
Solar Energy

(page 19)

CED quote: "Widespread use of solar and geothermal energy is even 
farther off (beyond mid-1980’s). "

Comment: If a system of new incentives is developed, solar energy 
could be in wide use in both commercial and residential construction 
much sooner.

Incentives: (1) Investment Tax Credit for solar collectors and/or

(2) Value of Collector not included as part of assessed 
value of property for tax purposes.

The lack of such incentives currently makes it highly undesirable 
for a home owner or corporation to make such an investment.

Solar technology exists and is the demonstration stages today.

Throughout the CED document, solar energy is only considered to be of 
practical value in the 1990 time frame. PBS feels that the hardware 
is available today and that with proper incentives could be in widespread 
use by 1980.



U.S. ENERGY GAP PROJECTED TO 1985, BASED ON SUPPLY AND 
DEMAND TRENDS PRIOR TO OIL BOYCOTT

Source: U.S. Congress. Joint Committee on Atomic Energy, Understanding the 
•‘National Energy Dilemma” (Washington, D.C.: U.S. Government Printing Office, 
1973), foldout '‘L."

Fi^UrG 1. U.S. self-sufficiency in oil ended by 1970. Although consump­
tion grew less rapidly in the United States than it did in the rest of the 
world, the nation was already consuming so much that each year’s incre­
ment was very large. The discovery of new domestic supplies of oil and 
natural gas barely kept up with the depletion of known reserves. Domestic 
production leveled off, and by 1968, spare capacity fell below the level of 
oil imports. By 1973, imports had grown to one-third of U.S. oil consump­
tion, and because consumption was growing more rapidly than production, 
the nation’s dependence on foreign oil continued to increase. Prior to the 
crisis of October 1973, it was projected that U.S. imports of oil and gas 
would be 11 million barrels per day by 1980 and 14 million barrels by 1985, 
or approximately half of U.S. oil consumption. Total energy imports were 
projected to be one-fourth of total U.S. energy consumption in 1985.
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Energy Independence 
□ and How to Attain It

the era of cheap energy has ended abruptly, with serious consequences 
both for the United States and for the rest of the world. Escalation of 
energy prices, massive and uncontrolled accumulation of financial assets 
in the hands of the oil-producing countries, and continuing vulnerability 
to another oil embargo gravely threaten the economic and political stabil­
ity of many nations. Strenuous efforts to conserve energy and to expand 
domestic production are clearly indicated as the basis for prudent na­
tional policy. Yet, a year after the embargo, the United States has only 
begun to get its house in order. It still depends on imports for almost two- 
fifths of its oil, or the equivalent of about one-sixth of its total energy 
supply.*

We believe that the United States must act immediately to minimize 
its vulnerability to the threat of another oil embargo. This implies that the 
United States must be able to forgo the use of most imported oil for an 
extended period if necessary. Achieving this goal will require changes in 
the American way of life, but these changes will have to be made if the 
nation is to protect its political and economic security (see Figure 1).

13



14

In order to reduce the nation’s dependence on imports, it is necessary 
to reduce the growth of demand (which can be done soon) and to in­
crease supply (which will take longer). In order to import less, the United 
States will have to devote considerably more of its labor, capital, and in­
tellectual resources to producing energy and less to producing other 
things. In addition to paying a higher dollar price for energy, this country 
will have to suspend or defer some environmental improvement and con­
sume considerably less energy than it would if energy were more abun­
dant. Conservation will not take place unless current patterns of energy 
consumption in industry, transportation, and homes are modified. Changes 
beyond those induced by higher prices will not be forthcoming unless an 
enlightened political leadership convinces the public that the benefits of 
energy independence are worth the effort. Moreover, the energy functions 
of the executive branch, Congress, and the regulatory agencies of the 
government will have to be reorganized if an effective policy is to be 
formulated and implemented.

U.S. energy independence will not, by itself, put an end to the en- 
ergy problem. The problem will persist for the extended period of Euro­
pean and Japanese energy dependence. However, the commitment to 
independence will strengthen the United States in its negotiations with 
the oil-exporting countries and will reassure its allies. Beyond these near- 
term advantages, a substantial change in U.S. patterns of consumption 
and production will go a long way toward easing the world’s transition to 
an era in which oil and gas are no longer the major sources of energy.

The purpose of this statement is to suggest whatji^ govern­
ment should take now in order^to meet the natiq^^ 
effectively withcnitcom^ basic objectives for~& of the
United States and its allies, jeopardizing a sound domestic and interna­
tional economy, or endangering the environment.*
~ A program to achieve independence will have to contain the many 
elements described in this policy statement. In summary, they include:

Developing practical storage capacity, reserve production capacity, and 
emergency conservation measures to weather disruption of import supply 
without undue economic consequences**
Continuing and increasing energy conservation measures that will reduce 
demand for energy
Stepping up research and development to improve efficiency in energy use 
Improving the domestic supply of oil, gas, coal, and uranium and of syn­
thetic oil and gas from oil shale and coal



15

Developing new technology that will provide alternatives for energy pro­
duction beyond 1990
Making organizational changes in government and in its relationship with 
industry that are necessary to carry out this Committee’s recommenda­
tions for bringing energy supply and demand into better balance.*

Priorities

Policies that can have an early impact by reducing demand or in­
creasing supply should be implemented immediately. At the same time, 
work will have to begin now on programs requiring long lead time if these 
are to be ready when needed.

The problem of establishing priorities is complicated by the extraordi­
nary uncertainty of the energy situation. The actions of the Organization 
of the Petroleum Exporting Countries (OPEC) are no more predictable 
than success in finding new oil and gas fields. ” Nor can technological prog­
ress with new forms of energy be made in accordance with a predictable 
schedule. Plans must remain flexible, and flexibility implies the simulta­
neous pursuit of many options and hence possible redundancy. Neverthe­
less, priorities must be set, if on no other basis than the time it will prob­
ably take to get things accomplished.

Energy conservation is the quickest and surest..patlLlCLreduced-im­
ports. * * * Driving less and at reduced speeds, improving the insulation of 
buildings, setting thermostats higher in summer and lower in winter, and 
monitoring industrial energy consumption closely have already had an 
impact and can make an even greater contribution in the immediate fu­
ture. The consumption of gasoline and the use of electricity in the third 
quarter of 1974 was essentially the same as it was in the third quarter of 
1973. Energy consumption was about 5 percent less in the summer of 
1974 than might have been anticipated a year earlier; significantly, this 
was after the end of the embargo and its associated fuel shortages. Part of 
this reduction in demand was undoubtedly a temporary cyclical response 
to the economic downturn, but much was a more permanent adaptation to 
higher prices. This recent experience indicates the potential for conserva­
tion; policy should be directed to encouraging this trend.

The first priority for energy conservation is the more efficient use of 
existing homes, appliances, automobiles, and industrial equipment. Over 
the longer run, as the current stock of buildings, transportation systems,



POSSIBLE PATTERN OF U.S. ENERGY SUPPLY AND DEMAND IN 1985 
TO HOLD IMPORTS TO 10 PERCENT OF TOTAL USE (quadrillion BTUs)

1972 1985

DEMAND
Residential and commercial3 13.5 15.5
Industrial3 17.5 23.5
Transportation3 18.0 25.0
Electric utilities 18.5 31.0
Nonenergy uses (e.g., plastics) 4.5 8.0
Synthetic fuel production — 2.0

TOTAL 72.0 105.0

DOMESTIC PRODUCTION
Oil

Conventional15 23.0 28.5

Synthetic — 2.0

Gas
Conventional 22.5 26.5

Synthetic — 1.5

Coalc 12.0 21.5
Nuclear 0.5 10.0
Hydroelectric, geothermal, solar 3.0 5.0
TOTAL 61.0 95.0

IMPORTS
Oil 10.0 8.5

Gas 1.0 1.5

TOTAL 11.0 10.0

TOTAL SUPPLY, DOMESTIC •

PRODUCTION AND IMPORTS 72.0 

I________________

105.0

Note: One quadrillion British thermal units (BTUs) equals the amount of energy pro­
duced by 172 million barrels of oil, 1 trillion cubic feet of natural gas, or 41.6 mil­
lion tons of coal.
aExcludes electricity.
^Includes natural gas liquids.
cDirect use plus energy for synthetic fuel production.

Sources: Data for 1972: Data Resources Incorporated Energy Databank; U.S. Depart­
ment of the Interior, Bureau of Mines, March 13, 1974, news release.
Data for 1985: A. H. Packer, S. Park, and W. Flaherty, "The Cost of Self-suffi­
ciency," CED staff paper (available upon request).
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How Curtailing Imports Could Affect Supply and Demand. An effective 
national commitment to energy independence will require both an increase 
In domestic production and restraint on consumption to reduce imports of 
oil and gas. This Committee proposes that the national goal should be to 
reduce oil and gas imports to no more than 10 percent of total energy 
consumption and to limit annual growth in demand to less than 3 per­
cent. The table Illustrates one of many possible patterns that might be 
adopted in order to achieve this goal. The numbers are intended, not as a 
forecast or a master plan, but as a quantitative description of what is possi­
ble if the nation devotes itself to the task.

The 1985 projection shows oil and gas imports to be 10 quads (qua­
drillion British thermal units), or a little less than 10 percent of total demand. 
This compares with the 1972 level, when imports supplied 11.0 quads, 
or 15.3 percent of energy demand. To offset this reduction in foreign sup­
ply, domestic energy production would have to be stepped up to an annual 
rate of increase of 3.4 percent, as compared with an annual growth rate of 
only 2.6 percent over the period from 1967 to 1972. Coal and nuclear 
sources now account for slightly more than one-sixth of total energy sup­
ply, but they would account for nearly one-third In 1985. Synthetic oil and 
gas would provide nearly 4 percent of domestic output.

The projection assumes an annual growth rate in energy demand of 
2.9 percent during the period from 1972 to 1985, compared with an average 
growth rate of 4.3 percent from 1967 to 1972. However, this growth rate 
still permits an increase in per capita energy consumption of almost 2 per­
cent annually, or about one-fourth more than the average for the last 
twenty-five years (but only two-thirds the rate for the last decade). A slow­
down of this magnitude in the growth rate of energy use need not bring 
about a corresponding reduction in the growth rate of employment or living 
standards, but the composition of both would have to change.

Limiting imports to 10 percent of energy consumption will achieve the 
objective of independence only if the country is able to manage without 
that 10 percent if It becomes necessary. The supply-demand balance 
shown in the table satisfies this criterion. During an embargo, oil consump­
tion could be cut back by 5 quads, chiefly from the transportation sector, 
and the additional 5 quads of supply could come from standby arrange-
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and energy-using devices is replaced, energy efficiency can be built into 
the economy permanently. Thej^ion# co
limit the average growth rate of energy consumption to less than 3 percent 
anfuuilly in a high-employment economy.9 Supply must increase more 
rapidly than demand. This is the only way in which the United States can 
reduce the import share of its energy needs and avoid the situation shown 
in Figure 1.

We do not intend to predict what supply or demand will be in the 
future, nor do we think it wise for the country to commit itself irrevocably 
to specific quantitative goals. But we do believe that an irrevocable com­
mitment to independence should be made. The general objective pULS. 
policies should be to reduce oil imports to no morethan^ of total 
energy consumption by 1985jmd to be able to rcithstand any embargo 
that might occur before then (See Table on page 16). This is what energy, 
independence means.

Although we are convinced that such a goal is attainable, we are 
fully aware that only determined and immediate action will bring it to 
realization in this span of time. It is therefore vitally important to distin­
guish between short-term, readily accomplished objectives and longer- 
term, potentially desirable objectives.

Before the middle of the 1980s, substantial increases in domestic sup­
ply can be expected only in those fuels and processes already in wide­
spread use: conventional oil, natural gas and coal, and electricity gener­
ated from coal and uranium. * * The contribution of new processes based on 
known technologies (such as synthetic oil and gas from oil shale and coal 
or energy from the next generation of nuclear reactors) will begin to be 
felt in the mid-1980s only if a crash program is undertaken immediately, 
finally, vvidesjm^uhjsec^ off,
and nuclear fusion is unlikely to supply a substantial portion of energy in-

ments to increase supply and switch fuels. This gives the United States the 
capacity to forgo imports from even secure sources of supply. If we are to 
share the shortage with other friendly nations, the capability to do without 
imports entirely may be necessary in order to make up the loss from the 
boycotting countries.
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this century.* Nevertheless, work must begin now if these technologies are 
to be available at the appropriate time.

Thus, U.S. priorities for increasing supply must be, first, to expand 
the supply of the familiar fuels; second, to introduce new processes; and 
third, to develop new technologies.**

Energy policy raises other complicated problems that are not cov­
ered in detail in this statement. One issue is the relationship between the 
investment requirements of the energy industry and the overall capital 
needs of U.S. industry. A second and related issue is the international eco­
nomic and financial implications of the high prices of OPEC oil. A third 
issue is the relationship between energy prices and inflation and the bur­
den that these put on low-income individuals. All three problems are cur­
rently under study by other CED subcommittees.

Sources of the Energy Crisis

The lifting of the oil embargo in March 1974 did not end the energy 
crisis. The fourfold increase in the price of Middle Eastern crude oil since 
the summer of 1973 has created another crisis for the United States and 
other industrial countries and potentially calamitous problems for the 
poorest countries. Moreover, there is no assurance that supplies will not 
be interrupted again; the disappearance of waiting lines at gasoline sta­
tions is no signal to relax.

