase additional gasoline from their supplier.
In subsequent quarters, a complete ration banking
system would be established, in which commercial,
government and non-profit users along with gas
stations, and suppliers, would participate.

0

D.

FEA Processing Centers would handle initial applications and maintain records of all co~mercial
users. These centers would issue drafts for ration
coupons in subsequent quarters, through the mail.

Coupon Resale Market
0

unused coupons would be freely traded or sold.
Those with excess coupons could sell them to
those willing to pay the price.
Federal Government would make no attempt to control
or regulate trade in coupons except to identify and
prohibit practices which inhibit natural interplay of market forces.

0

It is estimated that excess coupons would be sought
by more than one half of all users.

! .
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E.

F.

State Set-Aside

..

o

State set-aside of coupons {about 3%) would be
available to recognize claims of users for whom
the resale market is not a vehicle for their
special needs.

o

About 3,000 local boards throughout the states
would administer the set-asides, replying to
applications.

o

The State-Set-Aside will also be used for organizations or governmental units performing essential .
public health OF safety services.

o

Federal Government could provide guidelines to
assure uniform application of eligibility criteria.

Enforcement System
o

Vigorous enforcement program would be required to
prevent widespread abuses.

o

The audit program would focus on commercial and
non-profit users to detect overstatement of base
period volumes, and on gasoline suppliers to
detect illegal shipments of gasoline.

o

There would also be a system to detect multiple
applications by individuals.

II. ·PRELIMINARY ESTI~ffiTE OF RESOURCES REQUIRED (STEADY-STATE
ANNUALIZED BASIS)
A.

Personnel Resources
(1)

Federal
FEA Headquarters - 625 positions
FEA Regions - 3,250 positions (1,200 opl: 2,000 enforcmt)

u.s.

Post Office - unknown

Non-FEA Enforcement - 2,500 positions

~2)

State and Local
3,000 local boards @10 each (15,000 volunteers;
15,000 support staff)
51 Department of Motor Vehicle @lOO,each
positions

5,100

j
I

B.

-
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Costs
USPS Distribution @ $1.60 per transaction

(million $)
845

USPS shipping costs
Coupon printing serialized

50
195

i

Forms printing
ADP system

l

l

30
200
10

Pqblic Education Materials

1,330
i

Di'rect Salaries

~

l
I

I

o

Federal (6375 @ 20K)

127.5

o

State and local (20,100 @ 20K)

402

GRAND TOTAL

1.86 billion
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Use Data

A.

', _{i.~J

'.Jf2 70

Estimated consumption in 1975
l1illions of gallons per day {riG/D)

MG/D

Jj)
•

B.

l
lI

I

End use categories - volume and percent

s

(

<

2os

Private use
Business/commercial
Government

57
8

c., Number of registered vehicles in 1975

130.75 million

D.

125.1 million

I

Number of licensed drivers in 1974
(increase of up to 20 Million
anticipated i~ coupon rationing
is put into effect)

.

I

Programmatic Assumptions for Rationing

A.

Will achieve 1 t~/D saving through reduction
in gasoline consumption

B.

Business will receive 90% of 1973 gasoline
consumption
;

c.

Coupons will be provided to licensed drivers
as opposed to allocations based on registered
vehicles
1.·

j

Key Parameters of Data and Assumptions

.j
!

I

76%
21%.
3%

A•

Business Allowance
o
o
o

B.

57 MG/D
6 MG/D
51 MG/D

Private Use Allowance
0
0
0

c.

Estimated 1975 consumotion
Less 10% of 1973 consumption
Allowance

Estimated 1975 consumption
Less reduction
Allowance

Allowance for Each Licensed Driver
Gallons:
per day = 1.2
per month = 35. 0
per year = 420.0

f:
I

~
r

f.

205 MG/D
36~ MG/D
169 MG/D

- 10 (Gakoline Use Data - continued)
D.

Private Use of Automobile by
Work tri9

31%

Recreational trip 31%
Family business 34%

I

J

Trip~Purpose

I

it
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PROBLEr-15 WITH GASOLINE RATIONING
Gallons per Month and Price of Gasoline
To save 1 million barrels per day, while assuring
adequate fuel for business will mean limiting each
licensed driver to about 35 gallons per month,
compared to current average of 50 gallons/month
and restricting businesses to 10% less than their
last year's use. The buying and selling of coupons
will raise the effective price of gasoline (pump
plus coupon price) to an estimated $1.75/gallon for
those \vho must purchase more than their basic ration.

0

I!
i,'
11

.Impact on Energy Conservation Goals
Gasoline rationing, while it may limit consumption in
the short run, makes no contribution to our mid and
long term goals of energy independence.
Rationing limits the consumption of gasoline not
through price but through proscription. Thus, an
artificial shortage is created, inciting people to
attempt to "beat the system" rather than to conserve
fuel.

oi

·I

l

o

Rationing provides no incentive for increasing domestic
petroleum supply or bringing on alternate energy sources.
I

o

~

l

l

Moreover, because of the inherent complexities in
even the most carefully designed rationing system,
and the fluid nature of American society, a rationing
scheme is probably limited to a useful life of no
more than two years. Thus, even as a conservation
tool, it has a limited utility.

,

By concentrating exclusively on private vehicles, many
other fruitful areas for energy conservation are not
addressed-- such as improved industrial efficiency,
better constructed and insulated buildings, less wasteful
use of electricity and natural gas.

It

Potential for Inequities

'l

o

Each person receives an equal number of coupons, but
use of gasoline varies widely among drivers. Governmental
decisions will be based on statistical averages and broad,
objective criteria; they cannot possibly take into account
most of the differences in individual needs and preferences.
Thus, rationing inevitably leads to inequities. Some
Examples are:

..

"~_,

;
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(Pr~blems with Gasoline Rationing - Continued)
- A divorced secretary with two children living in
the suburbs who commutes 16 miles each way to work
in a car getting 12 mpg will ex?erience an 80%
increase in her commuting costs, because she must
purchase 18 additional coupons each month at an
average cost of $1.20 each. This amounts to about
$240/year in additional costs.

i.

I

't .• "

I .

' !

A Congressman living in ~eorgetown would have only
enough gas to drive his 10 mpg car to work 5 days a
week and travel 15 miles on the weekend (not even a
round trip to Dulles airport).

..

'

: I

:l
''

l

A single individual with a mid-size car (15 mpg) could
drive up to 20 miles/day. If he wanted to take a 300
mile trip over a long 4-day weekend, he could only use
his car for that four day period during that month.
He '\V'ould have to arrange for other transportation for
the remaining 26 days of the month, or purchase
additional coupons.

''

'

I

- A blue-collar worker who owns a car that gets only
9 miles/gallon can drive just over 300 miles/month
on his basic ration, and could not easily afford to
purchase a new, more efficient automobile. On the
other hand, an affluent neighbor can readily trade
.in his equally inefficient old car to purchase one
" ;-getting better than 22 mpg. This allows him to
drive over 750 miles on the same allotment of coupons.

..

'

Substantial regional inequities would exist. The average
driver in some rural states such as Montana travels
nearly 600 miles per month versus about 300 in less rural
states such as New York and Netv Jersey. Similar disoarities
exist between city dwellers and suburbanites. Under
rationing each would receive the same gallonage •.
A family of 4 with two licensed drivers and one car
which gets 15 mpg moves from New York to California.
This move would take 2-1/2 months of the family's
coupons. One out of every five families moves every
year.
Certa1n very poor persons, such as migrants, drive
lar:gf:{ . distances each year. They can neither afford
·t.O buy additional coupons nor are alternative methods
of transportation available to them.

- 13 -

I

(Problems with Gasoline Rationing - Continued)
- The recreation and tourism indugtry would be very
heavily impacted, as would the auto industry.
Automobile sales would decrease 35% from what they
would otherwise be.

I

l

- A small suqcessful Midwestern sales firm which had
increased its business and sales area 50% since 1973
would have the market area it can cover reduced 40%
under its basic rationing allotment.

j
'I .

!
I

j
j

I

Increased Bureaucracy and Complexity
o

The Government tvould be involved in many nettT aspects
of our every day life, adding an inescapable portion
of bureaucracy, complexity, and inconvenience.

o

Gasoline rationing can be implemented but it is complex,
expensive, aad at best a short term solution. It takes
4-6 months to implement, about 15 to 25,000 full-time
people and $2 billion in Federal costs, uses 40,000 post
offices for distribution, and requires 3, 000 state and
local boards to handle exceptions.

0

The Government, rather than normal market forces,
decides which new businesses are eligible for an
allocation of gasoline coupons, and how rapidly
businesses can ex?and their gasoline use.

0

The Government decides on a case by case basis if
special circumstances warrant extra coupons (i.e.,
the handicapped, poor people who drive long distances,
etc.).

o

Because coupons are transferable, they must be picked
up by each driver in person bi-monthly at post offices.
Long lines and delays are inevitable.

j

i
l

!

Gas stations, with limited quantities to sell, are
unlikely to maintain more than the most limited service
hours. Evening and weekend closings are almost a certainty.
The longer a rationing program is in place, the more likely
collusive and illegal behavior becomes, such as counterfeiting or pilferage of coupons.
Impact on GNP
o

Use of allocation and rationing to reduce imports by one
million barrels p,er day would create a drop of nearly 13
billion dollars in the GNP and place several hundred
. thousand more workers on unemployment rolls. Also,

If
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(Problems

I

"~i.rith

Gas Rationing - Continued)
-\

rationing would have an inflationary impact (although
not as great as the President's use of tariffs and
excise taxes) due to the significantly higher clearing
price of gasoline coupons sold by those having excess
coupons.

,,

t
~;
L

Rationing leads to distortions in the marketplace as
adjustments in business investments, modes of distribution, and purchases are made based on artificial, ·
rationing-imposed costs.

0

il
I

l)

Implact on Poor
Low income people are likely to drive less than average
and thus, have excess coupons to sell. If speculators
buy large quantities of coupons from the poor at low
prices in order to resell them at high prices to the
more affluent, the potential income benefits of the
rationing program will be garnered by these entrepreneurs
rather than by the poor.

0

I
;
I

l
I

Effects on Refining Runs
1

0I

j

A reduction of 1 million barrels per day in the use of
gasoline through rationing would have the following
effects on refining production:

1
1,500,000 b/d crude oil imports

I

+ 500,000 b/d product imports (made up of
approximately 300,000 b/d residual oil
products and 200,000 b/d middle distillates)

I
1

I

0

·'

Such a reduction is likely to reduce domestic petroleum
related employment, increase the cost/barrel of domestic
production, and decrease the production rate and
efficiency of U.S. refiners.

- 15 COMPARISON OF GAS RATIONING
AND PRESIDENT'S PROGRAM

f
l

:l
·l

~

j
I

I
l
l

There are two principal options for reducing petroleum imports
in the short to mid-term. They include the President's program
of a petroleum tariff and decontrol of domestic oil prices; and
a cap on imports with gasoline rationing and petroleum allocation. This paper briefly describes these options and discusses
the impact of each on reducing imports, regional equity, inflationary impact, impact on the poor, administrative complexity
and cost, and impact on the recession and employment.
1

I

OPTION A:

IMPORT CAP/ALLOCATION/RATIONING

l

d

A volumetric ~imit would be placed on imports
equivalent to the reductions called for in the
President's program.

o

The current·system of price controls for petroleum
would be strengthened, including control of new ·
domestic crude; thus an artificial shortage would
be created.

o

Since price is not used to determine distribution
of petroleum products, the government would maintain its system of allocating to retailers, based
essentially on historical use for products other
than gasoline. The government would also control
refinery yields.

o

To prevent long gas lines, coupon rationing would
be introduced.
Such a program would include as
its basic features:

I

1

1}

Each licensed driver would receive an equal
monthly coupon allotment; these coupons could
be freely traded or sold. The coupon market
(the "white market") permits those drivers
with needs greater than those represented by
the monthly allotment to purchase additional
coupons from those who use less than their
monthly amount. Thus the market, rather than
the government, is responsible for assessing
"need" for gasoline above the basic minimum
ration.

'!
.''!
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1

.j

2)

Commercial users, whether they buy in bulk or
at the pump, would receive coupon allotments
equivalent to a percentage o~ their consumption
during the 1973 base period.

3)

For that limited class of users {migrants,
handicapped, etc.) for whose special needs the
coupon resale market is not a reasonable solution, a proportion of coupons would be set
aside and distributed by the state. This distribution would be based primarily on emergency
or hardship needs.

4)

Coupons would be picked up in person at Post
Offices by each eligible individual. They will
be invalidated at the pump at the time of purchase, and deposited by retailers with banks
in a special coupon account. Gasoline deliveries
to suppliers will be made to retailers only for
amounts· equivalent to coupons collected •

.'

OPTION B:
i~

PRESIDENT'S PROGRAM OF TARIFF, TAX DECONTROL
AND REBATE

··~

0

After April 1975, this program would consist of an
additional tariff on petroleum imports of $2 per
barrel and an excise tax of $2 per barrel on all
domestic petroleum.

0

Domestic oil prices will be decontrolled and a windfall profits tax implemented to ensure that the
revenue generated will accrue to the government,
not the oil companies. This will raise the overall
price of petroleum by $2 a barrel. The tariff,
taxes and decontrol, then, will add $4 to the price
of a barrel of oil.

0

In addition, an excise tax on natural gas equivalent
to $2 a barrel would be adopted and new natural gas
prices deregulated .to equalize the impact on oil and
natural gas consumers and decrease natural gas consumption.

..1
: I
; f

I

•

I
_,..:

$30 billion will be collected by the government from
the tariff and taxes. These revenues will all be
rebated to consumers and governments.

..

...;.;;..
~~ ... ---~~;/' "
~

~

;·

-17Regional Disparities
·~

Both options have major regional impacts. There are
substantial regional variations in per capita gasoline
use. Those in the Middle Atlantic states use less
than two-thirds the gasoline of those in the Mountain
states. Gasoline rationing as the attached chart
shows, weighs more heavily on residents of the
mountain states, southwest, and mid-west than on
other citizens.

0

0
I

0'

Reliance on gasoline to bear the brunt petroleum
cutbacks also discriminates against rural dwellers
and in favor of those in cities. In the aggregate,
rural dwelle~s use almost twice the gasoline/year
of city residents.
The President's program, which includes both oil
and natural~gas, impacts most heavily on the Northeast and the Mid-West. The Northeast is the most
heavily impacted area where fuel oil is the major
factor in price increases. The Mid-West is also
heavily affected due to reliance on natural gas.

Percentage ·Increase in Household Fuel Costs Resulting
From President's Program

% Increase

% Above/Below u.s.
Average Increase

United States Total

28.4

New England

34.6

+16%

Mid-Atlantic

32.3

+14%

East North Central

29.8

+ 5%

West North Central

27.7

-

south Atlantic

26 .. 0

- 8%

East South Central

19.7

-30%

West South Central

25.9

- 9%

Mountain

27.0

5%

3%

;,

/

,...·_:

...

:~

:0

...,

,.
I.

..

600

575
..

,.....--

475

.

450

\

..~. ....._
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500

400

\

584

~"'I

... :>56

,_

525

425

..

..

.

550

-

-

-SOt

482

:>02

·459

Average Consumption per c pita

.42l

375

-368

350
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'
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Effectiveness in Reducing Imports in Short: and Long Term
0

In the mid to long term the elasticity for gasoline
is lmver than that for other petroleum products.
This is because there are fewer substitutes for
gasoline than there are for other fuels. This
means that an increase in the price of all petroleum
products (President's program) will reduce imports
more than an equal increase in the price {gasoline
tax} of gasoline. In the short term this is not
the case.
The reduction in imports from the President's program option is 900,000 barrels per day in 1975,
1.6 million in 1977, and 2.1 in 1985. This estimate is not a guaranteed saving, but is based on
econometric studies.
· The ration~ng/allocation option could obviously be
adjusted to any level desired. The level considered
in this paper is 1 million barrels per day in 1975
moving to 1.5 million in 1977. Because of the
complexity of the administration and the limited
ability of a rationing program to adjust to changes
in the economy (e.g., people moving, new businesses
started) it is probably not a viable option for
more than one or two years. Hence, it is not really
a feasible part of a mid or long term program. Moreover, the longer the system lasts, the more exceptions
are made, the more people learn how to evade the rules,
and the greater are the opportunities for counterfeiting and abuse.

I

,o

If we are to reduce significantly our vulnerability
to imports in the mid and long term we must adopt
an option to reduce consumption of petroleum that
can be effective in 1980 and 1985.

:i

Income Effect
o

Gasoline rationing would have some beneficial impact
as lower income people sell their excess coupons to
those with higher income who in general use more
gasoline. This effect would be somewhat limited by
the plan to distribute coupons only to licensed
drivers. The actual income transfer effects depend
on the size of the shortage and the marginal priQ~
of the coupons.
'
.•·

- 40Private sector demand for gasoline in 1975 is estimated to be approximately 206•BG/D.
Reducing daily
petroleum consumption by 1 MMB/D solely through
reductions in gasoline would result in a 17 percent reduction in supplies. The equilibrium
price of gasoline would be about $1.75 per gallon
($.56/gal pump price plus $1.19/gal).
The average "poor,. household consumes 404.7
gallons of gasoline per year per vehicle while
the 11 lower," "middle" and "well-off" households
average 632.2, 823.1, and 800.8 gallons per year
per vehicle, respectively. The average number
of gallons of gasoline consumed per vehicle is
727.8. The surplus/shortage of gasoline per
household group and the potential income transfer
can be calculated by comparing the individual
household consumption rates with the average
consumpt1on rate. The table shows the average
gasoline use, per household, the surplus/shortage
of gasoline, per household, and the net dollar
demand for gasoline required to bring each household group up to full prerationing demand.
GASOLINE CONSU~WTION
AND INCOME TRANSFER
Income

(5,000121 000)

(12,00016,000)

(16,000+)

Total

404.7

632.2

823.1

800.8

727.8

+199.4

-28.1

-219.0

-196.7

(0-5,000}

Gal/Veh
Net Surplus/
Shortage
· (Gal/Veh}
Net Income Transfer
($Billions) to
satisfy Non-restricted Demand*

+2.20

-1.31

-6.19

-7.25

Net Transfer

*Cost of Coupon= $1.19/gal.

,:

•

l

The poor household would have surplus coupons for
1,852 billion gallons of gasoline. The coupons
for purchase of gasoline would trade at $1.19/
gallon which would result in a net transfer of
2.20 billion dollars to the poor category of
households in the first year.
o

By contrast, the President's program would transfer
roughly $3 billion from those with incomes above
$16,000 to those earning less than $5,000 per year,
preliminary calculations indicate.
Income ($1,000)
,0-5

5-12 .