Nor did the Arab embargo in the fall of 1973 initiate the energy 
problem. Even prior to this event, the need to adjust to the growing scar­
city of fossil fuels was becoming evident. The prospect of energy scarcity 
had been obscured during most of the postwar period because discovery 
of oil, in particular, exceeded consumption. The prodigious discoveries of 
easily accessible oil in the Middle East and elsewhere made world oil 
prices cheaper through the 1960s than they were a decade earlier. But the 
tide began to change in the last few years, at least partially because of the 
earlier drop in prices. World energy consumption grew at an average an­
nual rate of 5.7 percent during the period from 1967 to 1972, and oil con­
sumption grew even faster, as cheap oil replaced coal in Europe and 
Japan as well as in the United States. With the evaporation of spare ca­
pacity at the end of the decade, U.S. self-sufficiency also ended. The stage 
was now set for OPEC to exercise effectively the economic and political 
power afforded by their resources. (See “OPEC Leverage over World Oil 
Prices,” pages 20 and 21.)
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OPEC LEVERAGE OVER WORLD OIL PRICES .

Two-thirds of the free world’s proven reserves of oil are in the Middle East, 
and 40 percent of that is in Saudi Arabia. Moreover, it costs relatively little 
to develop and produce oil in that area (only $.20 a barrel in some places). 
Until 1972, the price of Middle Eastern oil was relatively low; thus, for secu­
rity reasons, the United States imposed oil-import quotas to maintain a 
healthy but higher-cost domestic industry in the face of low-priced foreign 
competition. But the era of low-priced oil was not to endure.

The first augury of change came in the 1960s, when the members of 
OPEC cooperated successfully in resisting a reduction of posted oil prices 
and proceeded to increase per-barrel royalty and tax payments. By 1971, 
this experience encouraged OPEC to determine world oil production and 
prices unilaterally. It was strengthened in this endeavor by the exhaustion 
of U.S. spare capacity, which had helped to offset the oil shortage that oc­
curred during the 1967 Arab-Israeli War. The Arab governments used em­
bargoes and production cutbacks to achieve political ends, and the OPEC 
members’ take per barrel rose from less than $1 in 1970 to more than $9 in 
1974. This increase and the almost certain dependence of much of the 
world on Middle Eastern oil for the next fifteen or twenty years created the 
energy crisis.

The country’s new environmental awareness was one reason why the 
end of U.S. self-sufficiency came when it did. Energy production and use 
inevitably have environmental consequences. Ten years ago, these conse­
quences were undervalued, and the environment suffered. The strenuous 
and necessary effort to correct this imbalance, however, cannot ignore the 
trade-off required: a cleaner environment requires more capital and labor 
to supply the same amount of useful energy. Normally, higher energy 
costs would have meant less consumption of the affected fuels. But in the 
case of oil and gas, environmental protection measures resulted in in-
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The benefits of U.S. energy independence must be evaluated In the 
perspective of an international strategy. In the highly unlikely event that the 
United States did not import any oil, OPEC exports might be reduced by 
one-fourth (based on pre-1973 projections). If the price of OPEC oil were 
responsive to the volume exported, then reducing U.S. imports would re­
duce world oil prices, which would further moderate the OPEC trade sur­
plus and the world’s balance-of-payments problems. However, the price of 
OPEC oil (especially from the Middle East) bears little relationship to its 
cost. Substantial quantities of oil can be profitably sold in the United States 
for $2 a barrel, less than one-fifth of the current price of oil delivered to the 
East Coast. OPEC could adjust oil production to maintain a target price 
irrespective of overall demand, as it did in the summer of 1974.

Moreover, the OPEC target price may be governed by the price of 
domestically produced U.S. oil. The more self-sufficient the United States 
becomes, the higher the price of domestic oil will be because this will re­
quire, for example, more expensive methods to find and produce oil. Thus, 
if OPEC decides to set its price equal to the U.S. price, a zero-import pol­
icy might have the paradoxical result of bringing about higher world oil 
prices than a U.S. policy of moderate imports would.

Although the price effects of a zero-import policy are ambiguous, the 
potential dangers of being unable to do without imports are clear. Depen­
dence on uncertain sources for an essential commodity means that there 
is no way to withstand a sudden increase in price; dependence therefore 
encourages price increases. This was the experience of 1973.

creased consumption. The shift away from coal that followed the passage 
of the 1970 amendment to the Clean Air Act and the delay in the intro­
duction of nuclear power meant a shift to oil and natural gas. At least ini­
tially, auto-emission-control devices meant less useful energy per gallon of 
gasoline consumed. Environmental concerns also reduced energy supplies 
by slowing efforts to drill offshore, to develop the Alaskan oil fields and 
gas resources, and to construct nuclear power plants.

The simultaneous onset of these three related developments (the end 
of U.S. self-sufficiency, OPEC cohesiveness, and environmental controls)
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set the stage for the extraordinarily rapid increase in' energy prices. The 
rapidity of these changes in energy economics means that reestablishing 
U.S. energy independence will be an expensive undertaking. The cost of 
independence will be high because the country was unprepared for the 
events of 1973. The United States did not bujM stockpiles, whe^ oil,.was, 
inexpensive, nor did it begin to bring supply and demand into balance 
when there was time to make the transition gradually. With hindsight, it 
is clear that this country’s capability to forgo uncertain foreign supplies 
should have been continuously maintained.

Policy Goals and Means

The energy crisis has four separate dimensions for the United States: 
first,1’the ihreat to U.S. foreigiTpolicy and military security arising from a 
potential embargo;* second, th^threat of continued worldwide inflation 
arising from a potential further escalation of energy prices; third, the 

^threat to the stability of the international financial system arising from the 
payments imbalance between OPEC and the oil-importing countries; and 
fourth, the-threat of recession following from the readjustment required 
by the energy shortage and the first three factors.

The United States cannot solve any of these problems by itself. We 
believe the United States should take an international stance on energy 
questions that is consistent with its leadership role in world affairs. Al­
though current U.S. dependence on uncertain foreign energy sources can­
not be allowed to persist in the hope that the events of 1973 and 1974 will 
not be repeated, neither can the United States withdraw completely from 
world trade in energy. Even if the United States could become self- 
sufficient in oil, it would need to import other essential goods and to fa­
cilitate payments by other oil importers through trade with them. More 
importantly, the world’s peace and security cannot be ensured by U.S. 
self-sufficiency alone.

Achieving independence will not free this nation from OPEC pres­
sures that could potentially be applied to other oil-importing countries. 
Although energy independence would undoubtedly lessen U.S. vulnera­
bility to political blackmail, the capacity to shut down Europe and Japan 
would still be a powerful weapon in the hands of the oil-exporting nations. 
If this country agrees to share energy shortages with its allies, as we be­
lieve it should, U.S. policies will have to reflect the continuing depen­
dence of the rest of the industrial world on OPEC oil. The United States

should also recognize that an international commitment to share the short­
age would make it more difficult for producers to threaten or to impose an 
embargo. *

K We endorse the steps taken by the twelve-nation energy coordinat­
ing group toward the development of an integrated emergency program 
to reduce consumption and share supplies if an embargo occurs. We 
would also welcome other multinational actions such as joint research and 
development programs. We recognize the risks associated with such a co­
operative response. A common policy means sharing the shortage if an 
embargo occurs. Cooperation means finding a compromise satisfactory to 
high-import countries (such as Japan), which import all their oil and use 
much of it for industrial purposes, and high-consumption countries (such 
as the United States), which have substantial domestic resources. An in­
ternational stance also implies avoiding exclusive bilateral arrangements 
between consuming countries and producing countries.

The current oil situation threatens to destabilize the U.S. balance- 
of-payments structure and the exchange rate of the U.S. dollar. This 
problem, like the security problem, will not be eliminated by U.S. self- 
sufficiency. An imbalance in the international flow of goods and financial 
resources is likely as long as the members of OPEC run massive current 
account surpluses with the rest of the world. It will inevitably require that 
the United States tolerate substantial current account deficits. The U.S. 
deficit will not be determined solely by its own oil imports or trade deficit 
with OPEC and is likely to be influenced more by the investment choices 
of the members of OPEC and the financial arrangements made to “re­
cycle” these funds? **

The most important determinants of the U.S. deficit on current ac­
count are likely to be world oil prices and the total quantity of oil im­
ported; more precisely, it is the money collected by OPEC members 
beyond their capacity to spend it. Therefore, an impoiiant objective of 
U.S. energy policy should be to moderate world oil prices and demand. 
The development of conservation techniques and of alternative energy re­
sources (such as solar and nuclear energy) that can be used throughout 
the world may be more important to U.S. payments balances than devel­
opment of resources that reduce U.S. dependency only.* * *

IThis policy statement will not deal with those recycling arrangements. However, the 
subject is under intensive study by another CED subcommittee in cooperation with 
CED counterpart organizations in six other countries.
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Energy independence will moderate but not eliminate either the risk 
of political blackmail or the balance-of-payments problem. Independence 
is worth the cost because it will give the United States and its allies more 
options and will thereby place a limit on the political and economic price 
that the oil-exporting countries can charge for their product.

A basic element of U.S. energy strategy must be flexibility. The win­
ter of 1973—1974 was especially difficult because options were not avail­
able. Substantial economic dislocation was the only alternative to import­
ing oil. A policy of independence would enable the United States to 
respond flexibly to changes in world oil prices and availability.

Forgoing imports entirely would be a mistake unless domestic fuels 
were less expensive. The additional capital investment required to attain 
complete self-sufficiency would be extremely large. Furthermore, substan­
tial imports are available from sources not likely to join in an embargo; 
and even if these imports had to be shared during an embargo, there are 
ways to mitigate the effects of a considerable reduction in oil imports. 
Moreover, the combination of U.S. flexibility and a tolerable level of im­
ports might encourage some oil-producing countries to lower their prices. 
In contrast, a policy of eliminating imports would mean that the lure of 
selling additional quantities (the usual incentive for price reductions) 
would not apply to the oil-exporting countries.

Government and Industry

The first policy question is the choice of goals; the second is the se­
lection of means. We believe_that ending this country’s dependence on 
imported oil requires a new partnership between government and indus­
try. Such a relationship must preserve the efficiencies of private enterprise 
and the market-price system while recognizing government responsibility 
for national security, equity, and environmental protection and for aiding 
overall economic growth/

Although we prefer the marketplace to the government in directing 
scarce resources to their most efficient use, unguided economic forces 
alone cannot be allowed to determine the production, consumption, and ^ 
price of energy. Some government guidance is necessary if only because ^ 
adequate and reliable energy supplies are required for the maintenance of 
economic and military security, both domestically and internationally. >

We believe that selective regulations or incentives will have to be /
employed to complement market forces. Increased reliance on higher/ makes progress towar^it^ goal of energy independence.

prices to reduce demand and to improve efficiency of allocation raises im­
portant questions of equity, especially because it raises producers’ profits 
and imposes new burdens on those consumers and businesses least able to 
bear them. The government will have to consider measures to help those 
who are most damaged cope with higher energy prices.

Government guidance is best provided in the American system by 
establishing an understandable set of rules and incentives within which 
the private sector can operate. In general, exploration, development, and 
allocation of energy among alternative uses will be determined most effi­
ciently if consumers and producers can respond to relative prices and 
profit opportunities. Government policy should ensure that its own actions 
do not prevent these signals from working and that the prices and profit 
opportunities lead to responses that satisfy national goals.

Summary 
of Recommendations

A broad range of actions will be needed to moderate demand and 
increase domestic energy production, including many changes at the fed­
eral, state, and local levels, if a coordinated policy is to be successfully and 
rapidly implemented.

Policy will have to be flexible and adapt to the unfolding of events 
both within the United States and internationally. Some of our recom­
mendations for conserving energy will have an immediate effect on the 
quantity of imports; many of those dealing with supply will not begin to 
pay off until the end of the decade; still others concerning research and 
development will not significantly influence U.S. import demand until the 
end of the century. What is important is that the United States now dem­
onstrate its dedication to energy independence and its resolve to persist in 
these efforts until full independence is achieved/

We recommend that the government develop standby emergency 
plans, including rationing if necessary, to curtail demand in the event of 
another embargo or to meet other possible emergencies. Also included in 
this plan should be a workable mix of a practical petroleum storage 
system, emergency fuel switching, and emergency oil production/ * It will 
be necessary to modify these plans periodically as the United States
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Restructuring Government Energy Functions. If effective national 
policy is to lead to energy independence in the near future, the federal 
government’s energy programs, now scattered and diffused, must be en­
tirely reshaped. This process has begun with the passage of the Energy 
Reorganization Act of 1974, creating the new Energy Resources Council 
(ERC), Energy Research and Development Administration (ERDA), 
and Nuclear Regulatory Commission (NRC). In our view, the most ur­
gent requirement now is to establish a cabinet-level organization pro­
viding comprehensive overview and administration of the government’s 
energy functions. We urge that the President and Congress move as rap- 

। idly as possible to create a department of energy and natural resources in 
j order to achieve an integrated structure for energy administration in the 
I federal government, which is essential to achieving energy indepen- 
’ dence.*

Among the major components to be incorporated into this depart­
ment would be the Federal Energy Administration (FEA), acting as 
the department’s central planning and directing unit, and, ultimately, 
the newly formed ERDA. Furthermore, to balance resource use with 
environmental-quality objectives, we recommend that the Environmental 
Protection Agency (EPA) be transferred to the department of energy and 
natural resources as a distinct and major entity of the proposed depart­
ment. We believe that EPA should be coordinate with, not subordinate to, 
the energy and mineral resources administration and should be given 
status and influence commensurate with its important mission.** We also 
recommend that the Council on Environmental Quality (CEQ) be re­
tained in the Executive Office of the President as an independent monitor 
of environmental impact, serving as an advisor to the President, but with- 

V out regulatory or operational responsibilities.***
£' There is also urgent need to modernize ^ of Congress so

that it can deal more speedily and effectively with energy legislation. To 
) this end, we suggest changes to unify committee functions in both the 

House and the Senate and to establish a joint energy and environment 
committee.

Because regulated prices of natural gas were set too low, the produc­
tion of gas was inadequate, its allocation between industrial and residen­
tial uses was inefficient, and users were encouraged to consume wastefully. 
We recommend that, except for existing contracts, the wellhead price of

Restraining Demand.”” The government must now be prepared to ' J “^ral gas be deregulated and that the demand-reducing effects of 
do more to encourage conservation when normal market forces act too' F higher prices be allowed to function. The tax treatment of any windfall 

profits on old gas” should be similar to that recommended later for old

The government must now be prepared to '

slowly and to moderate the impact of energy scarcity on society. Consumers 
must be aware of the costs they are incurring; otherwise, higher prices 
will not bring about reduction in energy use. We recommend that ap- 

hPpliances be clearly labeled to show how much energy they consume.

6
o

o1

I See page 47.
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Eurthermore, new multifamily residential units should contain individual 
meters for utilities where this is practical. Regulatory authorities should 
also encourage utilities to install individual meters in existing multifamily 
structures. Consideration should also be given to establishing penalty 
rates for energy consumption in excess of some reasonable standard.* Spe­
cial efforts should be made to promote the recycling of energy-intensive
materials where this is practical and economic. We also recommend a 
review of rate structures for electricity and natural gas to ensure that 
price differences reflect cost differences and do not encourage inefficient 
energy use.** Additionally, we believe that, where necessary, revisions 
should be made in building codes and Federal Housing Administration 
regulations in order to encourage use of adequate insulation and other 
desirable improvements in new structures.

We recommend various conservation measures in the transportation 
field. To encourage a switch in demand from automobiles to a means of 
transportation that provides more passenger miles per gallon, we recom­
mend that communities act to improve traffic patterns for buses, taxis, car 
pools, and other energy-efficient forms of transportation. Similarly, the 
regulation of freight transport should aim for more ton-miles per unit of 
energy. In addition, there are opportunities to save energy by getting 
more miles per gallon out of each automobile or other vehicle. We recom-

^ mend that a consistent national policy be developed to apply a higher tax
$

v

to higher-fuel-consumption motor vehicles.*** Finally, some worthwhile 
environmental goals may have to be postponed, and some loosening of 
environmental standards will be necessary until a better energy balance is 
achieved. We recommend that standards of engine design and automobile­
emission control be reviewed with the intent of finding a way to achieve 
environmental goals with maximum increases in efficiency. We recom-

^ mend that a highway speed limit (currently 55 miles per hour), resulting 
in high fuel economy, be retained andenforced.* * * *

oil/*****
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Special measures to alleviate the impact of higher energy prices on 
particular groups may be desirable not merely on grounds of equity but 
also as a means of reducing the risk that higher energy prices will serve as 
a trigger for a continuing wage-price spiral. Various approaches have 
been proposed to deal with this problem, including selective adjustments 
in the personal tax structure and selective subsidies. Selective subsidies 
should be provided for energy-saving activities both to hasten the transi­
tion to a more energy efficient economy and to ease the burden for those 
who cannot afford or adjust to higher energy prices. We recommend a 
substantial increase in subsidies for public transportation. The allocation 
between capital and operating subsidies should be decided by communi-j 
ties on the basis of their specific circumstances.

Increasing Production.* We believe that doing too much to achieve 
energy independence is a more acceptable risk than doing too little. Al­
though priorities must be established on the basis of the time required to 
bring new supplies into use, many alternatives should be pursued. Imple­
mentation of this strategy may require that the government assume some 
of the risks, especially for higher-risk, long-term investments that are vul­
nerable to a sharp reduction in world oil prices.

As a matter of foresight and prudence, we believe that the President 
should have clear authority to establish a system of priorities and allo­
cation governing critical materials and equipment required for energy 
production upon declaration of a national emergency caused by acute 
supply shortages that seriously impair U.S. energy independence ob-
jectives. i inhibits risk taking. We recommend that the front-end costs of oil and gas

A primary goal of government policy should be to reduce the uncer-zT ^) I leases be reduced in return for an appropriately designed formula for 
tainty that now impedes fuel production. To reduce uncertainty, we rec-^ ‘ higher payments on the oil and gas extracted from successfully developed 
ommend leaving the price of newly discovered oil and natural gas uncon- leases.** **
trolled; establishing more efficient environmental controls; streamlining 
procedures for leasing federal oil, coal, shale, and natural gas resources 
and for siting energy facilities; and leasing environmentally acceptable 
sites for extraction of oil, gas, coal, and oil shale as rapidly as exploitation 
can be undertaken.** **

Price controls on old oil (60 percent of domestic production) tend to 
limit recovery, require a complex government allocation system, and in­
hibit the demand-suppressing effect of higher prices. Decontrol of old oil 
prices is therefore directly analogous to the decontrol of natural gas prices. 
We recommend phased removal of price controls on old oil, but we rec­
ognize that political and social considerations may well require that

| “windfall profits on old oil” be taxed unless channeled into net additions 
( to energy-producing investment dedicated to increasing supplies.**

Another major set of uncertainties are those associated with the tech­
nologies for synthetic fuels and nuclear fission. We recommend that to the 
extent necessary the government fund research, development, and dem­
onstration pilot plants for synthetic fuels from oil shale and coal and also 

, for breeder reactors and other advanced nuclear technologies. In addi- 
P tion, the government should support similar activities for advanced coal
/ mining techniques and related land reclamation and for improved meth- 

t ods of removing sulfur from coal.
^ The development of synthetic fuels may require that the federal gov- 

^ eminent take measures to offset market uncertainties caused by OPEC 
I actions. Development may proceed more rapidly if the government elimi- 
\ nates the risk that the possibility of lower OPEC prices poses to private 
\ investors. If private commitments to build adequate synthetic fuel facili­

ties are not made very soon, the government should encourage invest­
ment by contracting to buy a substantial quantity of synthetic fuels. Such 
take-or-pay contracts would establish a minimum guaranteed price for the 
synthetic fuels produced by these plants.

Most energy exploitation is capital-intensive. Both long lead times 
and massive amounts of capital will be involved in the process of achiev­
ing energy independence. Oil, gas, and shale leasing is an area in which 
government action can properly reduce financial requirements and at the 
same time eliminate some unnecessary uncertainty. The large amount of 
front-end money now required increases the industry’s financial needs and

i inhibits risk taking. We recommend that the front-end costs of oil and gas

Finally, substantial government involvement is justified for those en­
ergy sources that are unlikely to be important for ten years or more and 
that require considerable basic research. The federal government should 
fund a substantial basic and applied research program in solar, geother­
mal, and fusion energy; in more efficient electric power generation; and 
in innovative techniques such as the use of solid waste as an energy 
source.****** Whenever possible, these efforts should be internationally co­
ordinated, and the costs should be shared by participating nations.********
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Conserving Energy Use:
£3 First Step Toward Independence

holding down the consumption of energy must be a key element in a 
national energy policy designed to meet the extraordinary situation that 
confronts the United States. Opportunities to improve efficiency of energy 
use should be exploited now and should receive as much attention as op­
portunities to increase supply. Conservation should be a full partner in a 
strategy for bringw^jupply a^^^

. Federal policies should facilitate improvements in the efficiency, 
production, and use of energy in all sectors of the economy. The govern­
ment has a number of instruments available for achieving this objective or 
for otherwise slowing the growth of energy demand. In selecting which 
measures to use or introduce, the nation must be careful not only to dis­
tinguish between short- and long-range impacts but also to weigh the 
burden of sacrifice and to consider on whom it will fall.

In the present emergency, national energy policy has relied primarily 
on higher prices as the means of restraining demand. Higher prices have 
already had an impact on energy consumption in the United States and in 
other countries. Instead of growing by 5 percent, world oil consumption 
was less in the first three-quarters of 1974 than it was a year earlier. (One 
result of this reduction was a temporary oversupply of oil, and OPEC had

to reduce production in order to maintain current prices.) In part, this 
reduced demand reflects the worldwide slowdown in economic activity. 
But it also reflects improvements in efficiency that were induced by higher 
prices, and many of these will be retained as economic activity recovers.

Heightened public consciousness of the need for conservation has 
been another factor in reducing demand, and if this consciousness can be 
further heightened, conservation can be stepped up. Elimination of the 

/ lines at gasoline stations had the unfortunate effect of encouraging the 
public belief that the energy crisis has subsided, but, in fact, the crisis 
continues. A public information program urging voluntary energy­
conservation measures, as proposed by the administration, is essential in 
any national energy program.

Restraining Demand

The government has already intervened and must now be prepared 
to do more to encourage conservation when normal market forces act too 
slowly and to moderate the impact of energy scarcity on society. The 
government can apply various carrot-and-stick techniques. Jt can restrain 
energyusejby taxingjcxmsmnptw^
price increases^md at the same time employ subsidies to lower the rehu 
tLve. Pric?? .9^ encr£y^^^ Existing regulatory
bodies, such as the Federal Power Commission (FPC), can regulate 
energy use indirectly.

In addition to the use of such powers, it may be necessary for the 
government to regulate energy directly in extreme cases by allocating 
fuels or rationing final use. The United States is now importing about two- 
fifths of its oil, or more than one-sixth of its energy; oil from the boycotting 
countries represents more than 10 percent of oil imports. As we have 
stated, this nation should be prepared to do without oil from these coun­
tries and without a substantial portion of imports from other countries as 
well. The government should be in a position to reduce demand, by 
rationing if necessary, in an efficient and equitable fashion. (The long 
lines at the gasoline stations in February 1974 did not satisfy this criterion.)

We recommend that the government develop standby emergency 
^/plans, including rationing if necessary, to curtail demand in the event of 

another embargo or to meet other possible emergencies. Also included in 
■ this plan should be a workable mix of a practical petroleum storage 
i system, emergency fuel switching, and emergency oil production. These30
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plans should be modified as progress is made toward independence.
One simple and effective means of curtailing energy consumption 

emerged from the fuel crisis during the winter of 1973-1974. namely, the _ 
reduction of speed limits for motor vehicles. The Committee is impressed . 
by the energy savings that resulted; even more important was the decrease 
in accident fatalities that accompanied these measures. We recommence 
fi^WiW»££dli^  ̂
fuel economy, be reLainedumd enforcad-^

The habits that Americans developed during the era of cheap energy 
leave considerable room for improvement. Goods can be produced, homes 
and offices can be kept comfortable, and people and products can be 
transported on less energy per unit of service than is now used. Significant 
improvement can be achieved very quickly if conservation receives the 
priority it deserves. Moreover, if the transition can be made smoothly and 
extended over a sufficient span of time, a more moderate rate of growth 
in energy consumption need not result in increased unemployment, al­
though it may slow growth in productivity and in real GNP (see “Total 
Energy Consumption and GNP,” pages 35 and 36).

Prices and Efficiency

Energy use in this country has been inefficient because prices have 
_not covered all costs. Although energy prices to individuals have increased 

substantially, the cost to the country of dependence on foreign energy 
sources has increased even more and is not fully reflected in prices. Fur­
thermore, the American transportation system was built on a gasoline 
price that included neither the environmental costs of oil nor the cost of 
providing the standby arrangements that would have prevented the cur­
rent problems. Similarly, at least until 1970, the price of coal did not 
include the environmental cost of its use. Therefore, electricity was to 
some extent underpriced.

Natural gas provides a painful but graphic illustration of what can 
happen when an artificially low price is assigned to a resource. Because 
it is uneconomic to have more than a single pipeline between any two 
points, the pipeline from the gas fields to the consumption areas is a 
natural monopoly. Therefore, regulation of the interstate transport of 
natural gas is necessary. But, there is no reason why competitive market 
forces cannot operate at the wellhead; many firms can and do sell gas to 
the pipeline company to be transported. Despite this difference in market

structure, FPC began to control the wellhead price of natural gas in 1954.
The wellhead price of natural gas sold in interstate markets was 

generally constant during the 1960s (about $.15 per thousand cubic feet). 
In a period when the prices of other goods were rising, this meant that the 
relative price of natural gas was falling. Production of natural gas rose 
less than 5 percent between 1970 and 1973; consequently, some new con­
sumers who wanted to buy natural gas at the going price were unable to 
obtain gas service. Moreover, if it were not for the fact that natural gas is 
often found during exploration for oil, even less natural gas would have 
been produced.

In 1973, the controlled price of gas at the wellhead was still less than 
$.25 per thousand cubic feet, which is equal to $1.50 for the energy con­
tained in a barrel of crude oil. It was sold to New England homeowners 
for $1.25 per thousand cubic feet, which is equal to $.18 for the energy 
contained in a gallon of heating oil. Because it is easily transported and 
clean to burn, natural gas was preferred by industry over other fuels, 
even at substantially higher prices. Some firms moved to gas-producing 
states in order to have access to the uncontrolled intrastate market; they 
were able to bid natural gas away from the controlled interstate market. 
Thus, despite the fact that the optimum use of natural gas is for home 
heating, industry was directly consuming over 40 percent of the natural 
gas produced in the United States, and an additional 16 percent was being 
used to produce electricity.

Because the price of natural gas was kept below the level that would 
have balanced supply and demand, some form of rationing had to be used 
to distribute the natural gas that was available. The implicit rationing 
mechanism was the denial of gas service to potential new customers. 
Rationing in this form is not only unfair to those denied service but also 
leads to inefficient use of scarce resources.

Because*  regulated prices of natural gas were set too low, the produc­
tion of gas was inadequate, its allocation between industrial and residen­
tial uses was inefficient, and users were encouraged to consume wastefully.

• IL^^W^

We recommend that, except for existing contracts, the wellhead 
price of natural gas be deregulated and that the demand-reducing effects 

..of higher prices be allowed to function*  The tax treatment of any “wind­
fall profits on old gas” should be similar to that recommended later for old 
oil?’

tSee page 47.