12-16

16+

Additional Cost
of Energy ($Mil)

725

8,200

2,900

7,500

Rebated Revenues
{$Mil}

3,520

7,350

3,610

4,520

Net Transfer
($Billions)

+1.36

+0.44

-0.76

-0.53

Administrative Complexity and Cost

o

· The cost and number of people required to implement
the President's system of tariffs, taxes and rebates
is estimated at about $50 million and 400-500 additional people on the government payroll.

o

The complexity of administering gasoline rationing
and allocation is considerably greater than the other
option, both because of the printing, distribution,
collection, and control of coupons and because of the
exceptions process for the poor necessary in every
state and local community. Rationing will require
an additional 17,000 government employees and approximately $2 billion per year to administer.

Inflationary Impact
0

A $2/barrel import tariff plus excise taxes on
domestic petroleum and natural gas would increase
the Consumer. Price Index by about 2 percentage
points in 1975. Again, these fees would be
returned to consumers so that the overall level
of disposable income would not be changed.

...

\

- 22o

Under rationing, the cost of buyihg an additional
coupon should stabilize at the market clearing
level of $1.19. Thus, there would be an "inflationary" impact of about 1 1/2 percentage points
on the Consumer Price Index in 1975.

'
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THE WHITE HOUSE
TO THE CONGRESS OF THE UNITED STATES:
Twenty-six years ago, a freshman Congressman, a young
fellow, with lots of idealism who was out to change the
world, stood before Speaker Sam Rayburn in the well of
this House and solemnly swore to the same oath you took
yesterday. That is an unforgettable experience, and I
congratulate you all.
Two days later, that same freshman sat in the back row
as President Truman, all charged up by his single-handed
election victory, reported as the Constitution requires
on the State of the Union.
When the bipartisan applause stopped, President Truman
said:
1'I am happy to report to this Eighty-first Congress
that the State of the Union is good. Our Nation is better
able than ever before to meet the needs of the American
people and to give them their fair chance in the pursuit
of happiness. It is foremost among the na~ions of the
world in the search for peace."

Today, that freshman Member from fUchigan stands where
Mr. Truman stood and I must say to you that the State of the
Union is not good.
Millions of Americans are out of work. Recession and
inflation are eroding the money of millions more. Prices
are too high and sales are too slow.
more
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This year's Federal deficit will be about $30 billion;
next year's probably $45 billion. The national debt will
rise to over $600 billion.

This cash rebate to individuals · amounts t0 12:- percent
of 1974 ·tax payments -- .a total· cut of $12 .' billion,' with a
maximum o·f $1,000 per return.
·

Our plant capacity and productivity are not increasing
fast enough. We depend · on others for essential energy.

· I call today on the;: Congress - to act by · Apr11· 1 • . · If you
do, the Treasury can send the first ; check· for half the rebate
in'May and the . seco~d by ~eptember.

Some people question their government's ability to make
the hard decisions and stick with them. They expect Washington
politics as usual.
Yet, what President Truman said on January 5, 1949, is
even more true in 1975.
We are better able to meet the peoples' needs. ·
All Americans do have a fairer chance to pursue
happiness. Not only are we still the foremost nation in
pursuit of peace, but tQday's prospects of attaining it
are infinitely brighter.
There were 59,000,000 Americans employed at the start
of 1949. Now there are more than 85,000,000 Americans who
have jobs. In comparable dollars, the average income of
the American family has doubled during the past 26 years.
Now, I · want to speak very bluntly. I've got bad news,
and I don't expect any applause. The American people want
action and it will take both the Congress and the President
to give them what they want. Progress and solutions can be
achieved. And they will be achieved.
My message today is not intended to address all the
complex needs of America. I will send separate messages
making specific recommendations for domestic legislation,
such as General Revenue Sharing and the extension of the
Voting Rights Act.
The moment has come to move in a new direction. We
can do this by fashioning a new partnership between the
Congress, the White House and the people we both represent.
Let us mobilize the most powerful and creative
industrial nation that ever existed on this earth to put
all our people to work. The emphasis of our economic
efforts must now shift from inflation to jobs.
To bolster business and industry and to create new
jobs, I propose a one-year tax reduction of $16 b~llion.
Three-quarters would go . to individuals and one-quarter to
promote business investment.
more

:• The ··other·- one-fourth of · the cut, ·about $4 billioh, will
go to bu's inesses, including farms, :·. to promote expansion and
create more jobs. The one'-year reduction for businesses··
would ·be'' 'in · the , form of a liberalized investment tax cr·e dit
increasing the rate to 12' . percent . for all businesses.
This tax cut does not include the more fundamental
reforms neetled in: our tax system. " But it · points us in the
· right direction _..,. allowing · us as taxpayers rather than· ·the
Government to sp"end our pay~
Cutting taxes, · now, · is essential- if w-e are to turn the
economy · around. A tax cut. offer·s the · best· hope of creating
more jobs. ·Unfortunately, it · will increa~fe the size of the
budget deficit. Therefore, it is more important than ever
that we take steps to control the growti1 or Federal
e xpendit ure·s.-.
Part of o·ur trouble is that we· ha\re been self-indulgent.
For decades, we have been.. voting ever-1;\t::reasing levels of
'Gbvernme:1t benefits ·-~ and now the bill .~as come due. We
ha:ve been adding so many· new programs that the size and
growth of the Federal budget has takel'i -o'n ·a life of its
own.
One characteristic of these prograns is that their
cost incrc;:ases automatically ever~: yea:t:· because the number
of people eligible. for ·rr.ost or the:::e bi.~ll. ·efits ·increases ..
every· year. wben these programs a .;:-·e ene:·~cted, there is no
dollar amount set. · No one knows wbs.t · they will · cost. All
we know is that ·whatever they cost last· year, they will cost
more next year.
It is a question of simple arithme~ic. Unless we check
the excessive grow~~ of Federal e~~enditures or i~?ose on
ourselves matching :1ncre::3es in. taxes, ~·~ ~ will :ccL': inue to
run · huge inflationary -d't :1'ic1ts in the Federal· 'budget .. ·
If we project· ·the; cur11ent built-in momentum of Federal
spending· through the next 15 years, Fed•·:::•al, ;3tate, and local
government · expendi'~ ilres . could easily co~~:prise half or our
·gross national product. .This compares with less than a third
in 1975.
· ·
more
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I am now in the process of preparing the budget submissions: for- fiscal year· 19 76. In that budget, I will
propose .legislation to restrain the growth of a number of
existing programs. I have also concluded-that no new
spending programs can be initiated this year, except those
for·. energy. ·Further, I will not hesitate to veto any new
spending programs adopted by the Congress.
As an additional step toward putting the Federal
government's house in order,· I recommend a. five· percent
limit on Federal pay increases in 1975. In all Government
programs· tied to the-consumer price index.-- including
s.ocial security,· civil service and military· retirement·
pay, and food stamps -- I also propose a one-year maximum
increase of 5 percent.
None of·these recommended ceiling limitations, over
·which. the.·Congress has final a\lthority, are easy to propose,
because in most cases they involve anticipated payments to
many deserVing people. Nonetheless, it must be done. I
mus.t emphasize that I am not· asking you to eliminate,
reduce or freeze these payments. I am merely recommending
that we-slow down the rate at which these payments increase
and these programs grow.
Only a reduction in the growth in spending can keep
Federal borrowing down and reduce the damage to the private
,s~ctor from.high interest rates. Only a reduction in
spending'can make it possible for the Federal Reserve
System: to avoid an inflationary growth in the money supply
and ~hus restore balance to our economy. A major reduction
in th~ growth of Federal spending can help to dispel the
uncertainty that so many feel about our economy, and put
us on the way to curing our economic ills.
If we do not act to slow down the rate of increase in
Federal spending, the United States Treasury will be legally
ob'ligated to spend more than $360 billion in Fiscal Year
1976 -- even if no new programs are enacted. These are
not matters of conjecture or prediction, but again of simple
arithmetic. The size of these numbers and their implications
for our everyday life and the health of our economic system
are shocking.
I submitted to the last Congress a list of budget

deferrals and recisions. There will be more cuts recomm&nded in the budget I will submit. Even so, the level
of''''outlays ·for f'is cal year 19 76 is still much too high.
Not only i~ it too high for this year but the decisions
we make now inevitably.have a major and growing impact on
expenditure levels in future years. This is a fundamental
issue we must jointly solve.
more
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The economic disruption we and others are experiencing
stems in part from the fact that the world price of petroleum
has quadrupled in the last year. But we cannot put all of
the blame on the oil-exporting nations. We in the
United States are not blameless. Our growing dependence
upon foreign sources has been adding to our ~ulnerability
for years and we did nothing to prepare ourselves for an
event such as the embargo of 1973.
During the 1960s, this country had a surplus capacity
of crude oil, which we were able to make available to our
trading partners whenever there was a disruption of supply.
This surplus capacity enabled us to influence both supplies
and prices of crude oil throughoutthe world. Our excess
capacity netitr·alized any effort at establishing an effective
cartel, and thus the rest of the world was assured of
adequate supplies of oil at reasonable prices. ·
In the 1960s, our surplus capacity vanfshed a.nd, as a
consequence, the latent power of the oil cartel could emerge
in full force. Europe and Japan, both heavily dependent on
imported oil, now struggle to keep their economies in
balance. Even the United States, which is far more selfsufficient than most other industrial countries, has been
put under serious pressure.
I am proposing a program which will begin to restore
our country's surplus capacity in total energy. In this
way, we will be able to assure ourselves reliable and
adequate energy and help foster a new world energy stability
for other major consuming nations.
But this Nation and, in fact, the world must face the
prospect of energy difficulties between now and 1985. This
program will impose burdens on all of us with the aim of
reducing our consumption of energy and increasing production. Great attention has been paid to considerations
of fairness and I can assure you that the burdens will not
fall more harshly on those less able to bear them.
I am recommending a plan to make us invulnerable to
cut-offs of foreign oil. It will require sacrifices.
But it will work.
I have set the following national energy goals to
assure that our future is as secure and productive as
our past:
First, we must reduce oil imports by 1 million
barrels per day by the end of this year and by
2 million barrels per day by the end of 1977.
more
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Second, we must end vulnerability to economic
disruption by foreign suppliers by .1985.
Third.~ we mu·st develop· our energy technology
an_d resources so that the United States has
th~ ability to supply a significant share of
the energy needs of the Free World.by the end
of this century.

To attain these objectives, we need immediate action
to cut imports. Unfortunately, in the short-term there
are only a limit.ed number of actions whic.h cari increase
domestic supply. I will pres·s for all of them.
I urge quick action on legislation to allow commercial
prod\lction at the Elk Hills, California, Naval Petroleum
Reserve. In order that we make greater u.se of domestic coal
resources, I am submitting amendments to the Energy Suf?ply
and Environmental Coordination Act W'hich will greatly
increase -the number of power plants that can be promptly
converted to coal.
·
Voluntary conservation continues to be essential, but
tougher programs are also needed -- and needed now. There~
fore I am using Presidential powers to z:-aise the fee on
all lmported crude oil a:nd petroleum products. Crude oil
fee levels will be increased $1 per barrel on F~bruary 1,
by $2 per b,arrel .on March 1 and by $.3 per .barrel on April 1.
I Will take action to redu_ce undue hardship on any ~eo- .
graphical region. The foregoing are interim adminis.trati ve
actions. They will be rescind~d wh~n the necessary
legislation is enacted.
To that end, I am requesting the Congress to act within
90 days on a more comprehensive energy tax program. It
includes:
·
·
Excise taxes and import fees totalling $2 per
barrel on product imports and on all crude oil,.
Deregulation of new natural gas arid enactmerit of
a natural gas excise tax.
Enactment of a wiridfall profits tai by April 1
to ensure tbat oil produce~s do not prof1t
unduly. At the same t:.me I plan.. to ta.ke
PI'esid,;)nt ial initiative to decon't.rol the price
of domestic crude oil on April 1.
more
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The sooner Congress acts, the more effective the oil
conservation pr.ogram will be· and the quicker the Federal
revenues can.be returned to our people.
I am prepared to use Presidential authority to limit
imports, as necessary, to assure ·the success of this program.
I want you to know that before deciding on my energy
conservation program, I oonsidered rationing and higher
gasoline taxes as alternatives. Neither would achieve
the desired results·and bothwould produce unacceptable
inequities.
A massive program must be initiated to increase energy
supply, cut demand and provide new standby emergency
programs to achieve the independence w·e~ want by· ·19 85.
The largest part of increased oil production must come
from new frontier areas on the Outer Continental Shelf
and from the Naval Petroleum Reserve No. 4 in Alaska. It
is the intention of this Adminiir~::;:·c\t~.cn tc rc·.;·c · 'a.~"'.f.:.2C~ T~ith
exploration, leasing and production on those :':7.'on.ti~::
areas of the Outer Continental Shelf where the environmental risks are acceptable.
Use of our most abundant domestic resource -- coal
is severely limited. We must strike a reasonable compromise
on environmental concerns with coal. I am :Submitting Clean
Air Act amendments which will allow .greater· coal use ·'with-·
out sacrificing our clean air goa1~.
I vetoed the strip mining legislation passed by the l~st
Congress ..· With appropriate changes, I will sigh· a revised
version into law.
·
I am proposing a number of actions to energize our
nuclear power program. I will submit legislation to ,
expedite nuclear,· llcensing ·and the· r·apid selection of sites.
In recent months, utilities have cancelled or postponed
over 60 percent of planned nuclear expansion and 30 percent
of'.planned addit-ions to· non..;.nuclear capacity. Financing
problems for that industry are growing worse. I am therefore recommending that the one year investment tax credit
of 12 percent be extended an additional· two years to
specifically speed the construction of power plants that
do not use natural gas or oil. I am also submitting
proposals for selective changes in State uti:~ity commission
regulations.
more
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To provide the critical stability for our domestic
energy production in. the face of world price uncertainty,
I will request.._l~gislation to authorize and require tariffs,
import quotas or price floors to protect our energy prices
at levels which will achieve energy independence.
. Increasing energy supplies. is not enough. We must also
take additional steps to cut long-term consumption. I
therefore propose:·

20 major new synthetic fuel plants,

the drilling of many thousands of new oil wells,
the insulation of 18 million homes,
and construction of millions of new automobiles,
trucks and buses that use much less fuel.

Legislation to make ther~al efficiency standa..rds
~andatory for all.new buildings in the United States.
These standards would be set after appropriate
consultation with architects, builders and labor.

We·can do it. In another crisis-- the one in 19ij2
President Franklin D. Roosevelt said this country would
build 60,000 aircraft. By 1943, production had reached
125,000 airplanes annually.

.A new tax ~.redit of up to $150 .for those horne

If the Congress and the American people will work with
me to attain these targets, they will be achieved and
surpassed.

The establishment of an energy conservation
.program to help low income families purchase
insulation supplies.

From adversity, let us seize opportunity. Revenues of
some $30 billion .from higher energy taxes designed to
encourage conservation must be .refunded to the American
people in a manner which corrects distortions in our tax
system wrought by inflation.

owners who install insulation equipment.

Legislation to modify and defer automotive
pollution standards for 5 years to enable us
to improve new automobile gas mileage 40 percent
by 1980.
These proposals and actions, cumulatively, can reduce
our dependence on foreignenergy supplies to 3-5 million
barrels per day by 1985. To make the United States
invulnerable to foreign disruption, I propose standby
emergency legislation and a strategic storage program of
1 billion barrels of oil for domestic needs and 300 million
barrels for defense purposes.
I will ask for the funds neede4 for energy research
and development activities. I have established a goal of
1 million barrels of synthetic fuels and shale oil production
per day by 1985 together with an incentive program to achieve
it.
I believe in America's capabilities.
ten years, 'my program envisions:.
200 major.nucleaJ;" power plants~
250 majo.r new coal mines,
150 major coal-fired power plants,
30 major new oil re.fineries,

more

Within the next·

People have been pushed into higher tax brackets by
inflation with a consequent reduction in their actual
spending power. Business taxes are similarly distorted
because inflation exaggerates reported profits resulting
in excessive taxes.
Accordingly, I propose that future individual income
taxes be reduced by $16.5 billion. This will be done by
raising the low income allowance and reducing tax rates.
This continuing tax cut will primarily benefit lower and
middle income taxpayers.
For example, a typical family of four with a gross
income of $5,600 now pays $185 in Federal income taxes.
Under this tax cut plan, they would pay nothing. A family
of .four with a gross income of $12,500 now pays $1,260 in
Federal taxes. My plan reduces that by $300. Families
grossing $20,000 would receive a reduction of $210.
Those with the very lowest incomes, who can·least
afford higher costs, must also be compensated. I propose
a payment of $80 to every person 18 years of age and
older in that category.
State and local governments will receive $2 billion
in additional revenue sharing to offset their increased
energy costs.
more
(OVER)

r
.

10

To offset inflationary distortions and to generate
more economic activity, the corporate tax rate:will be
reduced from 48 percent. to 42 percent~
Now, let me turn to the international dimension of the
present crisis. At no -~ime in our peacetime history has
the state of the Nation depended more heavily on the state
of the world. And seldom_if ever has t~e state of the
world depended more heavily on the state of our Nation.
The economic distress is global. We will not solve
it at home unl,::;ss we help to remedy the profound economic
dislocation abroad. World trade and monentary structure
provides markets, energy, food and vital raw materials
for all nations. This international system is now in
jeopardy.
This Nation can be proud of significant achievements
in recent years in sol v:i.ng problems and crises. The Berlin
Agreement", the· S.I\LT agreements, our new relationship with
China, the unprecedented efforts in the Middle East -- are
immensely encouraging. But the world is not f1•ee from
crisis. In a world of 150 nations, where nuclear technology
is prolif~rating and regional conflicts continue, international security cannot be taken for granted.
So let there be no mistake about it: international
cooperation is a vital fact of our lives today. This is
not a .mome11t for the American people to turn inward.
!1ore than ever bef6re ~ our own well··being depends on
Amer.tca's determination .and leadership in the world.
We are a great Nation -- spiritually, politically,
militarily, diplomatically and eccnomically. America's
commitment to international security has sustained the
safety of allies and friends in many areas -- in the
Middle_ East, in Europe, in Asia. Our turning away would
unleash new instabilities and dangers around the globe
which would, in turn,- threaten our own security.
At the end of World War II, we turned a similar
challenge_into an historic achievement. An old order was
in disarray; political and economic institutions \'Tere
shattered. In that period, this Nation and its partners
built new institutions, new mechanisms of mutual support
and cooperation. Today, as then, we face an historic
opportunity. If we act, imaginatively and boldly, as we
acted then, this period will in retrospect be seen as one
of the great creative moments of our history.