Figure 2. ENERGY USE AT DIFFERENT LEVELS OF GROSS 
DOMESTIC PRODUCT, PER CAPITA, SELECTED COUNTRIES, 1970
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Figure 3. RELATIVE ENERGY PRICES (1967 = 1.0)

Total Energy Consumption and GNP. Higher living standards have usu­
ally been associated with higher per capita energy use (illustrated in Fig­
ure 2). But, this ratio is not constant and can be changed by events or 
policy. Canada, for example, uses more energy per dollar of GDP than the 
simple trend line suggests. Canada's industrial structure and cold climate 
raise demand at the same time that its ample resources increase supply; a 
balance is struck at a relatively high quantity of energy per unit of output.

. Agricultural Guatemala demonstrates the opposite situation.
Figure 3 shows the trend of relative energy prices in the United States 

over the past two decades. The period from the early 1950s to the mid-
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36 Efficiency, Equity, and Inflation

Price decontrol and other government policies should stimulate the 
search for new natural gas reserves and discourage excess consumption,' 
Complete deregulation of all gas would accomplish these ends most 
quickly. However, if long-term contracts are to be renegotiated; equitable 
compensation probably should be provided to the ultimate purchasers. 
Moreover, it will still be necessary to regulate monopoly situations, such 
as pipeline transmission and distribution.

1960s was characterized by declining prices; this was followed by an in­
crease in U.S. energy consumption from 87,000 BTUs per 1958 dollar in 
1966 to 93,000 BTUs in 1972. The substantial rise in relative energy prices 
since 1972 is likely to be followed by a decline in the energy-GNP ratio. 
The increase in energy prices has already given energy consumers incen­
tive to conserve. It is obvious that the efficient balance between insulation 
and use of energy for heating and cooling depends on the relative prices of 
insulation and energy. The same is true of the trade-off between automo­
bile performance or styling and gasoline economy or between investment 
in energy-saving equipment and industrial use of energy. Further changes 
in consumer behavior can be expected, especially in view of the height­
ened national consciousness of energy shortages.

Current energy consumption patterns provide considerable flexibility 
for further conservation without significantly reducing standards of living. 
In 1973, per capita consumption of oil was 1 barrel (42 gallons) every 
twelve days, although oil provided only 45 percent of total U.S. energy con­
sumption. Total per capita energy consumption is approximately three 
times greater in the United States than it is in Europe or Japan.

Between 1960 and 1970, per capita energy consumption increased by 
33 percent for transportation and by 30 percent for commercial and resi­
dential use. These rates of increase need not and should not continue. The 
shift in demand to smaller automobiles that took place in early 1974 dem­
onstrated the responsiveness of the American consumer to shortages and 
rapid changes in relative prices. It also demonstrated the great difficulties 
caused by an abrupt change in consumption patterns.

There are several basic criteria to follow in making a choice among 
instruments for restraining energy demand.

First, the means must be efficient and must make the transition as
——........ .  * -l»'""i»..., • ^«^t’,»«wl^»'w^‘^^*i»*l»’!«B*®fiHI!>**»-l,B!*a,**^^

.smoothes-possible. Efficiency requires that energy suppliers and users 
receive price signals that reflect the constantly changing and unpre­
dictable energy situation. The abrupt shifts in 1974 caused by the oil 
embargo of October 1973 were plainly inefficient. There was no time, for 
example, to change automobile-production capacity to conform to the 
new demand pattern. Thus, men became unemployed, and equipment was 
underutilized.

_ Second, equity must not be sacrificed. This criterion is more difficult 
to satisfy because rising energy prices put particular pressure on the 
budgets of the poor. When this occurs as oil company profits rise, it is not 
surprising to hear a call for excess profits taxes and price rollbacks. Of 
course, investors will not put resources into energy-producing industries 
unless a competitive profit can be made, nor will many consumers reduce 
their energy consumption unless they feel the pinch of higher prices. 
Nevertheless, policies aimed at efficiency may not be adopted unless they 
are perceived as equitable.

In many cases, implicit or explicit contracts have been made on the 
basis of low energy prices. Communities and other customers have made 
long-term contracts with pipeline companies for low-priced gas. Con­
sumers have purchased homes with heating-cooling systems and heat- 
saving characteristics (e.g., insulation) on the assumption that regulated 
energy prices would not be allowed to increase rapidly. Consumers who 
have purchased automobiles that consume a gallon or more of gasoline for 
every ten miles traveled may now wish they had made a different 
investment. Many have no choice but to commute long distances to work 
by auto. Similarly, firms that acquired equipment or built factories on the 
basis of continuing relative declines in energy prices may find themselves 
at a disadvantage.

Does society have an obligation to protect those who have been hurt 
by the crisis in energy prices and availability? How can efficiency, which 
requires higher energy prices as an incentive to conservation, be recon­
ciled with definitions of equity that insist on protecting individuals from 
these price incentives?

JReconciling efficiency and^quitywill be considerably less diffipiiltjf 
,the glgciplepfcompensation isemployed. Those receiving social security
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.and welfare payments are compensated through payments adjustments 
that allow for increases in the consumer price index which occur as energy 

.prices, rise. Those who cannot avoid consuming considerable energy may 
not be fully compensated; however, families who can shift their expendi­
ture patterns to consume less energy may be overcompensated.

Subsidizing public transportation can partially compensate for rising 
.gasoline prices. Because the compensation that subsidies provide is hardly 
likely to be complete, additional measures may have to be considered in 
order to mitigate the impact of higher energy prices on persons for whom 
these price increases impose a disproportionately heavy burden. These 
measures should seek to provide some degree of equity while reinforcing 
the incentives for conservation.

Third, different approaches are likely to have different effects onjhe 
^overall inflationary process.. To the extent that the measures adopted 
result in very large and sudden increases in energy prices, they may serve 
as a trigger for sharply accelerated wage demands and for other upward 
ratchet effects on the general price structure, thus contributing to a con­
tinuing wage-price spiral. Measures designed to offset inequities created 
by higher energy prices should also help reduce the extent to which such 
price increases add to general wage-price pressures.

We believe that selective subsidies, should be presided for energy- 
savin a activities both to hasten the transition to a more energy efficient 
economy anddto ease the burden for those who cannot afford or adjust to 
higher energy, prices  ̂Although subsidies will change the prices and in­
centives that a free market might produce, consumers will still be free to 
choose; there will be no direct government regulation of their individual 
decisions.®

Program for More Efficient Energy Use

Our recommendations for increasing energy efficiency cover the 
three energy-consuming sectors: industrial, residential and commercial, 

-and-txanspoxtatiom.® * Inevitably, there will be overlaps. Qne of the govern? 
ment activities that applies to all three sectors is research and develop­
ment. We recommend..that a significant component of. overall funds for 

^energy research and development be used tp find ways of improving the 
^efficiency of energy consumption. In particular, efforts should be directed 

tQ..ih£jlxeim;±Hiaracte£xstics^ the efficiency of trans-
portatioiuapd,.Ot^ equipment.

Industrial. We believe that because of the profit motive, industry will 
be generally alert to energy-saving opportunities that reduce costs. In 
order to accelerate industry’s response,.some means should be developed 

^o share detailed tgjJmicaUnfQxmatiorxJXUJi^ 
ects or techniques-Special efforts should be made to promote the re- 

.£L<di5&otenergy-intpn^^mat^^^
^nomic^We alsq recommend a review of rate structures for electricity and 
patural gas to ensure that price differences reflect cost differences and, do 
not encourage inefficient energy use.® Under the current rate structure, 
the price of electricity and gas falls with the volume of energy purchased. 
Although it is appropriate that rates reflect the fixed cost of bringing 
service to a residence or a business establishment, there are some cases 
where the rate has been structured to promote additional energy usage. 
The price of energy must reflect its full current cost to all users if effi- 
ciency is tobe achieved-

Residential and Commercial. The same observation applies to the 
residential and commercial sector of the economy. Consumers must be 
aware of the energy costs they are incurring and must benefit directly 
from their efforts to conserve; otherwise, higher prices will not bring 
about the desired reduction in energy use. These conditions do not apply 

p^when appliances are unlabeled or when electricity and other utilities are 
not individually metered, a frequent situation in apartment buildings 
and offices. We recommend that appliances be clearly labeled to show 
Jrow much energy they consume. Furthermore, new multifamily resi­
dential units should contain individual meters for utilities where this is 
practical. Regulatory authorities should also encourage utilities to install 
individual meters in existing multifamily structures. Consideration should 
also be given to establishing penalty rates for energy consumption in 
excess of some reasonable standard.®®

There are other opportunities for making energy use more efficient 
in the residential and commercial sector. Speculative construction some­
times sacrifices operating costs, including those for energy, in order to 

^jdmimize the initial purchase price. Homes are often inadequately insu­
lated, and office space frequently requires year-round air conditioning 
because no provision has been made to open windows or otherwise take 
advantage of cooler outside temperatures. In general, higher energy 

_ d^^wi11 J^L^PdJLJlPI^J^.^^^
ever, in some cases, exploiting the opportunities to increase efficiency 
will require or will benefit from government action. We recommend
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revising building codes and Federal Housing Administration regulations 
where necessary to encourage use of adequate insulation and otherde- ;,^,:>.^/~^.^..<t^w^<^^A•~-^^-'■~•^■•*•~'’',~^-^'''‘<,**■<•*^^

.sirable improvements in.new structures. Effective insulation standards 
should be formulated by an agency such as the Bureau of Standards. 
It may also be desirable to provide limited tax credits to homeowners 
who insulate their homes.

-,r ri  ;--<f*?-< 4^u>r**iMjiUrM3^<**^fi^ -^^^T**#*^^

Transportation. U.S. energy independence requires conservation in 
the transportation sector. Well over half of the petroleum used in this 
country provides transportation services. Fortunately, there are numerous 
opportunities for savings, especially if government policy reinforces the 
efficiency incentives provided by higher fuel prices.

Moderately priced, convenient public transportation that gives the 
commuter an alternative to his private automobile can both reduce gaso­
line demand and lessen the burden of higher energy prices on those 
people with low and middle incomes. These systems require federal aid. 
In the past, federal subsidies have been limited to capital equipment 
because of the potential abuse of operating subsidies. But, some studies 
show that this restriction has led to excessive investment in equipment and 
a corresponding lack of attention to maintenance. It is important that care­
ful attention be given to designing an efficient subsidy program. We 
recommend a Jub^tolHal^ Jn subsidies for public.transportation^ 
The allocation between capital and operating subsidies should be decided 
byj^omm^ of thcdcj$p^^

Public transportation is intended primarily to switch demand from 
automobiles to a form of transportation that provides more passenger 
miles per energy unit. With this objective in mind, we recommend that 
communities act to improve traffic patterns for buses, taxis, car pools, and 
other energy-efficient forms of transportation. In some cases, this may 
require restricting auto and truck access to portions of the central city at 
certain times of day. Both these restrictions and public transportation 
subsidies should be made with the recognition that the public as a whole 
suffers in a number of ways as a result of traffic congestion.

Similarly, the regulation of freight transport should aim for more 
ton-miles per unit of energy. We recommend that Interstate Commerce 
Commission regulations be modified to encourage fuel efficiency. Cur­
rent ICC regulations are often directed toward avoiding excessive compe­
tition in the transportation industry. At times, pursuit of this objective 
has led to energy-wasting practices. For example, the value-of-service 
rate structure enforced by ICC frequently prevents railroads from reduc­

ing their price for transporting high-value manufactured goods. As a re­
sult, these goods are shipped by truck, which is more convenient but also 
more energy intensive. Moreover, the service that individual trucking 
firms may offer between various locations is regulated in a way that some­
times leads to situations in which trucks must return empty from their 
initial destination. The Civil Aeronautics Board should also seek to im­
prove energy efficiency in the exercise of its regulatory powers. Its objec­
tives should include maintaining and, if possible, increasing the recent 
improvement in the ratio of filled to empty seats on a typical flight.

In addition to switching to more efficient forms of transportation, 
there are opportunities to save energy by getting more miles per gallon 
out of each automobile or other vehicle. High-horsepower automobiles 
add disproportionately to energy and transportation problems. Their pres­
ence adversely affects the safety of smaller, more energy efficient autos. In 
some states and localities, this burden is reflected in auto fees and taxes 
that are based on vehicle weight and horsepower. We recommend that a 
consistent national policy be developed to apply a higher tax to higher- 
fuel-consumption motor vehicles.*

Finally, some worthwhile environmental goals may have to be post­
poned until a better energy balance is achieved. Some loosening of 
environmental standards will be necessary if the nation’s coal resources 
are to be fully utilized. This may be only a temporary postponement 
until efficient stack scrubbers are available. Technological advances may 
also, improve the trade-off between the environment and gasoline effi­
ciency. We recommend that standards of engine design and automobile­
emission control be reviewed with the intent of finding a way to achieve 
environmental goals with maximum increases in efficiency.

In the policy statement More Effective Programs for a Cleaner 
Environment (1974), we recognized the usefulness of experiments that 
would substitute effluent fees for regulation as a means of limiting water 
pollution. We noted that the same general principles should apply to 
sulfur emissions and air pollution. Such fees avoid arbitrary government 
decisions about technological feasibility. They also tend to establish a 
balance between the social cost of environmental damage and other costs. 
Therefore, while desirable environmental goals are being postponed, it 
may also be appropriate to impose a tax on those fuels for which environ­
mental restrictions are being waived. At this particular time, when energy 
prices are rising rapidly, we feel that it would be a mistake to add to the 
consumer’s burden; but if progress toward independence is unsatisfactory, 
this option may have to be reconsidered.
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Supply: Independence 
i and Redundancy

there is no doubt that in the next decade this nation will have to devote 
much more of its resources to increasing its energy supply than it has in 
the past. Investment in the major energy industries will increase rapidly, 
exceeding its historical share of one-fifth of gross business fixed invest­
ment. Similarly, the proportion of GNP represented by value added in 
the coal mining, petroleum production, and pipeline industries will grow 
beyond the 2'2 percent recorded in 1973.

Government spending for energy will also increase. The federal gov­
ernment spent less than $1 billion for energy research in fiscal 1974, most 
of it to continue development of the fast breeder reactor. Even in fiscal 
1975, twice as much federal money will be spent for space and fifty times 
as much for defense as will be expended for energy research and develop­
ment, and only $700 million will be spent for public transportation.

and profits in the private sector and for taxes, public programs, and other 
government actions.

A very large U.S. investment in energy resources is justified under 
the present circumstances. Such investment will influence the bargaining 
positions of the members of OPEC. If these countries believe that rea­
sonably priced substitutes will not be available before their oil resources 

^are exhausted, they are likely to increase prices and curtail production. 
If, on the other hand, the United States makes massive investments to 
develop substitutes that could potentially replace imported oil at current 
prices, the exporting countries will find it less advantageous to hold oil 
in the ground. ■

There is much merit in the argument for redundancy in the face of 
uncertain energy supplies. No one knows whether large quantities of 
domestic oil and gas will be found in accessible places; whether moder­
ately priced, environmentally acceptable synthetic fuels can be obtained 
in large quantities from the massive U.S. coal and oil shale resources; or 
how quickly progress will be made with breeder reactors and more exotic 
energy sources. New oil discoveries in the South China Sea, the North 
Sea, the Arctic, or elsewhere could alter the world oil market. Finally, 
the oil sands in Canada may greatly expand the world’s energy supply.

Good fortune with only a few of these options could make the others 
redundant. But a prudent energy policy should seek insurance against 
misfortune. Thus, except for the constraint of scarce manpower or ma­
terial resources, there is no need to choose between coal and nuclear 
power or between oil shale and coal gasification, at least until their rela­
tive costs and merits are more clearly understood.

We believe that doing too much to achieve energy independence is 
^q jaore acceptable risk then doing too little. Although priorities nuist be 
established on the basis of the time required to bring new supplies into 
use, many alternatives should be pursued. Implementation of this strategy 
may require that the government assume some of the risks, especially for 
higher-risk, long-term investments that are vulnerable to a sharp reduc- c^^-*^...-^^,^****--^^'-- • \"-i'-'J^>---»'i*^V*-'.<.^'-'-^w'*.« ^^.J^J^,,.,^^ ^: i*«^A. <»>4^-■■VMf^i>s^!(ii^)i.igi..,-: • <»««wftss,o«

tion in world oil prices.

How Much Is Enough?

Which energy sources should be developed or expanded? In what 
sequence? How much more should be spent to develop them and by 
whom? The answers to these questions involve policies for energy prices

Near-Term Possibilities: Familiar Fuels

The major additions to the U.S. energy supply over the next five to
1 11,111 mii^,, ||^.,y<aWW|MiM^h<^^^M«»«*^~,‘,*ili'^’,'*a,’-*-^,^^ . . . - -.^t4-.w>*-'£'-

ten years will have to come from fuels and processes, that are already in 
JA'idespread use. Fortunately, the United States has substantial resources
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in conventional oil, natural gas, coal, and uranium, and these can be 
developed.

Conventional oil and natural gas are believed to exist in large quan­
tities on the Alaskan slopes and on the outer continental shelves off both 
coasts and in the Gulf of Mexico. Extensive supplies of natural gas and 
heavy oils may also be found elsewhere in the United States. Recent 
estimates by the U.S. Geological Survey suggest that the nation’s remain­
ing ultimately recoverable crude oil may be as much as sixty-five times 
as great as current annual consumption and that similar ratios apply to 
natural gas. .

Exploitation of these resources requires more extensive exploration 
to find new reserves and higher recovery rates from developed fields. 
Both requirements will be met if the return from producing oil and gas 
remains high enough to cover the additional costs of these activities and 
includes sufficient profit to justify the necessary investment. Rapid exploi­
tation of oil and natural gas requires little new technology. Given profit­
able prices and rapid leasing of federal lands, these conventional sources 
could provide considerably more energy in 1985 than they do now. Sub­
stantial additional supplies may also come from intensive efforts at sec­
ondary and tertiary recovery from new and existing oil fields.

However, if a substantial increase is to be achieved before 1980, the 
existing bottlenecks in energy-producing equipment must be eliminated 

_and new ones must be prevented from forming. Of immediate concern 
is the scarcity of pipes and drilling rigs. These shortages have generalecT 
strong pressures for the government to assume the role of arbiter or 
allocator not only to facilitate progress in high-priority programs but also 
to avoid the costly delays that characterize interruptions in production 
and construction schedules. Several legislative proposals to this purpose 
are pending in Congress.

To meet these constraints on energy-related production and con­
struction, FEA has instituted a program of positive assistance and facili- 

^/lation to industry. This program encourages voluntary cooperation by 
the major oil companies in sharing tubular goods with independent 
operators and otherwise aids in locating alternative sources of supply to 
meet spot shortages.

In the firm belief that market forces are the best allocator of scarce 
resources, we express strong support of FEA in its efforts to stimulate 
voluntary industry cooperation, and we urge it to step up these activities. 
As a matter of foresight and prudence, we believe that the President 
should have clear authority to establish a system of priorities and alloca-
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tion governing critical materials and equipment required for energy pro­
duction upon declaration of a national emergency caused by acute supply 

^shortages that seriously impair U.S. energy independence objectives. This 
can be done by amending the National Defense Production Act of 1950 to 
extend current defense-related priority systems to civilian energy needs. 
We earnestly hope that such drastic measures will not be necessary.

Other Available Sources of Energy

In 1972, before the embargo, domestic production of oil and natural 
gas accounted for 45 quads of energy, or 63 percent of U.S. consumption. 
Energy independence will require that other fuels provide a greater share 

^of thenation’s energy. Coal and nuclear power provide the best opportu­
nities for reducing dependence on the fuels that are in short supply. Coal 
can be used directly for industrial purposes, and both fuels can replace oil 
and gas in the generation of electricity. In 1972, electric power repre­
sented one-third of the energy used in the nontransportation sectors of the 
economy; in 1950, it was one-fifth. The trend is likely to continue and 
even accelerate if heat pumps come into widespread use for heating and 
cooling.

CoaZmined in this country could provide over 100 times as much 
energy as the United States consumed in 1973. Rapid exploitation of 
U.S. coal resources will require a large increase in both surface and under­
ground mining. As in the case of oil and natural gas, equipment and 
labor bottlenecks will have to be eliminated quickly if early progress is 
to be made. Draglines and earth-moving equipment appear to be in 
especially short supply. Even the modest goal of producing 95 quads of 
energy by 1985 implies that 1972 coal production will have to be almost 
doubled. A corresponding increase in coal-haulage capacity and better 
ways of making surface mining environmentally acceptable are also 
necessary. Moreover, some efficient means must be found for removing 
sulfur from coal, either before, while, or after it is burned (i.e., from the 
flue gas). In 1972, more than 60 percent of the coal consumed in the 
United States was used to generate electricity, but only 42 percent of the 
electricity consumed was generated by coal. There is a large margin both 
for expanding the direct use of coal by industry and for increasing the 

! proportion of electricity generated by coal-fired plants. However, these 
opportunities will be realized only if the bottleneck and environmental 
problems are solved. ___
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Nuclear power promises to be the solution to many of the difficulties 
associated with fossil fuels. The absence of combustion gases means 
elimination of any air pollution problems, and fast breeder reactors 
offer the possibility of substantial relief from the danger that uranium 
resources will be exhausted. However, rapid growth in nuclear power 
will require resolution of the safety and safeguard issues to the public’s 
satisfaction, including concerns over nuclear-waste disposal, weapons 
diversion, and possible accidents. It is hoped that solutions will come 
with more experience, thereby permitting a reduction in the present 
eight-to-ten-year period between project approval and plant operation. 
At present, nuclear power generated by light-water reactors is going 
through the transition from new technology to familiar energy source. 
Although it provides only 1 percent of the current U.S. energy supply, 
uranium is likely to account for a substantial portion of the nation’s en­
ergy consumption by 1985. Continued growth in electricity’s share of 
final energy demand and a shift to coal and uranium as the fuels for 
electric generation are essential to achieving U.S. energy independence.’

Reducing Uncertainty

Achieving the potential afforded by domestic oil, gas, coal, and 
uranium resources will require a substantial reduction in the uncertainty, 
.that surrounds U.S. energy policy with regard to prices, imports, leasing. 
of federally owned resources, and environmental standards._Uncertainty 
over price controls jeopardizes investment in oil exploration, and oil 
refineries will not be built unless supplies of crude oil are assured.

T_he. degree of uncertainty that now characterizes the environmental 
situation is excessively high and should be reduced. Although citizen
participation is a necessary part of environmental decisions, the multitude 
of jurisdictions and approvals now required makes it very difficult to plan 
new facilities or modify existing ones. Similarly, although there will in­
evitably be some modifications as scientific knowledge and political 
preferences change, the current state of flux in air, water, and safety 
standards and in the siting of facilities is inefficient. For example, it is 
unrealistic to expect that investments will be made to expand coal mining 
capacity on the basis of temporary relaxations of clean air standards.

A primary goal of government policy should be to reduce the uncer­
tainty that now impedes fuel production. To reduce uncertainty, we
recommend leaving the price of newly discovered oil and natural gas

uncontrolled; establishing more efficient environmental controls; stream­
lining procedures for leasing federal oil, coal, shale, and natural gas 
resources and for siting energy facilities; and leasing environmentally 
acceptable sites for extraction of oil, gas, coal, and oil shale as rapidly 
as exploitation can be undertaken.*^

Price controls on old domestic oil are another source of uncertainty 
and carry the potentialI for misallocating resources? At present, about 60 
percent of the domestically produced oil, or approximately 35 percent 
of the oil consumed in the United States, is controlled. This share will 
diminish as existing wells are depleted. However, valuable oil will be lost 
in the process because the lower price tends to discourage the application 
of secondary and tertiary recovery methods to some controlled wells. 
Furthermore, as in the case of natural gas, the lower price tends to stimu­
late demand for petroleum products.

In addition, the government’s efforts to distribute fairly the lower- 
priced controlled oil create serious administrative difficulties. As a result, 
the oil industry is subject to a four-part control system: allocation of crude 
oil, allocation of petroleum products, controls on the price of old crude 
oil, and rules to pass through costs. Decontrol of old oil prices would put 
an end to the entire allocation system as well as increasingjaipply..aild 
decreasing demand. _

In many respects, the decontrol of old oil prices is directly analogous 
to the decontrol of natural gas prices, which we recommended earlier. We 
recommend the phased removal of price controls on old oil (for the rea­
sons given above), but we recognize that political and social considera­
tions may well require that “windfall profits on old oil” be taxed unless 
channeled into net additions to energy-producing investment dedicated 
to increasing supplies.* *

It is obvious that domestic fuel production needs to be increased as 
quickly as possible if energy independence is to be achieved. This requires 
that industry be given the opportunity to develop the nation’s energy 
resources without delay. Industries that supply specialized equipment for~ 
exploration need to be assured that the expanded market for their prod­
ucts will not disappear because of a change in leasing policy. In order to 
avoid the risk of oil spills, the government should ensure that only envi-

fThe controlled price averages $5.25 a barrel, which is about half the uncontrolled 
price. The price is uncontrolled if the oil comes from stripper wells (those producing 
10 barrels a day or less), from newly discovered fields, or from older property in 
excess of levels produced in a base period.
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ronmentally safe sites are developed. * The government should also ensure 
that the development of onshore sites reflects rational land-use decisions, 
that only competent firms are permitted to operate (especially where 
there is environmental risk), and that leaseholders act promptly to de­
velop resources. Performance requirements, if not already in effect, should 
be established so that leases revert to the government if work does not 
proceed at an appropriate pace. In addition, land rentals should be high 
enough to discourage leasing for speculative purposes. Within these ob­
jectives, leases should be granted expeditiously.

Near-Term Trade-offs between the Environment 
and Increased Energy Production

There is little doubt that concern for the environment has delayed 
the development of oil and natural gas resources. Delay in the Alaskan 
pipeline reduced current oil supplies by 2 million barrels per day and de­
layed the search for oil and gas in that area. Offshore exploration for these 
fuels was slowed in the wake of the Santa Barbara spill. Environmental 
concerns have also prompted postponement of the construction of some 
nuclear facilities and some oil refineries. The gasoline consumption of 

. some models of automobiles has increased, and the balance of energy 
supply and demand has been adversely affected in other ways.

The Clean Air Act made high-sulfur coal a “nonfuel,” and because 
of more stringent health and safety standards, the price of all under­
ground coal increased. In. 1968, coal provided the energy for approxi­
mately half of the electricity generated in the United States; oil and gas 
provided 32 percent. By 1972, coal’s share had declined by 9 percent, 
and most of the loss was absorbed by oil and gas. Independence requires 
that this trend be reversed and that coal carry a larger share of the 
nation’s energy burden.

In More Effective Programs for a Cleaner Environment, we recom­
mend that “appropriate environmental agencies carefully consider 
whether extremely stringent emission standards now existing or envisaged 
can be justified on the basis of benefit-cost comparisons.” We believe that 
the current energy situation makes it especially important to apply this 
recommendation to electric power plants that utilize fossil fuels. More­
over, we suggest that, where practical, standards for the control of pollu­
tants discharged into the air be replaced with suitably monitored ambient 
air standards.

^Although concern for safety and for the environment was a factor 
Reading to the loss of energy independence, it was not the only one. Con­
tractor difficulties and equipment deficiencies also contributed to the 

.delays in expanding U.S. nuclear capacity< For a variety of reasons, it 
has taken eight to ten years to complete an operational nuclear facility 
in the United States; whereas this has been accomplished in four or five 
years elsewhere. Similarly, increases in auto weight and accessories caused 
^substantial decline in gasoline efficiency. Moreover, because environ­
mental costs had been largely ignored in the past, it was appropriate that 
the energy balance be worsened somewhat in order to protect the en­
vironment. Certainly, the offshore drilling practices, the Alaskan pipeline, 
and the automobile engines that will be in use in a few years will be 
less environmentally harmful than those that existed or were proposed 
five years ago.