~-I
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A resurgent American economy would do more to restore
the confidence of the world in its own future than anything
else we can do. The program that this Congress will pass
can demonstrate ~o the . world that we have started to put
our own-house in order. It can show that this Nation is
able and willing to help other nations meet·the common
challenge. It can demonstrate that the United States
will fulfill its responsibility as a leader among nations.
At stake is the future of the industrialized democracies,
which have perceived their destiny in common and sustained
it in common for 30 years.
The developing nations are ·also at a turning point~
The poorest nations see their hopes of feeding their hungry
and developing their societies shattered by the economic
crisis. The long-term economic future for the producers
of raw materials also depends on cooperative solutions.
Our relations with the Communist countries are a basic
factor of the world environment. We must seek to build a
long-term basis for coexistence. We will ~tand by our
principles ~nd our interests; we will act firmly when
challenged. The kind of world.we want depends ori a broad
policy of creating mutual incentives for restraint and
for cooperation.
As we move forward to meet our global challenges and
opportunities, we must have the tools to do the job.
Our military forces are strong and ready. This
military strength deters aggression against our allies,
stabilizes our relations with forme.r adversaries and
protects our homeland. Fully adequate conventional and
strategic forces cost many billions, but these dollars
are sound insurance for our safety and a more peaceful
world.
Military strength ·alone is not sufficient. Effective
diplomacy is also essential in preventing conflict and
building:world understanding. The-Vladivostok negotiations
with the.Soviet Union represent a major step in moderating·

Dtrate'gic arms competition.

My recent discussions with

leaders of the Atlantic Community,, Japan and South Korea
have contributed to ·our meeting the common challenge.

·

But we have serious problems before us that require
cooperation between the. President and the Congress. By
the Constitution and tr'aciition, the execution of foreign
policy is the respon.sibility of the President·

The whole world is watching to see how we respond.

more
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In recent years, under. the· st.ress of the Vietnam War,
legislative r~.f?trictions on the Preside.nt 's capabili'ty to
execute. foreig'n and military deci'sions. have proliferated.
As a member. of the Congress, I opposed some and app,roved
others; As President, I welco.me the advice and cooperation
of the House and Senate.
But, if our foreign.policy is to,be successful we
cannot rigidly restrict in legisl~tion the ability of the
President to act. The conduct of.negotiations is ill
suited to such limitations. For my part, I pledge this
Administration will act in the closest consultations with
the Congress as we face.cl.elicate situations and troubled
times throughout the globe.
When I became President only five months ago, I promised
the last Congress a policy of communication, conciliation,
compromise and cooper~tion •. I renew that pledge to the new
members of this Congress.
To sum up:
needs a new direction which I have sought to·
chart here today -- a change of course which will:
Am~rica

put the unemployed back to work;
increase real income and production;
restrain the growth
achieve

ener~

advance

th~

ot government spending;

independence; ..and

cause.· of world, understanding.

We have the ability. We have the know-how. In partnersh~p with tqe American people, we will achieve these
objectives.
As our 20qth anniversary approaches, we owe it to
ourselves, a.nd to posterity,' to rehu1l.d our polit.i.cal· and
economic strength~ Let us make. America, one~. again, and
for centuries more to come, what it has so long been-- a
stronghold and beacon-fight of liberty for the world.
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The U.S. economy is faced with the closely linkeCI· probleos
of inflation and recession. .Durin~ 197LI-, ~the econooy
eltperienced the hizhest rate of inflation"since t1orld
\lar II. . Late in 1';71::, 't1hen a recession set in, uner!tploy~~nt ro3e sharply to over 7 percent, the hi~hest level
in 13 yeara.
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Accelerated inflation had its roots in the ·policies of the
past·and several recent develop~ents not subject to U.S.
control. Specifically:

. . 46
46

Actions Taken by Oil Consuming Nations
Other U.S. Actions and Proposals . . .

Excessive Federal snendin& and lendine for over
a decade and too muca noney and credit zrowth.

• . . 46

...
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Unusually poor harvests contributed heavily to
world-wide food shortages and escalating food
prices.
.
y

--

Horld petroleur. pro.duct: prices increased
dramatically due to the Arab.11.c:.tions' enbarzo
on shi;:n:.1ents of oil to the U.S., the quad.ruplinz
the price of crude oil by the OPEC
nations, and their shar~ recuctions in
crude oil oroduction to Eaintain hi~her prices.
~l.isher ener3y prices t·rere passed through in
the prices of other products and services.

of

more

'i'he decline in U.S. donestic production of oil
and natural gas that be:;an in the 1950's also
contributed to higher ener::;y prices.
more
'
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An economic boom occurred simultaneously in
the industrialized nations of the world.
There were two international devaluations of the
dollar.

7

---

I.

A ~16 BillionTemporaty~ Anti-Recession~
Ire uctlon •. This maJor reauction·ln taxes proposed
for individuals and businesses is designed to
restore consumer confidence and promote a recovery
of production and employment .. The recession is
deeper and more widespread than expected earlier,
but the tax reduction -- together with the easing
of monetary conditions that has already taken
place -- will support a healthy economic recovery.
The tax reduction mu$t be temporary to avoid
excessive stimulus resulting in a new price
explosion and congested capital carkets. The
temporary nature of the reduction is consistent
with the long-term ec.onomic go~ls of achieving
and maintaining reasonable price stability and
raising the share of national output devoted to
saving and capital formation.

II.

Energy Taxes and Fees. Energy excise taxes and
fees on petroleum-ana natural gas will reduce use of
these energy sources and reduce the nation's need
for importing expensive and insecure foreign oil.
Removal of price controls from domestic crude oil
(together with other energy actions) ~~ill encourage
domestic oil production. A windfall profits tax
would recover windfall profits resulting from
crude oil decontrol. Energy taxes and fees are
expected to raise $30 billion in new Federal
revenues on an annual basis.

Inflation contributed strongly to the forces of recession:
The real purchasing power of workers' paychecks
was reduced.
Inflation also reduced consumer confidence,
contributing to the most severe slump in
consumer purchasing since World War II.
Inflation forced interest rates to very high levels,
draining funds out of financial institutions that
supply most mortgage 1oans and thus . sharply reducing
construction of homes.
Federal Government spending and lending programs,
accounting for
over half the funds raised in
capital markets, reduced the amount of money
available for capital investments needed to raise
productivity and increase living standards.
CURRENT SITUATION AND NEAR-TERM OUTLOOK
The economy is now in a full-·fledged recession and unemploy··
ment will rise further. Inflation continues at a rapid pace
and the need to take immediate steps to conserve energy will
further complicate the problem initially.
There are no instant cures. A careful and balanced policy
approach is required. It will take time to yield full·results.
There is, however, no prospect of a long and deep economic
downturn on tbe·scale of the 1930's.
more

--

UAJOR ELEHENTS OF THE PRESIDEfiT'S ECON01·1IC At1D TAX PROGRAH

III. Permanent Tax Reduction Hade Possible !!Y Energy
Taxes ana Fees. The $~O~l1on annuar-revenue
from-energy conservation excise taxes and fees
and the windfall profits tax on crude oil would
be returned to the economy through a major tax
cut, a cash payment for non-taxpayers, and direct
distribution to governmental units. Tax reductions
are designed to go mainly to low-and middle-income
taxpayers.

more
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V.

9

One ~Moratorium ~New Federal Spending Programs.
The·moratorium on. new·spending programs proposed by
the President will permit the Federal Government to
move toward long-term budget responsibility and to
avoid refueling inflation when the economy begins
rising again.

SPECIF'IC PROPOSALS ANNOUNCED BY THE PRESIDENT

I.

Budget Reductions. The President will propose
significant spending reductions in his Fiscal
Year 1976 Budget. The reductions total more than
$17 billion, including $7.8 billion savings from
reductions proposed last year and $6.1 billion
from the 5 percent ceiling to be proposed on
Federal employee pay increases and on Federal
· benefit programs that rise automatically with
the Consumer Price Index.
·

A Temporary, Anti-Recession Tax Cut of $16
Billion. The President proposed-a-temporary,
tax reduction of approximately $16 billion·to
provide prompt stimulus to consumer spending
and business investment. The tax cut is
divided 75 percent to indiViduals and 25 percent
to corporations, which is approximately the
ratio that individual income taxes bear to
corporate income taxes. The cuts would be:
A.