A large portion of environmental restrictions deal with events that 
are unlikely to occur; yet, if they do occur, they will cause substantial 
damage. They range from possible oil spills, which primarily endanger 
property and wildlife, to potential nuclear accidents, which threaten 
human life. Every effort should be made to hold the risk to the practical 
minimum; there are no risk-free alternatives. Depending on imported oil 
or abruptly reducing the rate of energy consumption is also dangerous. 
The United States tolerates a transportation system that is far from per­
fectly safe and wiring and heating apparatus that cause accidents.

Consideration of nuclear facilities, offshore drilling, and similar en­
ergy activities should take a balanced view toward environmental risk 
with the objective of creating a low-risk total system. Although it is un­
realistic to expect that all risk can be removed, we favor a conservative­
approach. It would be foolhardy to jeopardize the nuclear option or, 
indeed, the chances for energy independence by putting anything less 
than the maximum effort into nuclear safety. Consideration should be 
given to the safety advantages afforded by nuclear parks and to the sug­
gestion that nuclear plants be located underground/

.Medium-Term Possibilities:
Synthetic Fuels and Breeder Reactors

Synthetic fuels from coal and oil shale can extend the current U.S. 
reliance on fossil fuels for generations. Moreover, these fuels could begin 
to make an important contribution to U.S. energy independence by the
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second half of the 1980s if a crash program were undertaken immediately. 
But policy must reflect the considerable uncertainty concerning the pro­
duction technology and economics and therefore the cost of these fuels.

Low-BTU gas made from coal could take the place of some portion 
of the natural gas now used by industry, thereby freeing that high-quality 
fuel for residential use. High-BTU gas could also be obtained from coal 
and added directly to the interstate pipelines. Technologies for both 
high- and low-BTU gas are available now, and construction of these 
plants could proceed immediately. (Plans for a number of major plants 
have already been announced and are awaiting FPC approval.) Although 
it is unlikely that more than 5 percent of the 1985 energy supply will be 
satisfied by synthetic fuels, an industry of that size would be able to ex­
pand rapidly in subsequent years.

It is estimated that U.S. oil shale resources could eventually produce 
1 trillion barrels of oil. Large-scale production, however, will require 
the solution of the environmental problems created by the current pro­
duction process, which substantially expands the volume of shale as it is 
processed. Moreover, local supplies of water may not be suflicient for 
large-scale processing and for reclaiming some mining areas. Develop­
ment of a successful process or another technique that will moderate these 
problems at an acceptable cost will be necessary if the potential of these 
resources is to be realized. But it will take a decade or more and enor­
mous investments before the oil shale industry is large enough to add 
substantially to the energy supply.

The long-term adequacy of U.S. uranium resources is not only sub­
ject to the usual uncertainties concerning the quantity of the resource 
and the demand for nuclear energy but also depends on nuclear tech­
nology itself. Gas-cooled reactors promise an increase in efficiency over 
the light-water reactors that make up most of the current generation of 
nuclear plants. The development of breeder reactors would mean that 
known uranium reserves would be sufficient well into the next century.

A great deal of uncertainty normally characterizes the energy in­
dustry; it will always have to take into account the unknown geological 
factors of the location of oil, gas, and uranium reserves and therefore the 
question of the cost and time required to develop them. This is a case 
in which technology is known but the location is not. The industry is 
now beginning to be faced with the reverse situation, in which the re: 
source location is known but the technology is not yet available. Finding 
oil shale and coal resources is not difficult, hut the cost and the time that 
will be necessary to develop the conversion industries to make oil and

gas from these resources are unknown. Similar observations can be made 
about uranium and the breeder reactor.

One of the government’s major contributions will be to reduce the 
uncertainties associated with the technologies for synthetic fuels and 
nuclear fission. We recommend that to the extent necessary the govern­
ment fund research, development, and demonstration pilot plants for 

^synthetic fuels from oil shale and coal and also for breeder reactors and 
other advanced nuclear technologies. In addition, the government should 
support similar activities for advanced coal mining techniques and re­
lated land reclamation and for improved methods of removing sulfur 
from coal.

We believe that private industry will undertake research and devel­
opment of energy sources that are likely to be economic in the near term. 
However, the cost and availability of alternatives to oil and natural gas 
are likely to have strategic importance for world energy prices. There­
fore, the full benefits of successful research and development in this area 
will far exceed the private profits accruing to the successful inyestor.^We 
feel that government support for large-scale research and development is 
justified because of this discrepancy between private and social benefits 
and because the government is responsible for an adequate supply of 
energy overall and for the nation’s progress toward independence^

The development of synthetic fuels may also require that the U.S. 
government offset the uncertainty over the market structures in oil 
caused by OPEC actions. If OPEC follows the pattern of most cartels, 
the market structure will change, especially if current high prices bring 
forth large additions to supply and reductions in demand. This possibility 
and the capacity of the Persian Gulf countries to make substantial profit 
on their oil at prices well under the cost of most substitutes make for a 
highly uncertain investment situation. A $700 million shale plant that 
can produce oil for $10.00 a barrel is a high-risk venture if a competitor 
can profitably sell oil for $2.00 a barrel. World oil prices may never be 
reduced; nevertheless, the possibility of a reduction could slow develop­
ment of the expensive energy technologies that the nation needs.

The private investor may not think it prudent to depend on the 
^permanence of the OPEC cartel, but it would be imprudent for the 

country to depend on its dissolution. There are a number of ways of 
^ removing the risk of lower oil prices, and they have different implica­

tions. Therefore, it is important to have criteria for selecting among them, 
^ne criterion is maintaining incentives for efficient performance. 

This suggests avoiding direct government operation or cost-plus con-
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tracting of these activities. A second criterion is to avoid the situation 
in which the costs of these new technologies essentially set a floor for all 
imported and domestic energy supplies and thus weaken the incentive 
for lower OPEC prices.. This tends to rule out the use of rigid import 
quotas or tariff systems that maintain a high price for all energy supplies. 
A third criterion is to minimize the cost of any federal subsidy which 
suggests that a flexible contract arrangement be made. If some tech­
nologies prove to be so effective that others are rendered superfluous, 
there should be some means of halting high-cost production and cutting 
losses by buying out the high-cost plants.

With these criteria in mind, we recommend that the government’s 
objective should be to ensure that industry produc^^ubsta^ 
ties ofsynthetic fuels in the shortest time feasible. The profit potential 
of these new technologies may bring forth the private effort required 
without special government assistance. Development may proceed more 
rapidly if the government eliminates the risk that potential lower OPEC 
prices pose to private investors. If privatecommitments to build adequate 
^ynthctic fuel facilities are not made very soon, the government should 
encourage investment by contracting tQ buy a substantial quantity of 

^synthetic fuels. Such take-or-pay contracts would set a minimum guaran­
teed price for the output of these synthetic fuel plants.

This would minimize the government’s interference in the industry’s 
operation. If world oil prices stayed at current levels, then the guarantee 
would be inoperative. If world prices fell, the government would be no 
more than a customer for the industry’s product. For example, if the bids 
submitted under this procedure promised oil at a price of $10.00 per 
barrel and world prices were higher than that, the government need not 
be involved; the industry could sell its product on the open market. How­
ever, if the world price fell to $7.00, each barrel produced under this 
contract would require a government subsidy of $3.00. Part .of the sub­
sidy could be provided by having the government purchase synthetic 
fuels to meet Defense Department or other internal government needs. 
For the remaining output, the government might simply remit the $3.00 
to the producing firms. If contracts were written to support an industry 
producing 3.5 quads of energy (about 1.5 million barrels per day), and 
if the subsidy were in fact $3.00 per barrel, the government cost would 
be less than $2 billion annually. On the other hand, if the presence of 
these industries meant that U.S. energy prices were only $.10 less per 
equivalent barrel than they would be otherwise, U.S. consumers would 
save the cost of the subsidy.

The initial decision on these contracts need be made only for the 
£rst generation of synthetic fuel plants. Subsequent decisions would be 
made in light of cost and operating experience with this first generation 
and with knowledge of price developments for competing fuels.

If contracts are let for synthetic fuels^ as we recommend, and if . 
world .oil prices fall, the synthetic fuel industries will have ^ 
.dized. In this circumstance, the subsidy can be viewed as buying a 
standby source of fuel. Although it may be possible to modulate the 
quantity produced, these plants may have to operate near capacity in 
order to be viable. The output could be used to provide some of the oil 
stockpile and to meet the government’s demand for oil. Most importantly, 
an operating industry of the size recommended would provide the ex­
perience and technological base that would permit rapid expansion if 
conditions warranted.

J,ong-Term Prospects: Research

The near- and intermediate-term energy sources that we have dis­
cussed will in all likelihood provide most of the energy the United States 
will consume in this century. However, lead times in this field are very 
long. Only by starting now on the basic research programs for new en­
ergy sources can the flexibility that the nation may require in the next 
century be assured.
I’ Geothermal and solar energy provide opportunities to moderate the 
required increase in the production of fossil fuels and nuclear energy. 
By 1990, the heat stored beneath the earth’s crust could be providing 
some additional energy for electric power, and the sun’s heat could be 
lessening the residential-commercial sector’s purchases of energy. Both 
sources are somewhat restricted geographically: geothermal energy to 
those portions of the country where underground heat can be brought 
to the surface rather easily; solar energy to those areas where sunlight is 
dependable. However, solar heat can be used in much of the country to 
Supplement conventional heating.*

^# The use of solid waste as an energy source is also promising. In 
addition, there are possibilities for making the generation of electricity 
more efficient or at least stabilizing efficiency at the current level. For 
the more distant future, there is the hope that fusion energy, which is 
independent of scarce resources, could produce a hydrogen fuel that will 
provide dependable, pollution-free energy.
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Substantial government involvement is justified for these energy 
sources because they are unlikely to be very important for ten years or 
more and because they require considerable basic research. The federal 
government should fund a substantial basic and applied research program 
in solar, geothermal, and fusion energy; in more efficient electric power 
generation; and in innovative techniques such as the use of solid waste 
as an energy source.* Whenever possible, these efforts should be inter­
nationally coordinated, and the costs should be shared by participating 
nations.* The joint U.S.-Soviet project on magnetohydrodynamics is a 
step in the right direction.

There are many promising paths to be followed, given enough time 
and economic resources. Moreover, if a flexible policy is pursued, there 
is no need to choose the best alternatives at this time. A balanced ns. 
search program would give the nation and the_world many options.

Capital Costs

Jlpst energy exploitation, is. capitakintensive. A long and expensive 
period of exploration and development precedes oil production. Coal 
gasification and oil shale plants are so expensive to build that fixed costs 
per unit of output are high relative to operating costs. Shale oil plants 
(100,000 barrels per day) and coal gasification plants (250 million cubic 
feet per day) may cost $700 million or more apiece. An all-out program 
to build sixteen synthetic fuel plants by 1985 would cost $11 billion1 
and would produce less than 4 percent of the 1985 U.S. energy demand.

.The. bulk of the investment made over the next decade will be for 
Jncreasing the supply of the familiar fuels, not for developing these new 
technologies* Close to $300 billion may have to be invested in order to 
produce enough conventional oil, natural gas, coal, and uranium to meet 
the 1985 demand. In addition to the capital required to develop the fuels, 
large sums of money are needed to generate and transmit electrical 
energy. The electric utility industry will require nearly $300 billion in 
new facilities by 1985. This sum will not be forthcoming unless the . 
utility commissions allow rates to rise in a manner that reflects the 
increased costs of new plants (including the higher interest on borrowed 
capital) and increased fuel and operating costs.**

fAll investment figures are in constant 1974 dollars and apply to the period from 1971 
to 1985.

T^l£r^-^ at least one area in which the government can properly, 
act to reduce financial requirements and at the same time eliminate some 
unnecessary uncertainty. In fiscal 1975, the energy industry is expected 
to pay $8 billion to the government for leases to the outer continental 
shelves that contain potential oil and gas reserves, an amount greater 
than that spent for exploration within the United States. Substantial funds 
will also be spent for onshore oil and shale leases. This large amount of 
front-end money increases the industry’s financial needs and inhibits risk 
taking (thus, the frequent appearance of multifirm consortia in the bid­
ding ). We recommend that the front-end costs of oil and gas leases be 
reduced in return for an appropriately designed formula for higher pay- 
(nents on .the oil and gas extracted from successfully developed, leases.* 
A simple royalty payment tends to shorten the economic life of an oil 
well and, therefore, would not be an appropriate formula. However, a 
declining royalty or one based on marginal extraction cost would reduce 
the front-end cost without this drawback.

A total of $600 to $700 billion is a modest estimate for the investment 
required over the period from 1971 to 1985 for the energy facilities we 
have described; it amounts to approximately one-quarter of the country’s 
projected business fixed investment for this period. The creation of these 
energy-producing facilities, by itself, will require at least 0.5 percent more 
of GNP than the United States has been spending for these purposes.

Jn addition to the substantial investment required to increase the 
supply of energy, major financial resources will be required to moderate 
the demand for energy ._New production capacity will be required to pro­
duce more efficient autos, homes, industrial equipment, and so on. These 
requirements, added to the capital required to meet environmental goals 
and to expand the country’s productive capacity, will pose severe prob- 
jems for economic policy^

It is impossible to foretell which capital investments will most re­
duce U.S. dependence on imports. In many cases, the investment required 
to eliminate 1 quad of energy demand through conservation will be less 
than that required to add an equal amount to supply. In the absence of 
other distortions, free capital markets will generally direct capital flows to 
their most profitable uses. However, the problem of raising funds for the 
investments we have suggested will have to be solved in the historically 
unique situation that will evolve as the oil-exporting nations accumulate 
vast financial surpluses. Much of the OPEC surplus, estimated to be run­
ning at $65 billion in 1974, or 4.6 percent of U.S. GNP, is being invested 
in short-term assets. These'circumstances will tax the capacity of financial
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markets to mediate between short-term lenders and long-term borrowers 
and across national boundaries. Because of the importance of these prob­
lems, this Committee is undertaking the task of producing a policy state­
ment that will contain specific recommendations for meeting the country’s 
overall capital needs.

Reserves and Standby Capacity

Because it would be foolhardy not to prepare for a repetition of the 
1973-1974 embargo, we recommend in Chapter 2 that standby energy 
sources be developed as protection against possible emergencies. It makes 
economic sense for private industry to hold expensive inventories- and- 
maintain backup equipment in order to avoid the. risk of having to curtail 
production because an essential input might become unavailable. Simi_- 
larly, it makes economic sense for the nation to incur the expense of_ 
standby energy sources, especially because their presence may moderate 
QPEC price demands.

To be useful, the standby arrangement must be able to provide en­
ergy immediately upon the initiation of an embargo and for as long as 
may be necessary. These arrangements will have to include an efficient 
combination of stockpiles of crude oil and refined petroleum products, 
plans to switch from oil to coal, and plans to increase production on an 
emergency basis from either working or shut-in oil fields. A state of readi­
ness at these facilities should follow a continuously updated plan to pro­
vide an orderly transition to standby sources in an emergency. This plan 
must include adequate domestic refinery and distribution capability in the 
event that imports of petroleum products are interrupted. The extent of 
standby sources should depend on the risk that a second embargo will ”~ 
occur, the cost to the U.S. economy of reduced petroleum availability, and

Jthe minimum cost or creating and maintaining standby capacity.
Jf world prices fall, it will become economic to tolerate more imports 

and provide more standby facilities; but this circumstance, if and when.it. 
occurs, should not be permitted to lead to a reduction in U.S. efforts Jp 
expand domestic producing capacity. At this time, when imports account 
for nearly 40 percent of consumption and world prices are more than $10 
a barrel, there is little danger that standby capacity will discourage do­
mestic efforts.

when.it


^;lj Government Organization 
II O for Energy Administration

- the federal government s handling of energy matters has long suffered 
from diffusion, narrow perspectives, and lack of adequate data.. Jurisdic­
tion has been divided among a bewildering maze of agencies operating 
without a unifying energy strategy or an integrated administrative struc­
ture. A recent Senate study identified forty-six federal agencies with direct 
responsibility for some portion of the energy system and eighteenothers 
whose policies substantially influence it. Moreover, in the zoning and sit­
ing of energy facilities, the policies of federal agencies are frequently at 
cross-purposes with state and local policies. These difficulties have been 
further compounded by a fragmented committee organization for energy- 
related legislation in Congress.

Because of the dispersion of responsibility and lack of an effective 
early-warning system, government policy makers were unprepared to 
cope with the sudden oil embargo in the fall of 1973. As a result of the 
emergency, the government took a number of actions to bring some sem­
blance of coordination and direction to federal energy activities. Project 
Independence was promulgated in November 1973, and many legislative 
proposals were drafted to alleviate the energy shortage and to bring about 
the effective administration of energy policy. Emergency powers were 
given to the hastily organized Federal Energy Office, which has now been
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superseded by FEA. A cabinet-level committee on energy was established 
by the President in June 1974.

These steps were not an adequate response to the crisis situation,. 
There wasjoo coherent strategy, and coordinating mech^

^^weak. These shortcomings, are still present. FEA has been making spme_ 
progress in maintaining a continuous assessment of the energy problem 

^ and in taking necessary crisis actions. But it lacks the status of a major cab- 
dnet department andZHoes . not possess the principal instruments of 
federal energy control and operations. Perhaps most serious has been the 

^ diverse and sometimes contradictory views express edbyHthe secretar res of 
X the Departments of the Treasury, Interior, and State, the FEA administra-^ 
^Xor, and other top government officials on energy matters, particularly re­

garding oil imports, pricing, and taxes.,
Recently, however, the government has taken a number of construe-  

tive steps—The Energy Reorganization Act of 1974 brought into being 
ERC, ERDA, and NRC, consolidating many vital functions. The Presi­
dent has also mandated a revitalized conservation program. Nevertheless, 
although we are encouraged by these recent developments, we believe 
that still further steps are urgently required. In our view, uthoi^^dryre^. 
vamped and strengthened organization andr system for setting and im­
plementing federal energy policy is a prerequisite for achieving energy 
independence. To this end, we support proposals for the creation of a de- _ 
partment of energy and natural resources.

The President and Energy Policy

For the next several years, energy policy must rank high on the Presi­
dent’s agenda. Indeed, there will be few actions in the field of domestic or 
international affairs requiring a presidential decision that will not involve 
energy considerations. The absence of an effective coordinating mecha­
nism for synthesizing energy policy at the level of presidential decision 
making has been one of the major inadequacies of executive leadership 
since the beginning of the energy shortage.

For this reason, we commend both the recent action of Congress es­
tablishing ERC and the prompt action of the President in designating the 

^secretary of the interior as its chairman. (The Energy Reorganization Act 
of 1974 wisely provides that the council shall be terminated upon enact- 

.zment of a permanent department responsible for energy and natural re­
sources or two years after the council’s creation, whichever is the shorter

term.) These are important steps toward effectively organizing the struc­
ture of government for energy policy and action and shaping its program 
for reducing oil imports and expanding energy supplies. In appointing the 
secretary of the interior chairman of the new council, the President appar-^ 
ently intends to vest policy leadership for jhe executive bran^ 
cabinet officer. This in no way relieves the President of basic decision- 
jnaking responsibilities, nor should it preempt other cabinet officers from 
advocacy within their respective jurisdictions. But it can be expected that 
major policy issues will now be resolved within the structure^oLUiei^

and that henceforth the government will speak with a clear, confident, 
^and unified voice on energy matters.

We support the President’s mandate to ERC for the reduction of oil 
imports by 1 million barrels a day by the end of 1975. We believe this is a 
modest goal that can be achieved with no more than marginal disruption 
to the nation’s living standards. The government should be prepared to 

* call for even more severe restrictions on energy use if circumstances re­
quire. :

Under the guidance . and impetus of the council,, the government’s 
present inchoate conservation program mu^ recast and revitalized. We 
believe that FEA is the agency best suited at this time to fulfilling this 
role. With FEA providing leadership, other agencies of the government 
can also play an important role in developing and administering energy­
conservation programs affecting their particular sectors of the economy. 

. The General Services Administration is already well advanced in promot­
ing and implementing a program designed to reduce energy consumption 
in and by all federal agencies. FEA should monitor the entire federal 
effort, arranging for necessary research where appropriate and fostering a 
forceful program to economize the use of energy. An office of energy con­
servation should be established in each of the Departments of Transporta­
tion, Commerce, and Housing and Urban Development. Under the 
guidance of FEA, these should have responsibility for programs directed 
to improving efficiency in the transportation, industrial, and residential 
and commercial sectors.

Accelerating Research and Development

The enag^ment of legislation in October 1974 creating ERD^Y-repre- 
j;ents^ jngjQrj^p ii^ energy indenendenqeL Historically, 
energy research and development (except for nuclear development) has
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been uncoordinated, fragmented, uneven, and underfinanced. Its scalp 
and organization were inadequate to cope with the demands imposed by 
the present energy situation and its future requirements.

ERDA will now appropriately consolidate existing research and de­
velopment programs into a single executive agency and multiply the avail­
ability of appropriated funds. The programs include the research activi- 

.zfies of the Department of the Interior and the Atomic Energy Commission 
and also some of those that have been the responsibility of ERA and the 
National Science Foundation. In .developing aLCOjisolidated p^ the 
new agency should seek to create healthy competition among various al­
ternative sources of energy. ERDA should end the favored status of nu­
clear technology at the same time that it utilizes the administrative and 
technical expertise of AEC in managing large-scale research.*

The capacity for independence from, uncertain imports will depend 
.importantly on successfully translating developed technology into produc­
tion capacity. Entirely new industries must be created to produce anti 
market new sources of power. Government involvement will probably be 
needed to guarantee the commercial availability of such new energy 
sources^

To obtain full-scale production promptly once-advanced technology, 
has been developed, it may be necessary to establish a new organization 
that will have die authority for transforming ERDA’s successful prototype 
-developments into viable commercial endeavors. This effort might em­
body roles and functions paralleling the Reconstruction Finance Corpora­
tion of the 1930s. In earlier chapters, we suggest that the government may 
have a role to play in supporting production of synthetic fuels by private 
industry, especially if there is a possibility that world oil prices might fall. 
Contracting for and disposing of these fuels could become an essential 
government responsibility.

ERDA legislation properly stipulates the governing authority and 
policies of the administrator in discharging his responsibilities for expand­
ing energy production while giving suitable consideration to the eco­
nomic, social, and environmental consequences of new technology. In our 
view, the Energy Reorganization Act itselfadequately establishes policy­
guidelines to assure proper protection of social and environmental ob-. 
jectives while pursuing essential research and development measures for 
energy independence. Within these broad policies, the President and ad­
ministrator should be given wide latitude to adapt program priorities and. 
operating policies suitable to developing and swiftly changing national 
requirements, unhampered by rigid legislated guidelines. ...

Energy Regulation

Another constructive action that the government has taken in recent 
^months is the creation of NRC incident to the creation of ERDA and 

the dissolution of AEC. It is widely recognized that AEC’s regulatory and 
promotional functions were incongruous and led to conflicts of interest 
because they were combined in the same agency. We welcome the crea­
tion of NRC and hope that it will evolve into a positive force for energy 
development while scrupulously preserving essential safety standards.

Although we are encouraged by this action, we believe that the gov.- 
ernment s overall regulatory system is. in grave need of a major overhaul. 
Current regulatory processes lack coordination with national economic 
policy and are burdened with adjudicative procedures more suited to the 
nineteenth century than to contemporary times. There are wide diver­
gences in the formulation and application of policy. Regulatory decisions 
reflect a single energy source rather than a broad perspective and 
seldom respond to crises with the requisite urgency, flexibility, or incisive­
ness. These deficiencies are compounded by the myriad state and local 
agencies exercising regulatory powers. The resulting problems for the in­
dustry are at least partially responsible for the time required to bring 
nuclear plants into operation and for the uncertainty that has discouraged 
investment in energy facilities.

Accordingly, we welcome the President’s initiative in outlining to 
Congress, on October 8, 1974, his proposal for the establishment of a na­
tional commission on regulatory reform. With respect to energy affairs, we 
urge that such a commission direct its efforts to simplifying requirements,. 
terminating obsolete or uneconomic, restraints., and—establishing where 
possible aoiiTor two-step approval mechanism for all energy facilities. 
The process involved in licensing and in approving sites is now protracted 
and redundant; it is vitally important that this be expedited. We have no 
illusions about the difficulty of achieving this reform, but we believe that 
remedy is of critical importance at the federal level as well as in state and 
local jurisdictions.

In the Energy Reorganization Act, Congress invites the President to 
submit further recommendations concerning energy organization, includ­
ing the option of “consolidation in whole or part of regulatory functions 
concerning energy.” We are convinced that national regulatory policies 
would benefit from the perspective provided by a comprehensive agency 
embracing all energy forms in a single, unified structure.,Unification could 
also advance the goals of simplifying procedures and developing a rational
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and consistent (but not necessarily uniform ) regulatory .pattern for en­
ergy sources and uses.

Department of Energy and Natural Resources

It is evident that the government is gearing up to meet the energy 
challenge. Nevertheless, further essential organizational reform is re­
quired if the nation is to make speedy progress toward energy indepen­
dence. In this Committee’s view, the most urgent requirement is to es; 
tablish a cabinet-level organization that provides comprehensive over­
view and administration of the government’s energy functions. We urge 
that the President and Congress move as rapidly as possible to create a 
department of energy and natural resources in order to achieve an in­
tegrated structure for energy administration in the federal government, 
which is essential to achieving energy independence/

In a message to Congress in March 1971, President Nixon proposed 
such a unified, consolidated department with responsibility for adminis­
tering energy and mineral resources; land and recreation resources; water 
resources; oceanic, atmospheric, and earth sciences; and Indian and terri­
torial affairs. In the absence of forceful support from the administration, 
congressional hearings were inconclusive and no action was taken on the 
proposed department.

The original proposal must now be updated and adapted, but the 
concept of forming such a department offers a sound framework for 
properly integrating and coordinating related land, water, energy, and 
environmental protection programs. Many conflicting interests clearly are 
involved, and profound political opposition to this proposal can be antici­
pated. Nevertheless, because the stakes are so high, we concur in the 
view that this vital reform must no longer be considered a long-range pro­
posal; it must be adopted at the earliest date possible. (The Energy Re­
organization Act of 1974 calls on the President to wrmulate an explicit 
plan for the organization of energy and related functions as soon as possi­
ble but not later than June 30, 1975.)

The Department of the Interior will form the nucleus of this new de­
partment, and a substantial part of its operations will consist of long- 

/established Interior Department bureaus. We believe that it will be a mis­
take if the new department is simply formed and operated as a retread 
of the old department for the following reasons: Interior has long been 
oriented to development of hydroelectric power and to the fossil fuels

industry; the new department must now greatly expand its horizons to 
include other forms of energy production. Interior traditionally has been 
preoccupied with resource supply; the energy and natural resources de­
partment must now equip itself to deal aggressively with resource conser­
vation and use. Interior has been concerned largely with short-term oper- 

^/ations; the new department must now become more concerned with
planning and with broad strategies affecting the long-term future. Interior 
has been traditionally devoted to the development and exploitation of 
natural resources; the new department must now become more firmly 
committed to the contemporary environmental ethic. Finally, Interior has 
not been notable for vigorous and progressive management; it must now 

^/mobilize itself to operate according to the highest standards of effective 
administration.