Tax
-A ---

Reduction --for Individuals -of --$12 .Billion.
~~~=

1. Individuals will receive a cash refund
equal to 12 percent of their 1974 tax
liabilities, as reported on·their 1974 tax
returns now being filed, up to a limit of
$1,000. Married couples filing separately
would receive a maximum refund of $500 each.
2.

The temporary reduction will be a uniform

12 percent for all taxpayers up to about the

$41,000 income level where the $1,000 maximum
takes effe-ct, and will then be a progressively smaller percentage for taxpayers above
that level.

3 •. The refund will be paid in two equal
installments in ·1975 with payments of the
first installment beginning in May and the
second in September.

The proposal does not affect in any way .
the manner in which taxpayers complete and
file their 1974 tax returns. They will file
and pay their tax in acco:rdance with existing
law, without regard to the tax reduction.
Later they will receive their refund checks
from the Internal Revenue Service. Because
no changes in deductions and other such items
are involved, the Internal Revenue Service
will be able to determine the amount of the
refund and mail the checks without requiring
further forms and computations from taxpayers.
4.

more
more

t
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5. The effect of the tax refund can be
illustrated for a family of four as follows:

'

Proposed
·Refund,

Present
Tax

Adjusted
Gross Income

-

5,000
7:.000
10,000
12:.500
15,000
20,000
40,.000
50;;000
60,000
100)000
200.:t000

$

$

----

98
402
867
1,261
1,699
2,660
7)958
11,465
15,460

$

12
48
104
151
204
319
955

1~000

lJiOOO

33~340

1:,~000

1,000

85:.620

Percent
Saving_
-12.0%
-12.0%

~12.0%
·~12. 0%

-·12 .0%
-12.0%
··12. 0%
- 8.7%
.. 6. 5%
,. ,3. 0%
- 1.2%

3i

With respect to utiliti•~~ 1t includes a
increase in the··a.mouht of credit
vhich,may be used to offset income tax.
Under,current law~ not more th~n 50 percent
·Of the income ,tax liability for the year ··may
be 'Offset .by the· investment credit. Since
many utilitie.s have· c:redit~ they have been
unable to use because of this limitation,
·under this proposal utili ties will be permit-ted ·t:o use the ·Credi:t to, 0ffset. up to 75 per-cent of. their tax li:ability fer 1975,
10 percent for 1976~ 65 percent for 1977 and
so on, until 1980) when they will in five
annual steps have returned to the 50 .Perc~nt
limitation applicable to in.aus·try generally.
t~:tnporary

Although the taxpayer will not figure his own
refund, it is a simple matter for him to
anticipate how much the Internal Revenue
Service will be sending him, by calc'ulating
12 percent of his total tax liability for the
year (on Form 1040 for 1974~ it is line 18,
page 1~ and on Form 1040A, line 19).

B.

A Temporary Increase in Investment Tax Credit
for Business and Farmers of $4 billion.-----

-

--

·- ·- --,--

1. There will be an increase for one year in
the investment tax credit to 12 percent for
all taxpayers~ including utilities (which
presently have, in effect~ a 4 percent credit).
Utilities will continue to receive a 12 percent
credit for two additional years for qualified
inv,estment in electrical power plants other
than oil~or gas-fired facilities.
2. This increase in the credit will provide
benefits of $4 billion in 1975 to immediately
stimulate job-:-creating investment. {In view
of the need for speedy enactment and the
temporary nature of the increased credit~
this change does not include the basic restructuring of the credit as proposed on a
permanent basis in October_ 1974.)

more
more
(OVER)
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The 12 percent credit ~1ill apply to
placed in service during 1975 and
to property ordered during 1975 if placed
in service before the end of 1975. T'ae
credit will also be available to the extent
of construction~ reconstruction or erection
of property by or. for a taxpayer during
1975, without regard to the date ultimately
placed in service. Similar rules will apply
to investment in electrical power plants other
than oil- or gas-fired facilities, for which
the 12 percent credit will continue through
1977.
4.

~roperty

II.

Ener!y Conservation.Taxes and Fees. Energy taxes
and ees, fn conjunction ·uitn aomestic crude oil
price decontrol and the proposed windfall profits
tax, would raise about $30 billion on an annual
~asis.
The fees and taxes and related actions
(discussed more fully in Part Two of this Fact
Sheet) include:
A.

~dministrative

Actions.

1. Import Fee -- The President is acting
immediateiyii.rthin existing authorities to
increase import fees on crude oil and
petroleum products. These new tmport fees
~11ill be modified upon passage of the
President's legislative package.
(a) Import fees on crude oil and petroleum
products will be increased by $1 effective
February 1, 1975; an additional $1 effective
t~rch 1; and another $1 effective April 1,
for a total increase of $3.00 per barrel.
Currently existing fees will also remain
in effect.

13

(b) FEA'e."O~d O;i.l.EJ:ltitlem~ntsn program will
·be l1tilize!l ~9· ,spread' price increases on crude
, amorig all .r~finers, and to lessen disproportion~te rer;ion.a~ effec.ts, su.ch as New England,
or in any sp~cific ind\1~tries or areas of
human need where oil is essential.
(c) As of Fepruary 1~75,. product imports
will. cea~e to be c-Overed by FEA's HOld Oil
.Entitlements" program. In order to overcome
any severe regional impacts that could be
caused by large fees in import dependent
areas, imported products will receive a fee
rebate corresponding to the benefit which
would have been obtained under that program.
The rebate should be approximately $1.00 in
February, $1.40 in !.farch, and $1.30 per
barrel thereafter.
(d) The iaport fee progra~ will reduce
imports by an estimated 500,000 barrels
per day and generate about $400 million
per month in revenues by April.
2. Crude Oil Price Decontrol -- To stimulate
domestic product1on and further cut demand,
steps will be!.taken to remove price controls
on domestic crude oil by April 1, 1975,
subject to congressional disapproval as
provided by 84(g) of the Emergency Petroleum
Allocation Act of 1973.
3. Control of Imports -- The energy conservation
measures to
Imposed administratively outlined above, the energy conservation taxes
outlined below and other energy conservation
measures covered in Part ~~o below, will be
supplemented by the use of Presidential power
to limit oil imports as necessary to fully
achieve the President's goals of reducing
foreign oil imports by one million barrels
a day by the end of 1975 and by two million
barrels before the end of 1977.

oe

more
.. more
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B.

3. l·1indfall Pr-ofits Tax -- To ensure that
the end of controls oncrude oil prices
does aot result in one sector of the
economy benefitting unfairly at the expense
of other sectors, a windfall profits tax
will be levied .on .. the profits realized by
producers of'domestic oil. This tax is
intended to recapture excessive profits
which would otherwise be realized by
producers as a result of the rise in
int,ernational oil prices. This tax does
not itself cause price increases, but simply
recaptures the profits from price increases
.oth~rwis~ induced.
It .will, together with
the income tax on su~h profits, produce
revenues of approximately $12 billion.
In aggregate, the windfall profits tax is
sufticient to absorb all the profits that
would otherwise flow from decontrolling oil
prices, plus an additional $3 billion. Hore
specifically the tax lv'ill operate as follows:

Taxes Proposed to the Congress. The President
askea "the Congress~ pass within 90 days a
comprehensive energy conservation tax prosram
which will raise an estimated $30 billion in
revenues on anannual basis; The taxes proposed
are:
1. Petroleum Excise Tax and I!ort Fee -- An
excise tax on all doaestic-cru~ oil-ol $2 per
barrel and a fee on ir:rnorted crude oil and
product ittports of $2 per barrel.
2. ~~atural Gas Excise Tax -- An excise tax
on natural ~as-o£ 37¢ per-thousand cubic feet
(mcf), the equivalent on a Btu basis to the
$2 per barrel petroleum excise tax and import
fee.

(a).. A windfall profits tax at rates graduated
from 15 percent to 90 percent will be icposed
on that portion of the price per barrel that
exceeds the producer's adjusted base price
and therefore represents a windfall profit.
The initial "adjusted base price" will be
the producer's ceiling price per barrel on
December 1, 1973 plus 95 cents to adjust for
subsequent increased costs and higher price
levels generally. Each month the bases will
be adjusted upward on a specified schedule,
which will gradually raise the adjusted base
price to reflect long-run supply conditions
and provide the incentive for new investment
in petroleum exploration. Percentage depletion will not be allowed on the windfall
(b) The windfall profits tax rates will be
applied to prices per barrel in excess of
applicable adjusted base prices as follows:

more

more
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III. Permanent Tax Re~uctions and Payments to ~on·
Taxpayers tmae· Possible 2z ErrerRX Co~servat!on
Taxes.
Less tnan $0.20
$0.20, under $0.50
$0.50~

under $1.20

$1.20) under $3.00
$3.00 and over

15% .of amount
·within bracket
$0.03 plus 30% of
amount within bracket
$0.12 plus 60% of
amount within bracket
$0.54 plus 80% of
amount within bracket
$1.98 plus 90% of
amount within bracket

(c) , .The windfall profits \;ax does not include
a a:plowback· 1· provision. nor does it contain
· exemp;t!l.PflS for classes of production or
produ'~ers .. It does:~ however.:t include the
limitation that the am<;)unt subject to tax may
not exceed 75 percent or the net income from
the barrel of crude oil~ The tax will be
retroactive to January 1, 1975·
{d) The windfall profits ta~ reduces the
base for the,· dep~eti<?n allowance.

Of.the $30 billion in revenue raised annually by
the proposed conservation taxes outlined above
about $5 billion is paid by governcents through
the hi;Jher costs of.enercry in their ourchases.
This $5 billion includes~
•

X3

billion by the Federal gQvernment.

v2 billion by state and local governnents.

The President is prooosing to the Con~ress that
$2 bill;i.on of the revenue~ be paid. to'"'state and
local governments, pursuant to the distribution
£ormulas a~plicable_to general rev~nue sharing.
!he other v25 billion will be returned to the
economy mostly in the form of ta.~ cuts.. As in
the case of. the temporary tax reduction,· this
permanent cnange l-7ill be .divided bet~'l7een individ~als and corporations on a 75-25 percent ·
bas1s, about $19 billion for individuals and
about $6 billion for cor~orations. Specifically,
this would include:
Reductions.for Inclividuals in g275 -cuts for inoiVrduals will beiic~1eved in two
v1ays: (1) through an increase in the· Lol'1 Income
Allowance and (2) a cut .in the schedule of tax
rates. In this way, tax-paying individuals will
receive a reduction of apr-~roxir.uitely $16 1./2
billion, with proportionately lar~er cuts goinc
to lo\7-and mid:lle-income families~ The l..ow
o
!nco~e A~lowance will be increased frori the
pres;,nt Yl 300 v:vel to $2 600 for joint returns
and ~2,000 for s1ncle returns. That vdll brin~
the level at which returns are nontaxable to ~
11
v1ha~ is appro::dr~ately t~1e current
poverty level"
of .;>5,600 for a fanily of 4. In addition, the
tax rates applicable to various brackets of income will_be reduced. The aggregate effect~ of
these chanzes are as fol~ov1s:
~·
~ax

f

I

more
more
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1.

(1:175 Levels)
($billions)
Ad] us ted
Gross Income·
Class

($oOu>

q

Income '!'ax
Paid Under
Present Latl

.

Ai'iount of
Income Tax
Reduction

.
(

3 5 7 10 15 20 c

3
1.a
4.0

3
5
7
10
15
20
50
50
100
100 and over

a.s

21.9
22.8
44.4
13.5
13.3

-

--

Total

130.9

........ ..... . . . . .)
/o

-03. 3!~
-66.7
-49.0
-38.0
-21.6
-11.n
- 4.8

-16.50*

-12.6

--

improvements in thermal efficiency in
residences would be provided. Tax credits
would apply to the first $1,000 of
expenditures and can be claimed during
the next three years.

Percentage
Reduction in
Incone&f Tax

.25
1.20
1.96
3.33
4.72
2.70
2.15
.11
.03

---

2. At least 18 million homes could qualify
for these tax benefits, estimated to total
about $500 million annually in tax credits.

c.

O.G
-- 0.2

Adults who would pay no tax,even without
the tax reductions in A above, will receive
$80.

The effect of these tax changes can be illustrated
for a family of 4, as follous:
Present
J'ax !I

$ 5,600

$

7,000
10,000
12,500
15,000
20,000
30,000
40,000

135
402
867
1,261
1,699
2,G60
4,93D
7,950

Het-1
Ta:i
$

0

110
510
961
1,478
2,450
4,337
7,G23

Payments to Nontaxpayers of $2 billion.
The final component of the $19 billion
dist.ribution to individuals is a distribution of nearly $2 billion to nontaxpayers
and certain low-income taxpayers. For this
low-income group, a special distribution of
$80 per adult will be provided, as follows:
1.

*Does not include payments to nontaxpayers

Adjusted
Gross 'IncOf!le

19

A 15 percent tax credit retroactive
to January lJ 1975 for the cost of certain

Tax
Sav{ng

Percent
Saving

$135
292
349
300
221
210
151
130

100.0%
72.6
40.3
23.e
13.0
7.S
3.0
1.6

2. Adults who receive less than $80 in such
tax reductions will receive approximately the
difference.

3. Persons not otherwise filing returns but
eligible for these special distributions
will make application on simple forms provided
by the Internal Revenue Service on which they
would furnish their·nameJ addressJ social
security number. and· income.
4.

For purposes of the special distribution~
adults a are individuals who during the
year are at least 18 years old and who
ar·e not eligible to be claimed as a
dependent under the Federal income tax laws.
iJ

I/

Calculated assur.Lling Lo·u Income Allowance or
itemized deductions equal to 17 percent of
income, whichever is greater.
.

5. Since most taxpayers will receive their
1975 income tax reductions in 1975 through

reductions in withholding on wages and
estimated tax payments~ the special distribution to non-taxpayers and low-income

B. Residential Conservation Tax Credit (Discussed
in the Energy Section of th:l:s ract Sheet). The
President seeks legislation to provide incentives
to ~1.omeowners for raaking thermal efficiency improvements, such as storm windows and insulation, in ,
existin~ homes •. This measure, along 't<7ith a stepped-up
public LnformatLon program, could save the equivalent
of over 500,000 barrels of oil per day by 1905. Under
this legislation:

more

more
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The following sWIIl!larizes reductions; in 1976 spending
tc be included in the upcoming budget:

taxpayers will also begin in 1975.
It is anticipated that disbursement~
based on 1974 income can be made in
the summer of 1975~
D.

IV.

Tax Reductions for Corporations. The
corporate rate will be reduced by 6
percentage points:. effectively lowering
th~ corporate rate from 48 percent to
42 percent for 1975. The resulting
benefit in 1975 is estimated at about
$6 billion.

Effect of budget reductions
proposed last year ·(including
administrative actions) • • •

Revenues

264.9

280

303

Outlays
Deficit

268.4
·3. 5

314
32-jlr

~7

17

%

$8.9
-1 •.1

7.8

Further reductions to be proposed:
Ceiling of 5% on Federal pay
and programs tied to the
CPI
• • • • • • • • • • •

Percent Change
'76/75
75/(14

5.7%

.

..

Amounts overturned by the
Congress
• • • • • • • • • • •
Remaining savings • • • • •

Moratorium on New Federal Spending Programs.
The President announced that he would propose
no new Federal spending programs except for
energy. .He als,o indicated that he would not
hesitate to veto any new spending programs
~passed by the Congress.
The need for the
moratorium is demonstrated by preliminary
FY .1976 Budget estimates:
Fiscal Years
197~ -1976
1974

(Outlays
in billions)

Other actions planned • •
Total reductions • •
•

•
>

•

6.1
3.6
17.5

8. 2%

11.1%

NOT·E: Estimates for 1975· and 1976 are subject to
a variation of $2 billion in the final budget.
V.

Budget Reductions.
The budget figures shown above assume that
significant budget reductions proposed by
the President are. effected. Including reductions proposed in a series of sp$cial
messages sent to the last session of Congress .
these budget reductions total more than $17 ·
billion. Of this total:~ over $6 billion will
result from the proposed 5% ceiling on Federal
pay increases and on those Federal· benefit
programs that rise automatically with the
Consumer Price Index.

more

more
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The following lists those programs to which the
5% ceiling will apply and shows spending amounts
for them:

SUMMARY OF THE BUDGET IIvlPACT OF THE NEW TAXES AND FEES
AND THE TAX .CUTS
......____ --- ----:"'* "--

The follQWing table summarizes the estimated direc-t budget
impact~ on a full-year-effective basis~ of the tax and related
changes proposed by the President to deal with the economic
and energy situations:

Effect of 5% Ceiling on Pay Increases
and Programs Tied to CPI
(Fiscal year estimates; Dollars in billions)

Programs Affected

1975
Outlays

Social security ••

64.5

ceiling

ceiling

Difference
1975-1976
(with ceiling)

74.3

71.8

+7.3

. 3.3

+0.3

T
1

~l?l
~.,~~.l~~~th
l.t•lOU

Railroad
retirement • • • •
Supplemental
Security
Income •••••••

4.7

5.5

5.4

+0.7

Civil service
and nilitary
retirement
payments •••••

13.5

16.2

14.9

+1.4

Foreign Se;rvice
retirement •••

.l

.l

.1

*

Food stamp
program ••••••

3.7

3.9

3.6

-0.1

Child
nutrition ••••

1.3

1.8

1.6

+0.3

r1ilitary • • • • •

23.2

23.1

22.5

-0.7

Civilian

••

35.5

38.9

38.0

+2.5

Coal miner
benefits • • • • •

1.0

1.0

1.0

Total • • • • •

150.5

168.2

162.1

3.0

Revenue. Raising

Measure~

Oil excise tax and import fee
Natural gas excise tax
Windfall Profits tax
Total

Estimated Amounts
(. f billions)
+ 9 1/2
+ 8 1/2

+12
+30-

Federal salaries:

*

•••

*
+11. 7

Less than $50 million.
The 5% ceiling \1ill take into account increases
that have already occurred since January 1, 1975.
Under the plan, after June 30, 1976, adjustments
would be resumed in the same way as before the
establishment of the 5% ceiling. liowever, no
catchup of the increases lost under the ceiling
would take place.

more
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Estimated Amounts
($ billions)

Revenue Disbursin_g_ :1easu:res.
Energy rebates:
Income tax cuts, individuals
Residential tax credit
Uontaxpayer distribution
Corporate tax cut
State and local governments
Federal government costs

Temporary economic stimulus:
Individual tax refunds
Investment credit increase

-16 1/2
1/2

special distribution to nontaxpayers is
expected to be paid out in ~he summer of
1975.
Th~

2

- 6
- 2

- 3

The $2 billion distribution to State and
local governments would be effective with
the second quarter of 1975.

.--

-12

The temporary anti-recession :tax cut for
individuals will be paid out in two
installments~ in the second and. third
quarters.

- 4
-16

Subtotal
~isbursing

The tax credit for energy-·saving improvements
to exist;t,ng residences would go into effect
as ol January 1, 1975.

-30

Subtotal

Total Revenue

25

Measures

The one-year increase in the investment
tax credit becomes effe.ctive retroactively
to January 1) 1975.

46

The tax and related changes will go into effect at different
times, but all of them during the year 1975:
The energy conservation taxes are proposed
to go into effect April 1.

The increase in import fees would go into
effect

$1 per barrel February 1.

The timing of the various chans:-e.s suggests a pattern of
direct budget changes as follows. The timing of the
economic stimulus or restraint will depend) as well on
such factQrs as the indirect effects of the budget cn.anges
the timing of the. paSS·~througb of higher energy COSts· to ..
final users, the extent tQ which the changes are anticipated~
and a variety of monetary and financial developments that
arise out of these changes.
J

Timing of Direct Budget Impact

To $2 per barrel Uarch 1.

($ billions}

To $3 per barrel, if the energy taxes
have not been enacted, April 1.
The windfall profits tax on crude oil would
be effective as of January 1, 1975. First
payments of the tax would be made in the
third quarter.
The permanent tax cuts for individuals and
coroorations made possible by the revenues
from the energy conservation taxes would be
effective as of January 1, 1975. The changes
in withholding rates for individuals are
expected to go into effect on June 1. The
withholding changes will be adjusted so that
12 months reduction is accomplished in the
7 months from June through December.
more

Energy Taxes

I

+0.2

Calendar Yea_.r:...::s:'....·__
-0
. 1975
----- 197 ·---.. --·-III . IV
I
II
III
.IV ·
II
IT:l +12 :0 +7. 6 +7. 6 +7. 5 +7. 5 +7. 5

Return of Energy
Revenues to Economy
Tax Reduction
.o -3.2
Non taxpayers
S&L Gov'ts
.o -0.5
Federal Govt.
.0
.o

9.0 -:-9.0
- 2.0
- 0.5 ·-0 ~ 5
- 0.8 -.0,.7

-5.6 -1·9 ~6.3
-2 .• 0
-0,.
5
.-0.
5
-0.5
-0.8 -0.7 -0.8

-0.5
-0.7

Temporary lj;ax Cut .0

~6.1

-.'7.'J_ -0.·6

~o. ~

.:-o. 9

0

0

+0.2

-5.7

- 7.6

-2.1

-0.1

Net Effect

·~

... 3. 2

-0.1 -2.5

-6.4

more
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INFLATION IMPACT
Both major parts of the tax package require inflation
impact analysis. The excise taxes on crude oil and
natural gas, combined with the tariff and decontrol of
prices of both ilold' 1 oil and new natural gas..~ will add
to the general price level immediately. The consumer
price index is expected to rise by about two percent
when these tax and price increases go into effect.
However~ this increase has a one-time impact on the
price level that:; with exceptions in some areas~ should
not add materially to inflationary pressures in future
years.
The inflationary impact of the $16 billion anti··recession
tax cut is more difficult to assess. vlhile some eco·nomists may argue that a tax cut will add to the rate
of inflation during the year ahead> others would contend
that under present economic conditions) with uriemploy"'
ment high and many factories operating well below
capacity, the predominant effect of the tax cut wi~l
be to stimulate spending, and that a~ditional spending
will have only a slight impact on prices.
Whatever the precise price impact of this $16 billion
tax cut during 1975, the most important fact about it
from the standpoint of inflation is tha.t it is temporary.
With the recession still under wayJ the rate of inflation
will be coming down -- it will be too highJ but nevertheless moving in the right direction. After the economy
gets well into recovery~ howeverJ too much stimulus would
be sure to reverse the slowing of the inflation rate and~
indeedj start a new acceleration. Thus. the tax stimulus
must be temporary rather than permanent.
The President has declared a moratorium on new Federal