Although it is appropriate that the proposed department incorporate 
ERDA as one of its major components, it would be wise to maintain 
ERDA as an independent agency until the new department is well estab­
lished and reoriented. This will give ERDA an opportunity to acquire 
status and to develop its important role. It will also provide time for intel­
ligent resolution of the issue of ultimate responsibility for military-related 
nuclear research. We believe this activity should be transferred to the 

^Department of Defense, but separating military functions from those that 
have civilian applications requires careful study which should be com­
pleted before further organizational adjustments are made.

Energy and Mineral Resources Administration

The reorganization plan of 1971 included the creation of an energy 
and mineral resources administration as a major component of the new 
department of energy and natural resources. A number of agencies from 
the Department of the Interior, including the Bureau of Mines and the 
Office of Oil and Gas, were to be incorporated in this new administration? 
Clearly, the composition and functions of an energy and mineral resources 
administration must be updated in order to conform with the present situ­
ation. But we believe it essential that the secretary of the department of

♦The reorganization plan would locate the nonfuel-mineral activities of the transferred 
agencies with their energy-mineral counterparts. Separation would unnecessarily dis­
rupt existing organizations and would bring no particular benefits to either energy or 
minerals.

'■*tei
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energy and natural resources and his energy administrator have direct 
control of the principal elements necessary for planning, directing, and 
operating the government’s energy production and conservation program.

It is also essential that FEA be transferred to the proposed adminis-w 
tration as its central planning, coordinating, and directing unit, FEA’s 
authority expires in May 1976, but its emergency powers and functions 
should be continued and vested in the energy and mineral resources ad­
ministration. Likewise, we suggest that consideration be given to transfer­
ring the government’s direct energy operations to the new administration^ 
as recommended in 1971 by the President’s Advisory Council on Execu­
tive Organization.

Although we believe that the secretary of the department of energy 
and natural resources should be designated the senior energy administra­
tor of the government, the energy and mineral resources administration, 
as the primary supportive agency, will also require leadership of the high­
est quality with undersecretary status.

Integration of Environmental Protection 
and Resource Development at the Cabinet Level

Current national values properly assign a high priority to the protec­
tion of the environment and to the abatement of land, air, and water pol­
lution. The new environmental ethic has come to be accepted as a salient 
factor in determining the pattern of social and economic progress^

Resource administration inescapably involves the resolution of con­
flicts between different philosophies and objectives. Just as potential 
environmental damage must be assessed when resource development pro­
grams are formulated, so must the consequences of a stringent pollution 
abatement policy be evaluated in terms of limited energy supplies and 
escalating costs. The diverse interacting components of the total resource 
function must be reconciled at both policy and operating levels through 
accommodations that assure a balanced use of land, air, and water.

Under present structural arrangements, environmental and develop­
mental objectives can be reconciled only at the presidential level. Because 
both CEQ and EPA are independent entities, there is no sustaining policy 
bridge between the environmental agencies and the resource administra­
tion agencies, principally the Department of the Interior. Furthermore, 
there is a natural limit on appeals for presidential decisions, and thus 
there is often indecision or a stalemate when urgent action is required.
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This adversary relationship among agencies and a department is ex­
tremely ill suited to crisis administration.

To balance resource use with environmental-quality objectives, we 
recommend that EPA be transferred to the department of energy and 

\ natural resources as a distinct and major entity of the proposed depart- 
/ ment. We believe that EPA should be coordinate with, not subordinate 
to, the energy and mineral resources administration and should be given 
status and influence commensurate with its important mission/ We also 

/ recommend that the Council on Environmental Quality be retained in the 
Executive Office of the President as an independent monitor of environ­
mental impact, serving as an advisor to the President, but without regu­
latory or operational responsibilities/*

Such an arrangement would permit the secretary of the department 
of energy and natural resources, as chief of a multifunctional organization 
serving a broad constituency and equally and positively concerned with 
resource exploitation, conservation, and environmental quality to reconcile 
environmental protection standards with energy imperatives. An example 
of the need for such reconciliation is establishment of permissible emis­
sion levels for widespread reconversion of power plants to the use of coal.

This arrangement would also shelter the President from continuous 
pressure to accommodate policies and resolve conflicts on particular pro­
grams or projects. The federal organization should be structured to assure 
that only policy issues of transcendent importance can demand presiden­
tial intervention.

Congressional Organization for Legislative Policy on Energy

There is insistent need for modernizing congressional structures and 
processes for energy legislationjind oversight.-As the committee system 
now operates, deliberations on energy matters are segmented, confusing, 
and often conflicting. In the House, primary responsibility for energy leg­
islation resides in no less than seven committees as well as the Joint Com­
mittee on Atomic Energy; secondary responsibilities are exercised by six 
other House committees.1 In addition, the House Appropriations Commit-

♦ House committees with primary energy jurisdiction include Government Operations, 
Interior and Insular Affairs, Interstate and Foreign Commerce, Merchant Marine and 
Fisheries, Public Works, and Ways and Means; those with secondary jurisdiction in-

■ V  ̂«!^£te;»:< ^ '■■
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tee, through five of its subcommittees, exercises a large degree of control 
over the implementation of energy decisions. A similar situation exists in 
the Senate.1 Thus, problems demanding a broad policy approach are t 
handled piecemeal by the many autonomoirr^omm^ 
numerable subcommittees,^.

i Senate committees with major energy jurisdiction include Commerce, Finance, For­
eign Relations, Interior and Insular Affairs, Labor and Public Welfare, and Public 
Works; committees with secondary jurisdiction include Aeronautical and Space Sci­
ences, Armed Services, Banking, and Housing and Urban Affairs. See U.S. Congress. 
Senate, Major Energy Related Legislation Pending or Acted on by the 93rd Congress 
(Washington, D.C.: U.S. Government Printing Office, 1974), pp. 3-71.
HThe Bolling committee proposals were superseded by a compromise and less com­
prehensive proposal authored by a Democratic caucus committee headed by Congress­
woman Julia Butler Hansen and approved by the House of Representatives on Octo­
ber 8, 1974. The only change affecting energy and environment was the transfer of 
research and development legislation (except nuclear) from the Committees on In­
terstate and Foreign Commerce, Interior and Insular Affairs, Merchant Marine and 
Fisheries, and Public Works to the Committee on Science and Astronautics.

In the policy statement Making Congress More Effective (1970), 
we called attention to the fragmented congressional committee structure. 
The House Select Committee on Committees (chaired by Congressman 
Bolling), in its 1974 report, recommended consolidating legislative juris- 
dicition for energy policy in a major House committee on energy and en­
vironment?1 We endorse the much-needed consolidation of House com- . 
mittees on energy policy, which would unity the natural resource junc­
tion. We also recommend a parallel Senate committee on energy, natural 
Resources, and environment. Such action would bring congressional orga­
nization more in line with the unified structure recommended for the 
executive branch.

In order to further rationalize congressional jurisdiction over energy 
^ ^-^»<^-*W^M^S  ̂.7; ^ ^ .... . ^ .^v..., H^«**^’W ‘̂’f --•^•--»«**^^^*'--^~^-—-•^^^^^^*^^  ̂ . .•«tey»tts^^v.»«<>tia^

legislation, we recommend creation of a joint energy and environment 
^committee^uch a joint committee, equipped with reliable economic in­
formation and the ability to evaluate the effectiveness of energy adminis­
tration and regulation, would be able to formulate energy policy more 
adequately than is now the case.

The proposed joint committee on energy and environment would 
assume jurisdiction over all mineral resources and their leasing, manage^

elude Armed Services, Banking and Currency, Education and Labor, Foreign Affairs, 
Judiciary, and Science and Astronautics. See U.S. Congress. House, Committee Re­
form Amendments of 1974; Report of the Select Committee on Committees of the 
House (Washington, D.C.: U.S. Government Printing Office, 1974), pp. 247-255.

jagnt^and transportation on public land; regulation of the energy indus- 
Jry\ suPervisjon of nonmilitary nuclear, programs; and, of course, energy 
JT^lIch and development. In addition, the joint committee would exer- 
.SiSS-Oversight of the underdeveloped naval petroleum .reserves and oil 
shale reserves?

i Related antitrust policy would remain in the House and Senate Judiciary committees; 
tax policy, in the House Ways and Means Committee; and foreign economic and for­
eign policy, in the House Foreign Affairs Committee and the Senate Foreign Relations ■ r>Tv^w^i H’r^zi ° *



UNITED STATES OF AMERICA

GENERAL SERVICES ADMINISTRATION
Washington, d.c. 20405

MEMORANDUM TO: Dwight A. Ink

The CED report makes 17 recommendations. In general, GSA can 
support all 17 comments. I was quite disappointed regarding the prospects 
for solar energy and prepared a separate set of comments (which is 
attached). In addition, I summarized the 17 recommendations for you on 
4 pages and have added my handwritten comments following each 
recommendation.

Keep Freedom in Your Future With U.S. Savings Bonds
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ibility for The Committee for Economic Development is 
an independent research and educational orga­
nization of two hundred business executives and 
educators. CED is nonprofit, nonpartisan, and 
nonpolitical. Its purpose is to propose policies 
that will help to bring about steady economic 

growth at high employment and reasonably stable prices, increase pro­
ductivity and living standards, provide greater and more equal opportunity 
for every citizen, and improve the quality of life for all. A more complete 
description of the objectives and organization of CED is to be found in 
the section “CED: A Business-Academic Partnership.”

All CED policy recommendations must have the approval of the Re­
search and Policy Committee, a group of sixty trustees whose names are 
listed on these pages. This Committee is directed under the bylaws to “initi­
ate studies into the principles of business policy and of public policy which 
will foster the full contribution by industry and commerce to the attain­
ment and maintenance” of the objectives stated above. The bylaws empha­
size that “all research is to be thoroughly objective in character, and the 
approach in each instance is to be from the standpoint of the general wel­
fare and not from that of any special political or economic group.” The 
Committee is aided by a Research Advisory Board of leading social scien­
tists and by a small permanent professional staff.

The Research and Policy Committee offers this statement as an aid in 
bringing about greater understanding of actions that should be taken to

meet energy needs without compromising basic objectives for the security 
of the nation and its allies, jeopardizing a sound domestic and international 
economy, or endangering the environment. The Committee is not attempt­
ing to pass judgment on any pending specific legislative proposals; its pur­
pose is to urge careful consideration of the objectives set forth in the state­
ment and of the best means of accomplishing those objectives.

Each statement on national policy is preceded by discussions, meetings, 
and exchanges of memoranda, often stretching over niany months. The re­
search is undertaken by a subcommittee, assisted by advisors chosen for 
their competence in the field under study. The members and advisors of the 
Subcommittee on Problems and Potentials of Economic Growth: The En­
ergy Problem, which prepared this statement, are listed on the following 
page.

The full Research and Policy Committee participates in the drafting of 
findings and recommendations. Likewise, the trustees on the drafting sub­
committee vote to approve or disapprove a policy statement, and they 
share with the Research and Policy Committee the privilege of submitting 
individual comments for publication, as noted on this and the following page 
and on the appropriate page of the text of the statement.

Except for the members of the Research and Policy Committee and the 
responsible subcommittee, the recommendations presented herein are not 
necessarily endorsed by other trustees or by the advisors, contributors, staff 
members, or others associated with CED.
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I Purpose of
□ This Statement

WHEN THE CED RESEARCH AND POLICY COMMITTEE, 111 tile Spring of 1973, 
authorized the studies that led to this statement, the energy situation con­
fronting the United States was serious but not critical. It was a major ex­
ample of how economic growth was depleting supplies of raw materials. 
The focus of concern was the increasing dependence of the United States 
and of other industrial nations on imported oil as a source of energy. The 
fundamental issue, as this Committee then saw it, was how the nation 
could best meet its energy needs over the next ten to fifteen years without 
compromising basic objectives for national security, a sound economy, the 
balance of payments, and the environment. In more practical terms, we 
sought answers to these basic questions:

What policies are available to increase domestic supply, and how 
hard should they be pushed?

What policies are available to slow the increase in energy consump­
tion, and how should they be used?

How can the United States best deal with the problems that arise 
because the richest supplies of crude oil are found in one part of the world 
but most of the consumption occurs elsewhere?

These fundamental questions remain. But what has changed be­
tween then and now (and it is a very big change indeed) is that the time 
for choosing among the various policy alternatives has run out, just as the 
number of available choices has been reduced.

What to do now. The events of late 1973 and early 1974 (the out­
break of war in the Middle East, the oil embargo by the Arab nations, and 
the huge boost in world oil prices) have created an urgency that hardly 
needs emphasizing at this point.

The question is no longer what to do in ten or fifteen years; rather, it 
is what to do now in order to meet the nation’s energy needs most effec­
tively without compromising the basic national and international objec­
tives set forth at the outset of this study. We therefore concentrate on the 
steps that may be taken at once to conserve the use of energy and to 
establish a set of priorities for increasing production as rapidly as possible 
without ignoring long-range needs.

This Committee’s central concern is that the United States act imme­
diately to minimize its vulnerability to the threat of another oil embargo. 
The statement outlines what we believe to be a practical program for im­
plementing this vital and awesome commitment.

International aspects. Meanwhile, the Committee is making an in­
tensive study of the international economic and financial implications of 
the current energy crisis. This study grew out of, and builds on, the Inter­
national Symposium on Energy and Raw Materials in Paris in June 1974. 
It is being carried forward jointly with our counterpart groups in foreign 
countries, who, with CED, sponsored the Paris conference. These groups 
are the German CEPES (European Committee for Economic and Social 
Progress), the French CRC (Research and Study Center for Business 
Executives), the British PEP (Political and Economic Planning), CEDA 
(Committee for Economic Development of Australia), the Swedish SNS ; 
(Industrial Council for Social and Economic Studies), and Keizai Doyukai 
(Japan Committee for Economic Development).

We have held preliminary meetings with these groups and are mov- i 
ing forward with them to early conclusion of the joint study and publica­
tion of our common findings.
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