spending programs for this same reason. Budget expen·
ditures are rising rapidly thi~ yearJ in part; because
of programs to aid the unemployed. That:is acceptable
and highly desirable in a recession to relieve the
burden on workers who are affe'cted. It is also
desirable because spending under those programs
phases out as the economy recovers and unemployment
falls. The increased Federal spending is only temporary.
Over the long-term> however) both Federal spending and
lending have been rising much too fastJ a fact that
accounts for a substantial part of our current economic
problems. A new burst of expenditure programs cannot
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help the Nation recover from the current recession -- the
impact would come much too late ·-·-· but it would surely do
much inflationary harm as the economy returns to prosperous
conditions in the years ahead. Therefore, at the same
time that taxes are being reduced to support a healthy
recovery, policies that would revive inflationary pressures
must be avoided after the recovery is underway. The size
of currently projected Federal budget deficits precludes
introduction of new spending programs now that would raise
inflationary pressures later. For this reason~ the President
requested that no new spending programs, except as needed
in the energy area, be enacted so that we can regain control
of the budget over the long-run and permit a gradual return
to reasonable price stability.
PRESIDENTIAL P~OPOSALS 0~ OCTOBER ~ 1974 RESUBMIT~D
CONGRESSIONAL ACTION

FOR

In addition to the comprehensive set of economic and
energy policies discussed in the State of the Union
Message, the President asked that the new Congress
pass quickly certain legislative proposals originally
requested in his October 8, 1974J message. Those
proposals would:
1.

Remove restrictions on the production of
rice) peanuts, and extra-long-staple cotton.

2.

Amend P.L. 480 to waive certain restrictions
on shipments of food under that Act to needy
countries for national interest or humanitarian
reasons.

3.

Amend the Antitrust Civil Process Act to strengthen
the investigation powers of the Antitrust Division
of the Department of Justice.

4.

Eliminate the u.s. Withholding tax on foreign
portfolio investments to encourage such
investment.

s.

Allow dividends paid on qualified preferred
stock to be an authorized deduction for determining corporate income taxes to increase
incentives for raising needed capital in the
form of equity rather than debt.

6.

Create a National Commission on Regulatory
Reform and take prompt action on other reforms
of regulatory and administrative procedures
that will be recommended in the future.

lJlOre

more
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7.
8.

9.

29

Strengthen our financial institutions and
provide a new tax incentive .for investment
in residential ~ortgages.
Permit more competition be~ween different
modes of surface transportation (The Surfac;e·
Transportation Act).
Amend the Employment Act cif 1946 to make·
explicit the goal or pri~e stability.
(Substitute ;ito promote maximum employment> maximum production~ and stability
of the gene~al price level~ in place of
the present language, ilto promote maximum
employment" production and purchasing
power • 'i)

The President's Enerny Pro3ran
(includinr; ener~:;;y ts:r.es and fees)
'£he President's State of the Union Address outlined the lJation' s
energy outlook, set forth national energy policy objectives,
and described actions he is takinG imrJediately and indicated
proposals he is askin& the Consress to pass.
BACl~GROUi1D

Over the past tlJO years, progress has been 1~de in conservin3
enerey, e:ltpanding energy !UD and inprovine Federal govem:uent
energy orr;anization. Despite such accom??lish:nents, ue have
not succeeded in solving fundamental probler.1s and our ~:ational
enerey situation is critical. Our reliance on forei~n sources
of petroleum is contributing to both inflationary and recessionary pressures in the United States. Uorld econo~ic
stability is threatened and several industrialized nations
dependent upon i~ported oil are facins severe economic
disruption.
~'11th

respect to the U.S. ener3y situation:
Petroleum is readily available from foreign
sources -- but at arbitrarily high pr5.ces,
causing massive outflow of dollars, and at
the risk of increasin~ our Uation's vulnerability· to severe econor~1ic disru~tion shoul::l·
another eDbargo be ir.1posed.
Petroleum imports reoain at hich levels
even at present hirh prices.
iJomestic oil production continues to
cecline as older fields are denletecl and
ne~·7 fields are years from· production; J. C
million barrels per day in 1974 coopared
to 9.2 million in 1973.
Total U.S. petroleum consumption is
increasing, alti.1ough at slo'=ver rates
due to higher prices.

more

Hatural gas shortar;es are forcins; curtailnent of
supplies to Lmny industrial firms and denial of
service to new residential customers. (14%
eJ::pected this winter versus 7% lest year.) This
is resultinr, in uneraploynent, reductions in the
production of fertilizer needed to increase food
supnlies, anC. increased der,!and for alternative
fueis -- priLmrily imported oil.
more
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Coal production is at about the same level as in
the 1930's.
Nuclear energy accounts for only 1 percent of total
energy supply and new plants are being delayed.~
postponed or cancelled.
overall energy consumption is beginning to increase
again.
U.s. vulnerability to economic an.d social impact
from an embargo increases with higher imports and
will continue to do so until we reverse current
trends, ready standby plans and increase petroleum
storage.

III. Long-Term. {Beyond 1985): Emerging energy sources can
play a bigger role in supplying u.s. needs -- the results
of the Nation's expanded energy research and development
program. U.S. independence can be maintained. New
technologies are the most significant opportunity for
other consuming nations with limited domestic resources.
NATIONAL ENERGY POLICY GOALS AND PRINCIPLES ANNOUNCED BY
THE PRESIDENT
-----

I.

3

Economic impacts of the four-fold increase in OPEC oil
prices include:
outflow of U.S. dollars {and. in effect,
jobs) to pay for growing oil imports ·-~ about
$24 billion in 1974 compared to $2.7 billion
in 1970.

Near-Term {1975-1977): Reduce oil imports by 1 million
barrels·per day by the end of 1975 and 2 million barrels
by the end of 1977, through immediate actions to
reduce energy demand and increase domestic supply.
{A)

With no action, imports would be about 8 million
barrels per day by the end of 1977, more than
20 percent above the 1973 pre-embargo levels.

(B)

Acting to meet the 1977 goal will reduce imports
below 1973 levels, assuring reduced.vulnerability
from an embargo and greater consumer nation
cooperation.

(C)

More drastic short-term reductions would have
unacceptable economic impacts.

~eavy

Tremendous balance of payments deficits and
possible ecol').omic collapse for those nations
of Europe and Asia that must depend upon ·
expensive imported oil as a primary energy
source.
Accumulation of billions of dollars of surplus
revenues in oil exporting nations -- appro xi··
mately $60 billion in 1974 alone.
U.S. ENERGY OUTLOOK
I.

{1975-1977) : In the next 2·~3 years.. there are
Ofily a rew steps that can be taken to increase domestic
energy supply particularly due to the long lead time for
new production. Oil imports will thus continue to rise
unless demand is curbed.

II.

Mid·-Term {1975-1985); In the next ten years_, there is
greater flexibility. A number of actions can be taken
to increas·e domestic supply convert from foreign oil
to domestic coal and nuclear energyJ and reduce demand
if the Nation takes tough actions. Vulnerability to an
embargo can be eliminated.

Near-~Term

J

more

II.

Mid-Term (1975-1985): Eliminate vulnerability by
achieving the capacity for full energy independence
by 1985. This means 1985 imports of no more than
3-5 million barrels of oil per day, all of which can
be replaced immediately from a strategic storage
system and managed with emergency measures.
(A}

With no action; oil imports by 1985 could be
reduced to zero at prices of $11 per barrel or
more -- or they could go substantially higher
if world oil prices are reduced (e.g., at $7
per barrel, u.s. consumption could reach
24 million barrels per day with imports of
above 12 million, or above.50% of the total.)

(B)

The U.S. anticipate$ a reduction irt world oil
prices over the next·· several :years. Hence,
plans and policies niust be established ·to
achieve energy independence even at lower
prices -- countering the normal tendency to
increase imports as the price declines.
I

more
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(C)

Actions to meet the 1985 goal will hold imports
to nq more than 3··5 million barrels per day.
even at $7 per barrel prices. Protection against
an embargo of the remaining imports can·then be
handled most economically with storage and
standby e.mergency measures.

III. Long-Term.(Beyond 198'5):

Within this century) the U.S.
should strive to develop technology and energy resources
to enable it to supply a si~?;nif~cant share of the
Free World's energy needs.
(A)

(B)

IV.

Other consuming nations have ins·ufficient fossil
fuel res.ources to reach domestic energy
self-sufficiency.
The u.s. can again become a world energy supplier
and foster world energy price stability -~ much
the same as the nation did prior to the 1960's
-when it was a.major supplier of world oil.

Principles: Actions to achieve the above national
energy goals must be based upon the following
principles:
Provide energy to the American consumer at the
lowest possible cost consistent with our need
for secure energy supplies.
Make energy decisions consistent with our overall
economic goals.
Balance environmental goals with energy require-ments.
Rely upon the private sector and market forces
as the most efficient means of achieving the
Nation's goals~ but act through the government
where the private sector is unable to achieve
our goals,. ·
Seek equity among all our citizens in sharing
of benefits and costs of our energy program.
Coordinate our energy policies with those. of
other consuming nations to promote interdependence:. as well as independence.
more.

To neet the national· ._;oals, t!1e President outlined a con
prehensive pror;ram of lecislative proposals to the Conp-ress
vhich he requested je enacted 1;-1ithin 90 days and adninistra-·
tive actions that he ~1ill begin inplenentinr; innedie.tely.
':'he legislative package is nore effective and equitable t~1an
the adrJ.inistrative pror,ra~, but the President indicated that
the seriousness of the situation der.1anded it:•nediate action.
These actions uill reduce overall eperr;y denand, increase
domestic production, increase conversion to coal, and reduce
oil iuports. · '.i.1ley include:
(A)

!.~±!.~nis~~~~iv~ !!ctions

1.

I~ort

Fee ··- Because of the ser5.ousness

o-~. t1-\e-piobleu and because tine is required

for Coneressional action on his legislative
proposals, t~e :>resident is actinr, ir1L1ec!iately
'Hithin e::isting authorities to increase the
iiilport fees on crude oil and ~etroleun
procucts. These ne~1 import feec uould be
L~Odified Upon passage Of ete :'resident'S
legislative pac1:age.
(a) Inport fees on crude oil and petrole·\lr:
products under the authority of the 7rade Expan··
sion Ac.t of 1~62, as amended, ll7ill be increased
l_ly $1 effect:i.ve February 1, 1975; an additional
!?1 effective i"Iarcil 1; and another $1 effective
April 1, f.or a total increase of $3.10 per
barrel. Currently e~:istine fees uill also
reGain in e~.fect.
(b) FL;A's ·:old Oil ::nt:Ltleuents·:l._,.,ro.,-ran
'trill be utilized to sr.~reac nrice irrc:reases
on .crude atlong all refiners" afid to lessen
disproportionate resional e:=fects, par·
ticularly in the IIortheast.

(c) As of February 1975, r-roduct inports
will ceese to be covered by FI:A' s ;:old Oil
Bntitler:ents' ryro~ran .. ·In order to overcone
any severe resional- iii:,>-acts: that could be
c~-qsed l.>y lar:.-..e fees in. inport dcpenden t .
ax:eas, h1port,ed pro~luc.ts ;Jill re·ceive a
rebate corresponding to the benefit 't-Jhic~l
't·Jq~ld l~ave been obtained under tliat
progr~ri.
".::he reLate should be approxicately
~1:00 in February, $1.40 in ·rarch, and Ql.3f'l
per barz:e.l in April.
(d)

This i'!"l;:;or,t; 'iee

T>r~~rar~ would reduce

ir~tports by about 500, 000 barrels ~er da¥. .
In April it uould. generate about .,>40') r.all~on

.rer nonth in revenues.
more
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2.

Backup Import Control Program .... The energy
conservation measures and tax proposals
will be supplemented by the use of Presidential
power to limit oil imports as necessary to
achieve the near·-term goals.

3.

Crude Oil Price Decontrol -- To stimulate
production and further cut demand, steps
will be taken to remove price controls
on domestic crude oil by April 1, 1975,
subject to congressional disapproval as
provided by ~4(g) of the Emergency
Petroleum Allocation Act of 1973.

4.

Increase Public Education on Energy
Conservation -- Energy Resources Council
will step up its efforts to provide information on energy conservation methods and
benefits.

(B) -Legislative Proposals
1.

Comprehensive Tax and Decontrol Program -The President asked the Congress to pass
within 90 days a comprehensive legislative
package which could lead to reduction of
oil imports of 900 000 barrels per day
by 1975 and 1.6 million barrels by 1977.
Average oil prices would rise about $4.00
per barrel.of $.10 per gallon. The package
which will raise $30 billion in revenues
on an annual basis includes:
1

(a) Windfall Profits Tax -- A tax on all
domestic crude oil to capture the windfall
profits resulting from price decontrol.
The tax would take 88% of the windfall
profits on crude oil and would phase out
over several years. The tax would be
retroactive to January 1, 1975.

(b) Petroleum Excise Tax and Import Fee -An excise tax on all dO:ffiestic crude oil
of $2 per barrel and a fee on imported
crude oil and product imports of $2 per
barrel. The new, administratively established
import fee of $3 on crude oil would be reduced
to $2.00 and $1.20 fee on products would be
increased to $2.00 when the tax is enacted.
The product import fee would keep the excise
tax from encouraging foreign refining and
the related loss of jobs to the u.s.
more

(c) Ne!, Natural Gas Deregulation -- Remove
Federal interstate price r~gulation on new
natural gas to increase domestic production
and·reduce demand for scarce natural gas
supplies.
Natural Gas Excise Tax -- An excise
tax on. natural gas of 37tpe·r thousand
cubic feet (mcf), which is equivalent
on a Btu basis to the $2 per barrel petroleum
excise tax and fee. This will discourage
attempts to switch to natural gas and acts
to reduce natural gas den1and curtailments.
Since the usual results of gas curtailments
is a switch to oil, this will limit the
growth of oil imports.

( a)

. 2.

Elk Hills Naval Petroleum Reserve. The
President is asking the Congress to permit
production of the Elk Hills Naval Petroleum
Reserve (NPR #1) under Navy control.
Production could reach 160,000 barrels
per day early in 1975 and 300,000 barrels
per· day by 1977. The oil produced would
be tised to top off Defense Department
storage tanks, with the remainder sold
at auction or exchanged for refined
petroleum products used by the Department
of Defense. Revenues would be used to
finance further exploration, development
and production of the Naval petroleum
reserves and the·strategic petroleum
storage.
Conversion to the Use of Domestic Coal.
The President rs-asking-the Congress to
amend the Clean Air Act and the Energy
Supply and Environmental Coordination
Act of 1974 to permit a vigorous program
to make greater use of domestic coal to
reduce the need for oil. This program
would reduce the need for oil imports
by 100,000 barrels per day in 1975 and
300,000 barrels in 1977. These amendments would extend FEA's authority to
grant prohibition orders from 1975 to
1977, prohibit powerplants early in the
planning process from burning oil and gas,
extend FEA enforcement authority from 1978
to 1985, and make clear that coal burning
more
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installations that had ori~inally planned
to convert fro~ coal to oil be elieible
for cor.1nliance t:ate extensions. It would
give EPA authority to extend compliance
dates and elir.Jinate restrictive regional
environmental limitations. A plant could
convert as long as its o~rn emissions do
not eJtceed axabient air quality standards.
II.

T.::z .PRESIDZIIT
-- ---

ACTIOES AHilOUl!C£"1 BY

36ALS

{1~75-1905)

TO HEET ~1ID-Tr::?Ji

These actions are designed to meet the goal o! achievinf!;
the capability for energy independence by 193~. The actions
include ~easures to increase domestic energy production
(including meas~res to cope with constraints and strike
a balance bet~..reen enviroi.1r1"tental and enerey objectives),
reduce energy demand, and prepare for any future emerzency
resulting from an embargo.
(A)

Supply Actions
1.

2.

Haval Petroleum Reserve No. '• (Lefislati ve
8roposal) -- 7he President is ask ng the
on~ress to authorize the exploration, devel~pment anc production. of HPrt-l:. in Alaska
to prcvide netroleum for the domestic economy,
with 15-20%.earmarked for mil~tary needs and
strategic storage. The· reserves in i4PH.-l~
which are now largely unexplored could provicle at least
million barrels of oil per
day by 19C5. Under the lesislative proposal:

z

(a) The President v1ould be a?t~orized to
explore, develop and produce Hl' ..:.-l,..

of

(b) The Governnent's share
production
(appro::dmately 15-20%) would be used to
helo finance the strategic storage system
and~to-help fulfill nilitary petroleum
requireuents. J~y ot~er receipts go to
the United States Treasury as miscellaneous
.recei:>ts·.

3.

OCS Leasinrr
Administrative -- The President
~ ~~~~~~~~
· ~tent oc to continue an
agr.-;ressive Cater Continental Shelf leasing
policy, includinr; lease sales in the Atlantic,
Pacific, and Gulf of Alas!~.a. Decisions on
individual lease sales \Till aua.it completion
of appropriate environnental st-:J.dies: Increased OCS leasing could add domest~c producticn o·f 1. 5 rJillion ba.rrels of oil and
additional SU;?plies of natural gas by 1935.
There will be close cooperation t7it!1 Coastal
states in their planning for possib~e increased
local develop1:1ent. Fundin~· for env~ronr.n.ental
studies and assistance to States for planninc
has been increas~d in FY 1975.
reaffi~ea h~s

~;.educinr.- Dor:~estic

Ener!7 Price Jncertaintt
e,.,. s ... at!Ve Pro osa . -- Lerdsiation 't•:ril
e requeste aut Ot' z ng and·· requirine the
President to use tariffs, inport quotas,
import price floors, or other.measures to
achieve domestic energy price levels
necessary to reach self-sufficiency goals.
This legislation would enable the President
to cope with poss~ble large-scale fluctuations in ~10rld oil pt·ices.
Clean Air Act P~endrnents (Le~islative
"~ronosa
-- In· addition to the 21-:1endnents
Ol.tt ~·::1.e earlier for short-tern eoals, the
Presideut is a.sl~in;.': for other Clean Air
Act ar\1end;.~ents needed for a balance bet..:..reen
environme::1tal and ener3y goals. ~ese
include:
(a) Legislative cla1·ification to resolve
problerrs resultinf"; from court ~ecisions
'ttlith resrect to sir::n'ificant air quality
deterioration in areas already neetin,c.;
health and welfare standards.·
·
(b) Extension of cor•rliance dates throu::n
19G5 to ir:rqleuent
a ne\1 policy re~arGinc;
..
stac:.::: r·as scrubbers -·· to allo-;..r use OJ.
inten11ittent ·=ontrol syster.1s in isolated
po't'.7er plants throurrh 19'35 anc~ r~quiring
other sources to achi.eve control as soon
as pos~3ibl~.
~

more
more
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(c) A pause for 5 years (1977~1981 model
years) for nationwide auto emission standards
at the current California levels for hydrocarbons ( 0. 9 grams pe.r mile) and carbon
monoxide Cf ·grams per mile), and at 1975
standards (3.1 grams per mile) for oxides
of nitrogen (with the exceptio-n of California
which has adopted the 2.0 standard). These
standards for hydrocarbons (HC) and carbon
monoxide (CO) are more stringent than now
required nationwide for 1976 model year's
cars. The change from the levels now
required for 1977-1981 model years in the
law will have no significant impact on
air quality standards, yet they will facilitate
attainment of the goal of 40% increase in
auto fuel efficiency by the 1980 model year.

( a) EPA will shortly begin comprehensive
hearings on emission controls and fuel
economy·which will provide more detailed
data for Congressional consideration.

5.

6.

Surface Mining (Legislative proposal) -The President is asking the Congress to pass
a surface mining bill which strikes a balance
between our desires for reclamation and
environmental protection and our need to
increase dome.stic coal production substantially over the next ten years. The proposed
legislation will correct the problems which
led to the President's veto of a surface
mining bill last year.
Coal Leasing (Administrative) -- To assure
rapid production from existing leases and to
make new, low sulfur coal supplies available,
the President directed the Secretary of the
Interior to:
(a) Adopt legal diligence requirements to
assure timely production from existing
leases.

( 6) Meet with Western Governors to explore
regional questions on economic, environmental
and social impacts associated with new Federal
coal leases.
(c) Design a program of new coal leasing
consistent with timely development and
adequate return on public assets, if proper
environmental safeguards can be provided.

39

7.

Electric Utilities --The President is asking
the Congress for legislation concerned with
utilities. In recent months, 60%
of planned nuclear capacity and 30% of nonnuclear capacity additions have been postponed
or cancelled by electric utilities. Financing
problems are worsening and State utility
commission practices h.ave not assured recovery
_o'r costs and adequate earnings. The transition
from oil and gas-fired plants to coal and nuclear
has be_en slowed greatly -- contributing to
pressure for higher oil imports. Actions
involve:
_(a) Uniform Investment Tax Credit (Legislative)
an increase ln the investment tax credit to
eliminate tQe gap between utilities and other
industri~s -- currently·a 4% rate applies to
utilities and 7% to others.
(b)
Higher Investment· Tax Credit ·(Legislative)
An ip,crease in investment tax credit for all
industry; iricluding utilities, for 1 year -to 12%. The 12% rate would be retained for
two additional years for all power plants
except oil and gas-fired fa~ilities.

(c) Preferred Stock Dividend Deductions
(Legislative) ...;""' A change in tax laws applicable to ~11 industries~ including utilities,
which allows deductions of preferred stock
dividends for· tax purposes to reduce the
cost of capital and stimulate equity rather
than debt financing.
(d) Mandated Reform of State Utility Commission
Processes (Legislative) --The legislation
would selectively reform utility commission
practices by: (1) setting a maximum• limit
of 5 months for rate or service proceedings;
(2) requiri-ng f\lel adjustment pass-throughs,
includihg taxes~ ·( 3) requiring that construction work in progress be included in a
utility's rate base; (4) removing any rules
prohibiting a utility from charging lower
rates for electric power du:ring off--peak
hours and. (5) al.J,owing th~ cost of pollution contr:ol equipment to be included in
the rate base.
·
(e) Energy Resources Council Study
(Administrative) -- Review and report to the
President on the entire regulatory process
and financial situation relating to electric
utilities and determine what further reforms
or actions are needed. ERC will consult
with State utility corrunissions, governors,
public utilities and consumers.
(OVER)
more

more
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o.

average for all new autos by 1980 model year.
These agreements are cvntingent upon relaxation
of Clean Air Act auto emission standards. The
agreement provides for interim goals, Federal
monitoring and public reporting of progress.

tiucl~..?~--- .{gJ~l'- · ··

':Lo accelerate ti1e groHth of
nuclear poPer Hhich supplies only one percent
of our energy needs, the President is proposing, in addition to actions outlined ahove:
(a) ~~~j.!_t~£1.. J...!s;~psiEf;. ap.~- QJ.!=.!!.ll'.. (Leg}.slative)
Llaclear Facility Licensinr, Act to assure nore
rapid siting and licensing of nuclear plants.

A

2.

(b). 197.§_ ~ud§.et_ Infrea~~ q.~z;i-~_ta.ti_y~) ...__
An ~ncrease o:: $t•I t.-iilTion in ap!lropriations
for nuclear safety, safeguards, and "Taste
manageaent.
9.

(a) The Secretary of Housing and Urban Development shall consult with engineering, architectural,
consumer, labor, industry, and government representatives to advise on development of efficiency
standards.

K~e~_gy ~-:_acili_ties ~~tin_g q._e._g_i~].at~e) ··Leg~sTation uoUld reauce enerey Tac1Tity siting

bottlenecks and assure -sites for needed facili··
ties 'tlith proper land use considerations:

.

.

(a) The legislation 'tmuld require that states
have a cooprehensive and coordinated process
for expeditious revicu and approval of energy
facility applications;_ and state authorities
which ensure that final _State energy facility
decisions cannot be nullifiedby actions of
of local governments.

( o) Thermal standards for one and two-family
dwellings will be developed and implementation
would begin within one year. New minimum
performance standards for energy in commercial
and residential buildings would be developed
and implemented as soon thereafter as practicable •

Provision for ~mers of ali~ible facilities
or citizens to sueStates £or inaction.

(c) Standards would be implemented by State
and local governments through local building
codes.

(b)

(c) Provide no Federal role in r.ml:in'"~ case by
case siting decisions for· the States. c.
(E)

Ener~
-~---

(d) The President also directed the Secretary
of Housing and Urban Development to include
energy conservation standards in new mobile
home construction and safety standards.

Conservation
·---------- Actions
- - . - --·-

The

rr~sident announced a nuni:er. of
servat~on ueasures to reduce denand,

1.

Building Thermal Standards (Legislative) -The President is asking Congress for legislation
to establish national mandatory thermal (heating
and cooling) efficiency standards for new homes
and commercial buildings which would save the
equivalent of over one-half million barrels of
oil per day by 1985. Under this legislation:

~\!.!=O ~-as!)_lj.ne l1ilea_r~

enerr;y con··
includin~:
....

Increases (..~.dHinistrative)

The Secretary O'rTraii-sp-o-rta-tTon has________

obtained written agree~ents witb each of
the uajor domestic autonobile nanufacturers
which will yield a 40 percent inprove··
nent in fuel efficiency on a weir.;hted

more

3•

Residential Conservation Tax Credit -The President is asking Congress for legislation
~o provide incentives to homeowners for making
thermal efficiency improvements in existing
homes. This measure, along with a stepped-up
public information program, could save the
equivalent of over 500,000 barrels per day
by 1985. Under this legislation:
(a) A 15 percent tax credit retroactive to
January 1, 1975 for the cost of certain improvements in thermal efficiency in residences would
be provided. Tax credits would apply to the
first $1,000 of expenditures and can be claimed
during the next three years.
(b)
Improvements such as storm windows, and
insulation, would qualify for the tax credit.

'

I'

more

(OVER)

1

I

.,~-::,.'

"<

-

'·! .•

. ! .. /

·.• ..

"!' .

··:

43

44

4 '--;::: L-6'w.:.~r-ncome'·' Et\ergy ·conservation: Program

aut~orize the_g;oy~rnm~nt to pu,J:'c.hase and prepare the storage facilities (salt domes or steel
tanks), while complex institutional questions
are resolved and befor-e oil for~storage is
actuall-y purchased. · FEA will develop the overall program in cooperation-with the Department
of the Interior and the Department of Defense.
All engineering, pla~ningj and environmental
studies.wouldbe completed within one year.
Tne 1.3 billion barrels will not be complete
for some years, since time is required to
purchase, prepare, and fill the facilities.

-'~1 ';r;.l~Le i'S at1veJ -- The President is proposing
· : · :~:>1e- t~la:tlon-· to :establish a Low-Income Energy
::n c'on~~'rvat'ioh · Program to offer direct subsidies

_. ~ ~Q,_l<;>w~;1ncoiT_lt2 and ~lderly homeowners for certain
· ~et:4e~y c-onservation improvements such as insulation; · The program is modeled upon a successful
pilp~ · progr.am in Maine~ ·
The program. would be administered by FEA,
and the President is
requesting supplemental appropriations in 1975
and $55 ~illion in fiscal year 1976.
(a)

und~r ne~ le~islation,

(b)

Acting;through the States, Federal funds
~ould b~ pr6vided ib purcha~e materials.
Volunt'eers or community· groups could install
the materials.
5~

6.

(C)

Appliance Efficieri~y ~~~ndards (Administrative)
The President di~ected the Energy Resources
Counc_il to dt{vel<;>p' energy, efficiency goals for
major appli{lnces and to ob~aj.n_ agreements
within ~'ix montps frqm_ t:Pe .major manufacturers
of these appliances to comply with the goals.
The goal is a 20% average improvement by 1980
for all major appliances, including air conditioners~ 'refri~erators-·and other home appliances.
Achievement of these goals would save the
equivalent of over one-half million barrels of
·oil per ~ay by 1985. If agreemetit cannot be
reached, the P~esident_.will submit legislation
_to establish mandatQJ;'Yappliance efficiency
stand~rds.
·
·Appliance and-Auto Efficiency Labelling Act
(Legislative} -- The President will ask the
Congress _to enact· a mandatory la_belling bill to
require that energy efficiency labels be placed
on new applian9es and autos.

Emergency Preparedness
T_he President announced_ that comprehensive energy
emergency legislation will be proposed, encompassing
two major components..
1.

Strategic Pet~oleum St6rage (Legislative) -Development of an.energy storage system of one
billion barrels for domestic use and 300 million
barrels for mi~itary use. The legislation will
more

2.

Standby and Planning Authorities (Legislative)
The President is requesting a set of emergency
standby authorities to be used to deal with
any significant future energy shortages. These
authorities wouldalso enable the United States
to fully implement the agreement on an International Energy Program between the United
States and other nations _signed oh November 18,
1974. ·· This legislation 'would include the
authority to:
(a) Implement energy conservation plans to
reduce dematid for energy;
(b) allocate petroleum.products and establish
price controls for-allocated products,
(c)

ration fuels among ertd users;

(d) allocate materials needed for energy
production where such materials may be in short
supply;
(~)

increase production of domestic oil; and

(f)

regulate petroleum inventories.

III. ACTIONS ANNOUNCED BY THE PRESIDENT ·.TO MEET LONG-TERM
GOALS (BEYOND 1985) - -The expanded research and developm~nt program on which the
nation is embarked will provide the basis for increasing
domestic energy supplies and maintaining energy independence.
It will also make it possible in the long run for the U.S. to
export energy supplies and technology to others in the free
world. Important elements are:
more
(OVER)
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(A)

Synthetic Fuels ProGran (Administrative) -- The
President announced a national Synthetic Fuels
Commercialization Program to ensure at least one
million barrels per day equivalent of synthetic fuels
capacity by 19.35, using technologies no~-1 nearing
comcercial application.

1.

2.

3.

(B)

(C)

Synthetic fuel types to be considered will
include synthetic crude from oil shale and a
wide range of clean solid, liquid, and gaseous
fuels derived from coal.
The Program would entail Federal incentives
(possibly including price guarantees, purchase
agreements, capital subsidies, leasine prograr~s, etc.), r;ranted competitively, and would
be ained at the production of selected types
of gaseous and liquid fuels fron both coal and.
oil shale.
,
The program will rely on eJdsting legislative
authorities, including those contained in the
Federal L·1on-Huclear Enersy Research and Development Act of 1 97l~, but new legislative authorities will be requested if necessary.

Energy ~esearch and Develop~ent Program -- In the
current fiscal yeer, the Federal Government has
greatly increased its funding for energy research
and development pror;rams. These Federal programs
are a part of a much larger national enerey R & D
effort and are carried out in cooperation uith industry,
colleges and universiti~s and others. The President
stated that his 1976 Bucleet will continue to emphasize these accelerated proc;rarns ~1hich include research
and the developreent of technology for energy conservation and on all fort~ of energy including fossil
fuels, nuclear fission and fusion, solar and geothermal.
Energy Research and Developnent Administration -- (SRDA)
The President has siened an Executive Order which
activates~ effective January 19, 1975, the Energy
Research and Developnent A~~inistration .. ERDA will
bring toeether in a sinple agency the rnajor Federal
enerr;y :1 .~ D prograns ~'1:·1ich \·Jill have the responsibility
for leadins ti.1e national effort to develo:? technology
to assure that the U.S. \-Till have an ar.1ple and secure
supply of ene~sy at reasonable prices. ERDA consolidates najor R .~~ D functions previously handled
by the AEC, DepartMent of the Interior, ~!ational
Science Foundation and Environnental Protection Agency.
ERDA will also continue the basic research, nuclear
materials production ancl 't'leepons prograns of the AEC.
more
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IMPACTS o~· NEAR &'JD IUD-TERr·1
ACTIONS ON PETROLEU£-1 CONSU!•-iP'.:ION P.ND Jr.tPORTS
NEAR TEmi PROGRAH
(l-U'-13/D)

l977

1975

CONSUMPTION IF NO NEW ACTIONS
IMPORTS IF NO NEW ACTIONS

r8.o

Less Service Savings by Short··term
Actions:

1975

1977

0.2
0.1
0.9

0.3
0.3
1.6

!"8.3
8.0

6.5-

IMPORT SAVINGS
I

Production from Elk Hills
Coal Conversion
Tax Package
TOTAL IMPORT SAVINGS
REMAINING ItiPORTS

1.2

2.2

5.3

5.8

tUO-TERM PROGnAI:·i
CONSUMPTION IF NO NEW ACTIONS
IUPORTS IF NO NEW ACTIONS

23.9 MMB/D
12.7 MHB/0

Less Savings Achieved by
Following Actions:

1985 IMPACT
ON U!PORTS

ocs Leasing
NPR-4 Development
Coal Conversion
Synthetic Fuel Commercialization
Auto Efficiency Standards
Continuation of Taxes
Appliance Efficiency Goals
Insulation Tax Credit
Thermal Standards

1.5
2.0

0.4
0.3
1.0
2.1
0.1
0.3
0.3

Total Import Savings by Actions

8.0

Remaining Imports

4.7

Less:
Emergency Storage
Standby Authorities

3.0
1.7

NET IMPORT VULNERABILITY

0

more
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An emergency sharing arrang~ment ~o .immediately
;· reduce.member vulnerability to actual or threatened
embargoes by proqu~ers

BACKGROUND
The cartel created by the Organization of Petroleum
Exporting Countries {OPEC) has successfully increased
their governments' price for exports of oil from
approximately $2 per barrel in mid,1973 to $10 per
barrel _today._ Even after paying for their own increased
_imports, OPEC nations will report a surplus of over
-$60 billion in 1974, which must be invested. Oil
price increases have created serious problems for· the
world economy. Inflation pressures have been inten··
· sified. Domestic economies have been disrupted:
Consuming nations have been reluctant to.borrow to
f~nance their oil purchases because of current
balance of payments risks and the burden of future
interest costs and the repayment•of massive debts.
.. Internati.onal economic relations. have been distorted
by the large flows of capital and uncertainties
.
about the future. ·
U.S.
- POSITIONThe United States believes that the increased price of
oil is the major international economic problem and has
proposed a comprehensive program for reducing the current
exorbitant price. Oil importing nations must cooperate
to_reduce consumption and accelerate the development of
new sources of en_ergy in order to create .the economic
conditions for a :lower oil price. Howev_er :- until the .
price of oil does decline~ international stability must
be protected by financing facilities to assure oil .
importing nations that financing will be available on
reasonable~,·terms to pay for their oil imports.
.The .
United States is active ip developing these financing
programs. Once a cooperative pr9gram for energy con~·
servation and resource developnient and the interim
financing arrangements are agreed upon~ it will be
possible to have constructive meetings with the oil
producers.

__

ACTIONS TAKEN
BY OIL CONSUMING NATIONS
------..;..;.-..;..;.....:....
The oil consuming nations have already created the
Int~rnational Energy Agency to coordinate conservation ···
and resource development programs and policies for
.
reacting to any future interruption of oil exports
:_
by producing-nations. The four major elements of
this cooperative program are:
more

A long-term cooperative program to reduce member·
nation dependence on imported oil~
~.

t: '

A comprehensive info.rmation system designed to
improve our· knowledge aoout the world oil market
and to prdvide a basis for consultations among
members and individual companies; and
A framework for coordinating relations with producing
nations and other less developed consuming countries.
The ~nternational Energy Agency has been established as
an autonomous organization under the OECD. It is open
to all OECD nations willing and able to meet the. obli·gations created by the program. This international
agreement establishes a number of conservation-and energy
resource$ development goals but each member is left free
to determine what domestic measures to use in achieving
the targets. This flexibility' enables the United States
to coordinate our national and international energy goals.
OTHE~

U.S. ACTIONS

~~D PROPOSAL~

The United States has also supported programs for pro·~
tecting lnternational stability against distorting
finan~ial'flows. created by the sudden increase of oil
prices. Although the massive surplus of export earnings
accumulated by the producing nations will have to be
invested in the oil consuming nations, it is tmlikely
that these investments will be distributed so as to
match e:*:actly the financing needs of indi vi_gua].__l.~por ·
ting nations. Fortunately the existing complex of
private· and official financial institutions has, in the
case of the' industrialized countri~s. been effective
in redistributing the massive oil export earnings to
date. However, there is concern that some individual
industrialized nations may not be able to continue to
obtain needed funds at reasonable interest rates and
terms during the transition period until supplies are
increased, conservation efforts reduce oil imports and
the price of oil declines. Therefore, the United. States
has supported various proposals for "reshuffling;· the
recycled funds among oil consuming nations .. including:

more
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EMBARGO FOR RELEASE UNTIL
1:00 pm, January 15, 1975

l\1odification of International r.lonetary Fund (IMF)
rules to permit more extensive use of existing
IMF resources without further delay~
Creation of a financial solidarity facility as
a ''safety net'; for participating OECD countries
that are prepared to cooperate in an effort to
increase conservation and energy resource develop-·
ment actions to create pressure to reduce the
present price of oil:
Establishment of a special trust fund managed by
the IMF which would extend balance of payments
assistance to the most seriously affected develop··
ing nations on a concessional basis not now possible
under IMF rules. The United States hopes that oil
exporting nations might contribute a major share
of the trust fund and that additional resources might
be provided through the sale of a small portion of
the IMF 1 s gold holdings in.which the differential
between the original cost of th~ gold and the
current market price would be added to the trust
fund; and
An increase in HlF quotas which would make more
resources available in 1976.

OUTLINE OF ENERGY
QUESTIONS AND ANSWERS

BACKGROUND
0

NEAR-TERM ACTIONS
o
0

0

0
0
0

0

·o
0

In these meetings, the United States will continue to
press its views concerning the fundamental importance
of international cooperation to achieve necessary conservation and energy resources development goals as a
basis for protecting our national security and underlying
economic strength.

Import Fee, Tax and Decontrol
Naval Petroleum Reserve

MID-TERM PROGRAM
0

These proposals will be discussed at ministerial level
meetings of the Group of Ten, the IHF Interim Committee
and the International I':lonetary Fund/International Bank
for Reconstruction and Development Committee in
Washington, D.C. January 14 to 17.

Data History and Forecasts

Outer Continental Shelf Production
Domestic Price Uncertainty
Clean Air Act Amendments
Strip Mining Legislation
Coal Leasing and Prices
Electric Utilities
Energy Facility Siting
Energy Conservation

EMERGENCY PLANNING MEASURES
0

0

Emergency Storage
Standby Authority

LONG-TERM ACTIONS
o

Research and Development

ECONOMIC IMPACT
INTERNATIONAL
#

#

#

GENERAL
GPO

8 8 2- 978

DATA. HISTORY AND FORECASTS

Q.

Has demand for petroleum products increased since
the embargo?

A.

Domestic consumption of energy is now beginning to
increase again and is estimated to keep growing,although at a -slower rate than prior to the embargo.
The latest figures show total domestic demand to _be
at 18.2 million barrels per day (MMB/D) as compared
to 17.7 MMB/D at the close of 1973. Gasoline
consumption dropped 3.4 percent during the first 9
months of 1974 (as compared to 1973), but has
increased since September.bu about 300,000 barrels
per day.

Q. -

What about production and import levels?

A.

Domestic oil procuction continues to decline as
older fields have reached their peak. During the
first eleven months of 1974, domestic production
averaged 8.8 MMB/D as compared to 9.2 MMB/D in 1973.
As ·:t result, imports continue to rise even with
present high prices. We are now importing 7.3 MMB/D
(average of 6.8 MMB/D in last quarter of 1974), as
compared to 6.5 MMB/D in October, 1973, the month
prior to the embargo.

Q.

What about coal production?

A.

Coal (approximately 20 percent of domestic energy
production) was the only major energy source that
showed increased output during the first three
quarters of 1974. Coal production in October was
5 percent above its level for the same period in
1973. However, the strike in November interrupted
coal output and the industry has not yet regained
former production levels.

Q.

Do you foresee any shortages in the next 6 months?

BACKGROUND

A.

we do not expect shortages of petroleum products bu~ .
we do project large shortages for natural gas, as h~gh
as 14%. The greatest impact will be felt by electr~c
utilities and industries that receive natural gas on an
interruptible contract basis. These curtailments of
natural gas have already had a serious impact on
employment.

Q.

How high are current inventories?

A.

FEA figures indicate that December, 1974 crude oil
stocks were about 20 million barrels higher (this is
an adjusted figure to account for dispariti~s between
the American Petroleum Institute and FEA reporting
methods) than the same period of 1973. Similarly,
stocks for refined petroleum products were higher in
December 1974 than the corresponding month in 1973 due
to reduced demand and increased imports. Coal stocks,
however, are down as a result of the recent UMN strike.

NEAR-TERM ACTIONS

IHPORT FEE, TAX AND DECONTROL

Q.

Will the fee on imports create additional profits
for the oil companies?

A.

No, the import fee, by itself, will not increase
industry profits. However, the fee will place
an upward pressure .on the price for crude. Since
the price for uncontrolled domestic· crude will rise
to meet the world price, industry profits will also
rise. This is why we are calling for a windfall
profits tax as part of the energy proposals. It
will be retroactive to collect any profits caused
by Administrative actions.

Q.

Won't certain areas of the country which are heavily
dependent on crude oil or product imports suff~r a
disproportionate burden as a result of the tar1ff?

A.

No. The FEA is currently administering a program
which substantially equalizes the cost of crude oil
to all domestic refiners. This crude equalization
program aids refiners with high crude costs at the
expense of other refiners which have access to
price-controlled domestic crude. Further, the
product fees will be less than crude fees; there
will be a $3 fee...on crude and a $1.20 fee on refined
products in April·.• ·

Q.

How does a tax or fee achieve our national energy
goals?

A.

As a result of these measures, petroleum products
will become more expensive relative to other goods
and services, thereby encouraging conservation and
discouraging consumption. Also, making imports
more expensive than domestic supplies of petroleum
encourages the production of domestic crude oil.

Q.

Will.the fee help to lower world crude prices
and protect us from another embargo?

A.

The fee program will help to reduce our imports
of foreign oil by reducing our overall demand.
As a result we will have less demand for products
from some oPEC na.tions.; > To this extent, ~t may
affect some prices being charged.by certa1n ?P~C
nations. But overall, the fee w1ll have a m1n1mal
effect on lowering world crude prices in the
immediate future.

Q.

Why didn't you tighten the mandatory allocation
program which you already have authority to
administer rather than raising prices? Why not
rationing?

A.

The mandatory allocation program was designed in
response to an emergency situation, and does not
address the more basic economic issues. A tighter
mandatory allocation program could necessitate a
significant increase in the Federal bureaucracy
and could mean a return to the long gasoline lines
we experienced last winter. Additionally, rationing
and price control programs are inevitably
discriminatory against those who would enter the
market and provide competition.
While the Administration~ program, which relies on
the market forces, is more effective, the President
announced his intention to guarantee reaching the
goals by using his authority to limit imports if
necessary.

Q.

How much more expensive will gasoline and other
products be?

A.

On the average, if costs of acrude import $3 fee are
spread evenly among all products, prices of gasoline and
other petroleum products refined from the higher
priced imported crude could rise as much as 5 cents
per gallon (controlled domestic oil will stay at
the same price).
The total tax package and decontrol would ultimately add
about $4 a.barrel (10 ,cents per gallon) to the average
costs of all produc·ts.

'I

Q.

What are the limits to the President's power to
institute a fee?

Q.

A.

The President may impose a fee in response to a
national security finding and should be established
at that amount sufficient to offset the threat to
national secur.ity.

A.

Q.

What additional actions are you asking from Congress?

A.

In conjunction with the establishment of the fee, we are
asking Congress' f9r....an -excise t:ax on domestic· crude oil
. (and will maintain a fee on all ·imports),. the decontrol of
old. crude oil, deregulation of new natural gas, windfall
profits·:tax, and a natural gas excise tax.

Q.

What are the differences between a tax, a fee and
a tariff?

A.

All three are charges which can be used to produce
. revenue and all three have the effect of reducing
demand: The differences lie in the source of
authority to levy the charge. A tax must be levied
by Congress for the purpose of raising domestic
revenue. A tariff is a charge against imports and
must also be authorized by. the Congress. A fee is
also levied on imported material but may be set for
non-revenue purposes and need not be legislated.

Q.

How much oil will the combined tax/fee program save?

A.

The overall tax-package will save an estimated
1.6 MMB/0 in 1977 and about 1.0 MMB/0 in 1975.

Q.

Will there be rationing?

A.

No, not unless another emergency embargo situation
necessitates it.

Q.

Why not?

A.

Rationing will not solve our long-term problems
and will create severe energy disruptions in lifestyles and would require a large bureaucracy to
administer.

Q.

wouldn't it be better to reduce demand by imposing
import quotas instead of raising prices through a
fee?
No, it would not. Import quotas can cause disparities
in the marketplace by mandating specific, allowable
levels of products into the country. By raising
prices via.a fee, the individual consumer can
determine in what areas to conserve. While we are
not considering the use of import quotas at this
time, we will submit legislation requesting the
authority to use tariffs, import quotas or other
measures to achieve energy price levels necessary
to reach our croals. The Messaqe stated that Presidential
power to limit oil imports would be used if necessary.

·What is the effect of decontrolling domestic old
oil?

A.

Prices on the domestic market will rise to meet
world oil prices, and oil industry profits will· also
rise. This is why we m~st have immediate enactment
of a windfall profits tax - to preclude this from
happening.

Q.

Why are you req1,1esting the deregulation of
natural gas prices?

A.

I want to let the free market work to the maximum
extent possible. The deregulation of natural gas
prices will greatly encourage higher production
levels in the long run. As you know, we are
currently faced with a natural gas shortage of
14 percent for this winter. In the short run,
higher prices will serve to lessen demand and will
therefore mitigate the severity of this projected
shortage.

Q.

Isn't the ultimate effect of this action going to
be increased prices tothe consumer?

A.

Yes, this will be the effect. we estimate that
the typical monthly natural gas bill-to the
consumer would increase by about $8 by 1985. The
alternative to deregulation is less natural gas
and higher costs for other fuels, such as petroleum
and electricity.

'
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Q.

How much will natural gas prices rise in the next
few years?

A.

We estimate that, as a result of deregulation, the
average natural gas prices will rise from 31¢/mcf
in the interstate market in 1.974, to 35¢/mcf in
1975; 38¢/mcf in 1976; and 41¢/mcf in 1977. The
average national natural gas price will be higher,
because intrastate gas is not controlled.

NAVAL PETROLEUM RESERVES
Q.

What is your specific proposal with regard to the
Naval Petroleum Reserves?

A.

There are two ·proposals involved. We have asked
Congress to permit production of the Elk Hills,
California, Naval Petroleum Reserve (NPR-1} under
Navy control and are submitting legislation to the
Congress to authorize the exploration, development
and production of NPR-4 in Alaska. The oil produced
.from NPR-1 would be used to top off all Defense
Department storage tanks with the remainder to be
sold at auction or exchanged for refined petroleum
products used by the Department of Defense. The
production from NPR-4 would nrovide petroleum for
the domestic economy as well as for defense needs •

The estimated market clearing price for natural
gas is 99¢/mcf, and would be reached by 1985.
Q.

A.

Q.

A.
Q.
A.

Q.

A.

Why are you placing an excise tax on domestic
natural gas?
The excise tax on natural gas will approximate the
excise tax and import fees on oil on a Btu equivalency
. basis. It will also inhibit preference for natural
gas over oil. This tax will reduce the curtailment
problem and lessen negative employment effects.
How much will the production of qld oil be stimulated
by price decontrol?
·
We estimate that price decontrol could result in
an additional 1-2 MMB/D of crude oil production in the
next 3....,4 years.
What are the advantages of an import fee over a
gasoline tax?
import fee covers all crude and product imports
and spreads the effects of demand reduction more
evenly than a gas tax. The gasoline tax would have
to be very large to save an equivalent amount of
oil -- at least 30¢ per gallon -- and it would
severely affect the already depressed automobile
industry and numerous related industries.

An

Why doesn't the Administration provide pr~ority treatmen~
in domestic production of crude oil relat~ve to the levy~ng
of tariffs and excise taxes? For example, the fee on
imported crude could be $2.00 per barrel, whereas, the.
domestic excise tax would be at $1.50. Won't such a7t7on
encourage domestic exploration as a result of an add~t~onal
financial incentive?
The immediate import fees will raise the prices of imports
relative to domestic production. In the long-run, and at
the margin, decontrolled domestic crude would ~ise to ~he
same selling price as foreign crude, and any d~fferent~al
in taxes would probably only result in additional profits.
Further, decontrol of old oil and higher prices should
provide sufficient incentives to produce.

Q.

Who will have Government authority for developing
NPR #1?'

A.

I have asked the Cougress to permit production of
the Elk Hills Naval Petroleum Reserve under Navy
control.
·

Q.

How quickly can NPR-1 and NPR-4 be brought onstream?

A.

NPR-1 can produce 160,000 barrels per day within a few
months and 300,000 barrels per day by 1977. NPR-4 will
take longer to produce as exploration and development
must first. take place. ·

Q.

Can we use the Trans-Alaska Pipeline to move NPR-4 oil?

A.

No. North Slope oil production will fill the capacity of
the Trans-Alaska Pipeline and thus new transportation
facilities will be needed for NPR-4.

Q.

What is the time frame and cost involved in retrieving
oil and gas from NPR-4 in Alaska?

A.

The development of NPR-4 will require several years
and production is not expected before 1982 at the ea~liest.
The cost would be more than $400 million if exploration is
done by the Government. If any part of NPR-4 is leased
commercially, revenues could more than offset costs. rt
is estimated that about two million barrels per day can be
produced in NPR-4.

-OUTER CONTINENTAL SHELF PRODUCTION

MID-TERM PROGRAM

Q.

How do you know there are sufficient quantities
of oil and gas in the Outer Continental Shelf to make
its development worthwhile?

A.

We don't know for sure that there are sufficient
quantities for development although geological formations
indicate that there may be. We ·are reaffirming our
intention to continue an aggressive exploration and
development policy.

Q.

What will be done to insure that the environmental impacts
of oil and gas development in the OCS and other frontier
areas will be kept to safe levels?

A.

We already have an extensive body of law desi~ned
to protect thes.e areas from unacceptable levels of
environmental damag~ and a whole new level of technology
(environmental monitoring protection) has been developed in
response to these new laws. In the field of oil and gas
developmen~ technical procedures and equipment are now in
use designed to prevent oil spills and to minimize and
control them once they occur. In addition the development
of environmental baselines and the requirement to monitor
the sites under development insures that any adverse effects
will be detected early to allow proper and effective
counteraction.
·

n

The Council on Environmental Quality conducted an extensive
study of oil· and gas exploration in the offshore areas of
the U.S. and concluded that with proper safeguards, these
areas can be safely developed. The Department of the Interior
has now adopted literally all of the recommendations of
the CEQ report.
In addition, new .funds are being requested for coastal
zone management to investigate and develop further the
additional safeguards needed to protect our environment.
Of course, before any leasing of frontier areas is done,
there,will be extensive public hearings and environmental
impact statements to advise the public of the safeguards
being taken.
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DOMESTIC PRICE UNCERTAINTY
Q.

A.

How would you determine when our vulnerability to
pressure !rom oil exportinq countries i~ hiah~
enough to make a price floor or other measu~e desir.AhJ.e?
Our vulnerability becomes unacceptable when our e~pected
level of imports could not. be completely replaced by
emergency storage and standby actions.
If the price
of imported oil declines considerably, demand for oil
would increase and import levels would get much higher.

Q.

What is the difference between a quota and a price
floor on imports?

A.

A quota is designed to restrict the actual amount of
imports into the country while a price floor sets a
minimum price for imports so that domestic fuels will
remain economically competitive with foreign sources.

Q.

Wouldn't price floors maintain oil prices you have
claimed are exorbitant?

A.

We would have no intention of setting a floor price at
current world oil price levels ($11-12 per barrel}.
Rather, price floors could conceivably be set at a
significantly lower level and still keep traditional
domestic sources economic.

CLEAN AIR ACT AMENDMENTS

y~ur

Q.

Will the Clean Fuels Deficit be eliminated by
proposed energy actions?

A.

Yes. The Clean Fuels Deficit is a term used to
describe the potential.sl:J.ortage of low sulfur coal
needed to meet emission limitations in 1975 and
beyond. This shortage of low sulfur coai was at one
point estimated to be as high as 200 million tons by
mid-1975. The alternatives to these actions would be
to curtail coal burning, thereby curtailing electric
energy generation, or to import low sulfur oil to fill
the ·low. s:ulfu..I:::c;gal g~p~; thereby_ increasing_ our . oil l
imports. The actions I propose include voluntary ·
revision of State emission limitations, implementation
of supplementary control systems and extensions of
compliance deadlines to eliminate this problem.
By rel~xing }auto emission requirements, aren't you
letting the auto industry off the hook and at the same
time lowering the quality of our air?

A.

No. We are actually moving to a tougher standard
than now in force.
I would like to emphasize that
compliance with the legislative standards will still
be required and cleaner air will thus be achieved.
The interim standards set carbon monoxide and hydrocarbon emissions at the current California levels
(9.0 grams and .9 grams per mile respectively} and
NOx emissions at 3.1 grams per mile for all States
except California, where 2.0 grams per mile will still
be required.
Thus, the quality of our air will not be
significantly impaired nor will we be retreating to the
uncontrolled emission levels allowed before the passage
of the Clean Air Act.
The proposal to extend the time required to comply
with the original 1977 auto emission standards is
based.on the need to balance fuel conservation with
the Clean Air Act requirements; simply proceeding with
the present schedule for emission controls would have
involved the additional consumption of 1 1/2 to 5 1/2
, billion gallons of gasoline per year by 1980. By
extending the time required to comply with the final
emission limitations we achieve fuel conservation in
the form of a 40 percent fuel efficiency improvement .

.
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Q·

What are your plans for stack gas scrubbers?

Q.

A.

certainly some types of scrubbers have not reached
the level of effectiveness that other designs have
reached. However, scrubbers will play an important
role in our future expanded use of coal. By 1985,
we expect that all plants which need scrubbers will
have them.

It has been reported that the delays you prop~se in
auto emission requirements represent a deal w1th Detroit
to gain your 40% fuel efficiency goal -- is this true?

A.

No there is no deal involved. But this action is a
re~ognition of the\technical limitations that now exist
in trying to meet both the auto emission requirements
as they presently exist and the 40% increased fuel
efficiency goal. By allowing for the d7lay w7 are
providing for a more gradual and le::;;s d1srup~1ve
development of emission control equ7pment wh1l7 ~t the
same time achieving a 40% increase 1n fuel eff1c1ency.

Q.

Won't the Clean Air Act (CAA) and the Energy Supply
and Environmental Coordination Act (ESECA) Amendments
which you are proposing mean a retreat from our present
efforts to clean the nation's air?

A.

No, it will not. There will-be a delay in achieving
certain standards but the commitment remains firm.
The purpose of these proposed amendments is to facilitate
the use of coal thereby reducing our dependence on
imported oil and to resolve the clean fuels shortage
created by the unavailability of low sulfur coal and
stack gas scrubbers. In no way are they intended to
trade off our environmental needs for some quick energy
solutions.

Q.

How will your plan to convert electric utilities from
oil to coal affect air quality?

A.

There may be an absolute increase in air pollution
as a result of converting from oil to coal but the
burning of coal itself will not adversely affect air
quality since all coal conversion candidates will
have to develop plans for complying with primary
air quality standards. These plans must be approved
by the Environmental Protection Agency before conversion orders may be placed· in effect. In certain
instances, an oil burning facility required to convert
to coal may have difficulty obtaining the necessary
low sulfur coal or pollution controL equipment. Such
facilities will not be converted unless they can comply
with ambient air quality standards which protect health.

'::,1

STRIP MINING LEGISLATION
Q.

A.

How will your proposed strip mining bill differ
from the proposed· bill which Congress developed
and you vetoed?
On December 30,.1974, I gave my objections to the
strip mining bill proposed by Congress. The
Congressional bill would have resulted in a
reduction in coal production, and also contained
too many vague and unclear requirements that could
.have led to an extensive litigation between the
Federal Government and various private interest.
groups. The bill I will propose will be similar in
.many respects to the bill developed by,Corigress
but amended to minimize these objections.

COAL LEASING AND PRICES
Q.

Why do we need increased coal leasing in the
United States?

A.

In order for the nation to meet the goals I have
announced, we must act quickly to remove constraints
and provide new incentives for domestic production.
We must focus our production capability on coal as it
is our most abundant domestic resource. The Federal
Government owns over 200 billion tons of coal reserves,
but only 6 billion tons are currently scheduled to
support production by 1980. Thus, we should move
ahead to design a new program of coal leasing and
should speea up proauct~on tram these leases, providing the environmental impact of these actions
is acceptable.

Q.

What was the effect of the United Mine Workers strike
on coal prices?

A.

Coal prices rose substantially on the spot market in
anticipation of and during the UMW strike. The cost
of the new UMW contract will add approximately $2-3
to the price of a ton of coal in 3 years. Other factors
continue to exert upward pressure on coal prices, the
most notable of which is the return to the use 'of less
expens:ive coal in place of 'higher priced oil by electric
utilities.

Q.

Even though the reserves are there, can th~ coal industry
produce as much coal as we need in the short term?

A.

If we eliminate the uncertainties surrounding coal
production, we can substantially close the gap betwetn
coal supply and demand. The program I have outlined
addresses all these uncertainties (stripmining legislation, coal leasing, Clean Air Act implementation,
oil import policy, natural gas pricing policy and
electricity demand) and should serve to assure an
increased production of coal. We may not, however,
be able to assure that coal production meets our
demands in the very near future due to the current
high oil prices and the shortage of natural gas which
heightens coal use. Increased coal production is also
constrained by manpower and equipment shortages in
the short term.

'
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ELECTRIC UTILITXES
Q.

A.

What legislative· changes are you proposing for
electric utility rate structures?

Q.

Why are you proposing rate increases in a time of
double-digit inflation?

A.

The increases in cost of electricity must be paid
either directly by consumers, or indirectly through
Government subsidy.
Direct increases will cut back
demand and reduce the overall increase required.
A Government subsidy, on the other hand, means that
everybody pays, whether they use more or less.
Therefore, price increases for electricity will
assure that those who use more, pay more.

Q.

I'm using less electricity but paying more.

A.

Under last year's unusual circumstances (unprecedented
oil price increases) the average per unit cost of
electricity to industry rose 55 percent and 20 percent
to residential consumers.
This increase was so large
that i t offset most efforts to cut consumption.
Rates should not increase as fast this year.

Q.

Isn't the electric utility industry already making
record profits?

A.

Profits did increase through 1973.
However, in 1974,
they began to decline.
For the first three quarters
of 1974, aggregate profits for the utility industry
declined by about 7 percent from those of the equivalent
period of 1973. The critical issue, however 1 is that
investor-owned electric utilities are now earning
less than three times their total interest charges.
A number of utilities are only barely meeting statutory
requirements for interest coverage.

The legislation we are proposing will require state
regulatory authorities to permit the utilities under
their jurisdiction to generate sufficient revenues
to cover costs during a period of rapid inflation
and heavy capital expansion requirements.
Three of tJ:le provisions, including the cost of construction
work in,progress .:in.therat~_base.mandating- fuel adjustment
pass-tl)roughs,-and setting a _5 month ma~imum processing
time fOJ:' regulatory hearings, would require all-authorities
to adopt- procedures that are now being used in many
jurisdictions.
The off-peak pricing proposal would prevent authorities
from limiting electric utilities in their efforts to
increase r~venues by selling more power· during slack
demand per~ods.,

Q.

You said you would take further actions to aid electric
utilities if necessary.
What actions do you anticipate?

A.

At-this time, more than 60 percent of all planned
nuclear plants have been delayed or cancelled.
The
Energy Resources Council will be working with the
utilities and, if warranted, we will propose additional
measures to get these plants going again.

Q.

Many of these proposals will lead to increases in
utility rates. _How large will these increases be?

A.-

The_inclusion of Construction Work in Progress in
the rate base would add about 11 percent a year to
prices and the limitation on rate decision delay
would add about 5 percent next year, and probably
less thereafter.
The other proposals would add
1 to 2 percent to rates.
In all, for the first full
year in which the charges would take effect, the
additional increase would be almost 20 percent.

Why?

Q.

How do you intend to monitor what electric utilities pay
for f~el to make 7ure they are trying to be as costconsc~ous as poss~ble?

A.

Our pr~posal calls for the appropriate local regulatory
author1ty to allow a justified fuel pass-through.
It
will continue to be the function of that authority to
oversee these regulations.

Q.

If investor-owned utilities are unable to remain
solvent without Federal intervention, why aren't
you proposing public ownership at the State/municipal
level or nationalization?

ENERGY FACILITY SITING
Q.

What will the role of the States be in energy
facility siting?

Public ownership as a solution implies that such
ownership can solve the problem more cheaply.
However, there is no consensus that publicly owned
power is cheaper than privately owned power in the
United States, except to the extent that it receives
subsidization through cheaper capital and lower taxes.
Such subsidy would tend to stimulate consumption
relative to private ownership, and would be more
expensive in the long run.

A.

Under the proposed facilities siting legislation,
States will be required to develop and submit
comprehensive management plans to the FEA for the .
siting and construction of needed energy facilities
within their boundaries. Each management plan will
have to be approved by the FEA before State implementation
may begin.

Q.

What if FEA.does not approve a plan?

Q.

Aren't you suggesting an infringement of states'
rights?
Isn't this unconstitutional?

A.

If a State fails to formulate an acceptable plan,
the FEA Administrator may promulgate an energy facility
management program for the State to administer.

A.

While regulation of utility rates has traditionally
been under State jurisdiction, the interest of the
country as a whole is at stake.· Specifically,
the
Interstate Commerce Clause gives the Federal Government
the authority to regulate activities that affect
interstate commerce - and i t has been determined that
consumption of electricity does affect interstate
commerce. Most of these proposals are not new·and
already exist in many states. What we propose will
establish uniformity across the nation resulting in
more equitable treatment of all public utilities.

Q.

Can a State veto an FEA promulgated plan?

A.

No.

Q.

Will the bill authorize FEA to overturn a State
decision on a particular site application?

A.

No.
If a State fails to comply with the plans
requirements in a particular case, the applicant
may seek relief in the courts.

A.

!
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ENERGY CONSERVATION
Q.;.

A.

Q.

Are the specific conservation measures you've proposed
tough enough to provide the petroleum demand reduction
necessary to achieve the import goal in 1977?

If energy efficiency improvements in the home
effectively reduce fuel costs, why is a tax credit
needed for thermal improvements?

A.

More and more Americans are highly mobile and do
not remain in the same house for long periods of time.
Because of this factor, and because it may take a few
years to make thermal insulation pay off economically,
a tax credit will encouraqe homeowners .to insulate now
regardless of how long they reside .~in. the same house.

Yes, they are. We are setting a goal to reduce imports
by 2 MMB/0 by the end of 1977. The savings from
increased taxes and import fees amounts to 1 .. 6 MMB/0
·whlle coal conversion will bring an 0.3 MMB/0 oil saving.
The development of Elk Hills Naval Petroleum Reserve
will allow us to cut another 0.3 MMB/0 from our import·
needs and additional conservation programs (public
information, auto efficiency standards, tl:termal sta.ndards,
voluntary appliance standa~ds) will save even more.
Why do we need long term conservation measures if;
a~cording to the Project Independence Report,
accelerated development of our supplies alone will
lead us to energy independence in 1985 if oil prices
stay at $11 per barrel?

need

A.

We
long term conservation goals specifically
because we do not expect that the future price of
world oil will be ~~~ ana we do not want prices that high.
Since the world price may drop considerably below $11
per barrel, we must make sure that the resulting
increased demand will not increase our i~ports. We
also need to stop using energy wastefully and to
preserve our limited oil resources as much as possible.

Q.

Will the conservation program you proposed result in
attainment of the goal of one million barrels per day
savings in imports for 1975 that you established in
your energy message to Congress in October, 1974'?

.

A •.

Q.

.

Yes. If it is all carried out -- higher prices
resulting from the tariff and excise taxes, combined
with the comparatively smaller immediate effects of
specific conservation measures, such as the expanded
conservation education program, the development of ·
the Elk Hills Naval Petroleum Reserve, and coal
conversion should provide us with at least one million
barrels per day savings in projected imports by the
. fourth quarter of 1975.
However, attainment of this very near term goal is
not enough. Our attention must turn to the far tougher
goals of reducing our vulnerability to.f6reign .supply
curtailments through 1977, and eliminating it by 1985.

Secondly, because the economics of insulation do
not pay off quickly, homeowners will have to pay
higher first costs. In this period of recession
many will find it difficult to pay higher first costs
and a tax credit will help.
Q.
A.

Has the 55 m.p.h. speed limit been effective?
Yes. Lower speed limits are directly attributable
to lower death rates on our highways and is a
factor in reduced gasoline consumption. As you
know, the President just signed into law a bill
making the 55 m.p.h. speed limit a national
mandatory limit for interstate highways and urges
all State Governors to vigorously enforce this
·limit.

Q.

What steps are you taking to assure that conservation
goals are met by industry?

A.

Members of the Administration have been meeting with
industrial leaders on a regular basis to work out
programs of industrial conservation. We are receiving
commitments from these industries to conserve more
energy and I am confident that industry is prepared
to conserve as much as possible. If savings are
not achieved by voluntary means, however, mandatory
m~asures will be considered.

Q.

Will the mandatory thermal standards delay recovery
for the construction industry anticipated during the
second half of 1975?

A.

Since the mandatory thermal standards proposed will
take six months to formulate, and subsequently will
be implemented in a phased program over three years,
this conservation action should have no impact on
the recovery of construction expected during 197?.

Q.

Why did you decide against mandatory appliance
standards?

A.

As in the case of automobile efficiency standards,
before the Government should intervene in the marketplace, industry should be provided an opportunity
to demonstrate that it can act responsibly and responsively
to the higher value on energy. For this reason, we
·have allowed a short period for industry to voluntarily
institute measures to increase energy efficiency in
appliances and have asked the Energy Resources Council
to work with industry to establish the voluntary standards.

Q.

lihy haven't you initiated any new public transportation
programs?

A.

We are already doing a number of things to sti.mulate
use of mass transit, including a rapid increase in
funds for its development. Additional actions have
not been taken because they would only result in small
additional savings of energy.

Q.

Do you think your total energy program places as much
emphasis on conservation as it does on resource
development?

A.

Yes. The program being proposed is a tough mandatory
energy conservation program and relies_heavily on conservation to reduce imports in the short-term.

EMERGENCY PLANNING MEASURES

EMERGENCY STORAGE

Q.
A.

What kind of specific authority are you requesting
with regard to emergency storage?
We are requesting authority to create and maintain
a strategic reserve capacity of more than 1 billion
barrels of petroleum and petroleum products and the
authority to determine under what circumstances and
to what extent those reserves should be used during
emergency situations. This is sufficient to provide
3 million barrels of oil per day for a full year.

Q.

Why would oil be stored in salt domes located in
the Gulf Coast, when other regions are heavily
import dependent?

A.

Suitable salt domes provide inexpensive storage
facilities and are located near crude oil distribution centers, refineries, and transportation·
facilities. Thus, during an embargo, oil stored
in salt domes will be readily available to all
sections of the country at equitable cost.

Q.

How will the military b·e provided for in the event
of another embargo?

Q.

What is the benefit of a storage program to safeguard
against an embargo if it won't be operational until
1980?

A.

Of the 1.3 billion barrels of petroleum emergency
storage capacity, ,300 million barrels will be reserved
for national defense needs in case of an emergency.

A.

While it is true that a storage program won't be
fully operational before 1980, it will provide some
protection between now and then as stocks are
gradually accumulated. Further, we will need the
protection provided by a storage program after 1980,
as the nation will continue to be dependent upon
foreign imports to meet some portion of its energy
needs. During this interim period, we will continue
our efforts toward stringent conservation by all
consuming nations.

Q.

Won't petroleum for storage have to be purchased
from high priced foreign oil?

A.

No. We will not purchase significant quantities
of oil for at least a couple of years, at which
time prices may have broken. In addition, ou~
strategic reserves will be partially filled from
domestic sources.

Q.

Will we store all the oil in salt domes, or will some
be stored in conventional tanks?

A.

The type of s.torage facility, location c;nd the mix .
of crude oil and product to be stored w.1.ll be determ.1.ned
in a report to Congress one year after enactment of the
Strategic Reserve Bill. However, preliminary studies
indicate that crude oil will comprise the majority of
the reserve and will be stored in salt domes, although
there will probably be selected product storage in
steel tanks.

Q.

How will the program be financed and will the ownership be public or private?

A.

We have not firmly established yet how the program
will be financed or who will own the storage facilities.
These questions will be fully explored later in the
planning and engineering stage.

Q.

What products will be stored - crude as well as refined
products?

A.

We currently anticipate that we will store predominantly crude oil, although there will probably be
some storage of petroleum products, mainly for the
needs of the Northeastern part of our country. The
specific amounts of each type of storage will be
determined in the planning stages.
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STANDBY AUTHORITY

Q.

What kind of standby authority are you asking for?

A.

The main features of the proposed legislation to
deal with emergency situations are:
to allocate and control the price of domestic oil;
to ration end use of energy directly if necessary;
to implement energy conservation programs;
to increase domestic oil production and allocate
supplies of critical materials.
to regulate and control pet~oleum inventories .
. This legislation will also contain authority for
the U.S. to comply with the International Energy
Program requiring international sharing of oil in
times of emergency.

Q.

Why-are you asking Congress for standby energy
emergency authorities?

A.

In an emergency situation, such as an embargo, the
President should have the authority to act quickly
and effectively to minimize the impact on this
country. Furthermore, standby conservation authority
is one of the requirements of the International Energy
Plan. I must emphasize, however, that this is "standby"
authority to be activated only in a time of crisis.

LONG-TERM ACTIONS

!I
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RESEARCH AND DEVELOPMENT

Q.

What are you doing about solar energy development?

A.

Federal funding for solar energy R&D has climbed from
approximately $3 million in FY 1972 to approximately
$50 million in FY 1975. The recently enacted Solar
Heating and Cooling Demonstration Act of 1974 provides
an additional $60 million over five years for
developing and demonstra~ing solar heating and cooling
technology. Planning is well underway to implement
this program. The Solar Research and Development Act
which was also just recently ena~ted authorizes another
$75 million in FY 1976 for solar energy R&D. The
Administration is continuing to review the requirements
of the program to determine the appropriate level of
funding that can be usefully spent over the next five
years to develop solar energy technology.

Q.

What·are your specific proposals with regard to
increasing nuclear R&D?

A.

Nuclear energy holds great promise in satisfying our
energy demand. Unfortunately, it now accounts for only
1% of our energy needs due to technical problems,
construction delays, and other bottlenecks which have
slowed its progress. We are markedly increasing the
budget appropriation for nuclear waste disposal and
for. continued improvements in safeguards.

Q.

Will your Synthetic Fuels Commercialization Program
encourage oil shale development at the expense of the
environment?

A.

No. The program could lessen environmental impacts
if we can learn to commercialize cleaner types of
production, such as in-situ processing of oil shale.
In addition, one of the important purposes of this
program will be to investigate and determine the
environmental problems associated with synthetic fuels
development and to identify the solutions.
Only when we have developed commercially useable
technologies which are environmentally acceptable
-.will we proceed to the final step of full conttnercial
implementation.

Q.

Many environmentalists are concerned about the
development and use of the nuclear breeder reactor
what is the Administration's position on this issue?

A.

We have continued support of an expanded R&D program
for breeder reactors and will spend over $500
million in FY 76 to answer some of these questi?ns.
All projections indicate that nuclear power will
become an increasingly important source of electric
power generation. However, for such growth to occur,
nuclear fuel will need t.9 be readily available, for
our supply of economically available domestic nuclear
·fuel .is limited. Thus, we must supple~ent this domestic
supply by developing other supply sources.
The breeder reactor is one such supply source.
. Other sources of nuclear fuel and other methods for
nuclear power generation are also being investigated.

Q.

What role will ERDA play in achieving these goals?

A.

ERDA's mission is to develop ways of using solar
energy, geothermal energy, nuclear power, coal
gasification and other new or undeveloped energy
sources and will play a major role in achieving our
long-term goals.

ECONOMIC IMPACT

Q.

What impact will be made on the Federal budget by
those programs propos.ed within the energy message?

A.

There will be very small budget impacts in FY 75.
In FY 76 these programs could increase Federal·
obligations by 100-200 million dollars, mostly for
conservation and facility siting programs, but of
course those are more than offset by the revenues
raised by the conservation tax measures.
The emergency storage program will be financed from
a special ·fund which will utilize revenues from Naval
Petroleum Reserve production:.:

ECONOMIC IMPACT

Q.

The Administration expects prices of energy and
energy-intensive goods to rise, and plans to
offset the impact by reducing income taxes. Won't
this affect individuals and income groups differently?
Will low-income households tend to be affected more?
How does the Admin:i.stration plan to assist low-income
households?

A.

Individuals and income groups will be affect·ed
differently by these proposals. What we can do and
are doing is to provide a level of tax relief that
will stimulate the entire economy for the benefit
of all citizens. These tax cuts proposed by the
Administration will provide relief to low-income
households.
In addition a rebate of $80 per adult
will be provided to individuals whose incomes are
so low that th~y do not pay taxes.

Q.

What are the long run and short run effects of the
President's program on the regional costs of energy?

A.

While there will be some significant fuel price increases
in the Northeast, the uneven regional effects will be
dealt with through the existing cost equalization program
and lower product import fees.
In the longer term,
regional effects will be handled by decontrolling the
price of crude oil and thus eliminating any.petroleum
price differentials.

--------------------~·---~~--··.-·

Q.

What will the effects of the program be on the economy
in terms of inflation and recession?

A.

This program contains the balancing elements essential
to meet the problems inherent in the existing economic
environment. It will reduce our balance of payments,
increase domestic resource development, and encourage
recognition of the need for energy conservation and the
fact that energy is no longer abundant. This program
will produce higher prices in the short run which will
result in a one-time increase in inflation, but will
prepare us for dealing with future energy disruptions
which could be devastating to our economy.

Q.

Bow much will all your programs increase the average
family's bills in a year?

A.

This program is estimated to increase the average middleincome family's energy budget by about $250 in 1975.

Q.

What will be the effect of this program on the dollar
outflow for oil?

A.

The United States spent $2.7 billion on petroleum
imports in 1970. This dollar outflow rose to
$23.6 billion in 1974. If no new actions are
initiated, we estimate the petroleum revenue
outflow to reach $32.1 billion in 1977 and $32.4
billion in 1985. With this program, we estimate
outflows to be $21.3 billion in 1977 and $12.0
billion in 1985.

INTERNATIONAL

'7

INTERNA'riONAL

Q.

How do you expect the OPEC producing countries to
react to your energy program?

A.

Most ~f the OPEC governments have urged on several
that the U. s. and other consumer countries
adopt policies to encourage conservation and more
rational energy use. Many of them have also suggested
that the industrial countries accelerate the development of alternative energy sources to reduce demands
on their non-renewable petroleum reserves. We believe
t~ese features of the President's program will be
v1ewed favorably by the producing countries as well
as by other importing countries.
occas~ons

Q.

Will we get any North Sea oil?

Mexican oii?

A.

While the United States will strive to achieve energy
independence, we will still have to import some oil and
will try to import from relatively secure sources. We
will pursue negotiations with Mexico and with North.Sea
oil producers to add imports from these areas.

Q.

Regarding Canada's decision to phase out exporting
crude to the U.S., what effect will this have on the
U.S., particularly on the Upper Midwest supply and
demand situation?

A.

Domestic refiners in the upper Midwest will be obliged
to obtain their crude oil from alternate sources. This
will probably require the construction or expansion of
pipeline capacity. Marketers in this region may be able
to obtain refined products from Canada should a crude
shortfall develop in the interim. Demand will be
unaffected unless a severe product shortage arises,
with its attendant gasoline lines and other inconveniences.
Careful planning and timing should enable the change in
supply patterns to take place with a minimum of
disruptions in product availability or price.

GENERAL

GENERAL

Q.

Do you believe that the National Environmental Policy
Act (NEPA) is a hindrance to the development of domestic
energy production?

A.

No, I do not. NEPA was promulgated to insure that
environmental concerns were considered in Government
decision making. Because of this new, major consi~eration,
decision making will in many instances take more t1me and
require more detailed review than was required in the p~st.
However, this process should ensure that the 7nergy proJects
selected will maintain the quality of the env1ronment.

Q.

What would be the projected profit picture for the oil
industry this year if a windfall profits tax were enacted?
If one were not enacted?

A.

Either way, we estirrate that profits will be relatively
constant this year.· If we maintain price controls but
do not enact a windfall profits tax, we can expect industry
profits to remain stable.
If we decontrol old oil and
enact a tax, we can expect a small decrease in profits from
last year's levels.

Q.

What are you going to do about getting New England
to build refineries?

A.

The'Administration intends to encourage refinery
construction in all areas of the country and partic~larly
in those in which there is a.significant refining deficit.
In New England, for example, it would be beneficial to
have refining capability now and particularly if Atlantic
ocs production begins. Refineries in that area could
offset New England's extensive reliance on product imports
and could create jobs.

Q.

Why do we say that independence and self-sufficiency can
now be attained in 1985 rather than 1980 as was earlier
announced by President Nixon?

A.

After a thorough review of potential domestic supply
and demand for all fuels, on a regional basis, we have
concluded that independence by.l980 cannot be attained.
The lead-times for exploring and producing oil from new
sources and for constructing new facilities is too great
to expand domestic supply sufficiently.

Q.

How can you propose great increases in resource
development when it is a fact that there are acute
shortages of materials and equipment throughout the
economy?

A.

At present, many categories of steel products, plate
and tubular goods are in short supply. There is little
that can be done to accelerate supply in the next 2-3
years and that is why this program concentrates on
reducing demand. Within the 1975-1985 time period,
however, new capacity will come on-stream and the
problem will be eased.

Q.

In compiling your energy message, whose statistical data
did you rely on -- industry or government?

A.

Ours. One of the real achievements in the last year
was growth in the capability of the Federal government
to provide its own energy data. The analyses in this
program were developed by the government using its own
reporting systems and analytical tools.

Q.

What can the public do to contribute to the success
of your program?

A.

I am hoping that all Americans will support this program
in every way possible. The most significant contribution
the average consumer can make is in the area of energy
conser:ation --by installing thermally efficient insulation in their homes, by lowering thermostats, by driving
55 MPH and by driving less. The greatest contributions
will come when we all learn how to conserve which is why
I have requested an increase of $4 million in the government's public information program. We will try to explain
the rationale and effects of this program to all Americans
in the next several weeks.

Q.

What is the effect of the Trans Alaska Pipeline on
domestic supply plans and will it help the situation?
Are there any plans to speed up construction? What
about a second pipeline?

A.

The Trans Alaska Pipeline will supply more than 2 MMB/D
of domestic crude production, almost 20 percent above
current production levels. To assure rapid completion
of~the p1peline, the Administration has already given
priority to its requirements of equipment and materials.
A second pipeline could be constructed later if necessary.
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