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Government 011l Policy and Its Effect

On Domestic & Offshore 01l Pronducti-n

To date the petroleum industry is second only to the
Department of Defense in 1its stimulation of ocean technology.
By the end of 1968, American petroleum companies had invested
over 13 billion dollars on the continental shelves of the
United 3tates. The development of submersibles, man in the
sea, lnstruments, selsmic surveys, mapping and charting, and
development of ocean structures and engineering have all been
profoundly effected by this massive injection of capltal,
There are about 16,000 coapanies in the United 3tates that are

either exploring or producing petroleum, Qcséanology ca2l1l1s the

petroleum industry the only growth industry in the ncean market
today} Furthermore,thlis rapid expansion into the nceans has

had important ramifications for the developnent of viable

legal regimes for the world's oceans as well as domestic bounder-
ies, and has, through pollution, the potential to ruin imvortant
sources of protein for the human race. It is obviously of interest,
therefore, to consider policles which affect offshnre oil
exploration and development, This paper is c¢onfined to anal-
yzZing three such economlc policies in terms of their effects

on the industry, their costs, and alternatives, First, the in-
dustry and its role in the demand and consumption of energy

nee® to be summarized,

An Overview of Petroleum in the U.S.

The Petroleum industry is somewhat arbitrarily divided



into the majors, the top thirty vertically integrated nil
companies, and the independents, which include large muiti-
million dollar corporations, as well as small producers, re-
finers, and distributors. In 1970, seven of the top twenty

U.3. industrial corporations by sales, and nine of the twenty
largest by assets were oll companies. Gross assets »>f the seven
largest oll companies amounted to 52.3 billion dollars. Profits
of Standard 011 (New Jersey) which by assets is the largest
corporation in the world, were equal to the combined profits

of General Motors and Ford.2

The size of the majors, however, conceals the fact that
the independents have traditionally been resposible for inpor-
tant innovations and dilscoveries in the o0il business, particu-
larly in exploration and production. For this reason an impor-
tant interrelationship exists between the malors and indeven-
dents. As the o0ll industry is now concentrating on the mnre
lucrative Offshore fields, this pa-tern is being disturbed.

A small independent cannot afford, risk, or aquire the tremend-
ous amounts of capital required for these operatinons. The majors
are therefore becoming increasingly important in exploration
and production.

Domestic 01l companles also have the world's largest
market. The United States tonsumes 35% of the crude oil produced
in the world, compared to Kurope which uses 28% and the U.S.S5.R.
which uses only 12%. We consume 62% of the world's natural eas,
compared to furope which uses 9%, and the U.S.3.R which uses

14%.3The development of the natural zas industry in the United
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or a reserve/production rati, of 10.7/1. If by 1977 there were
no changes in our state of technology, no geological Alseoveries,
and no change in nur economic policies, we would be out of
oil, Obviously, all these constraints have been altered during
the decade., Nevertheless, our reserve/ production ratio con-
tinues to drop. 0Oil reserves have remained relatively constant,
while demand has increased steadily. If the United States is
to maintain a reserve/production rati» of 10/1, the Department
of the Interior forcasts that we will have a deficit of 4
billion barrels by 1980, and an 18 billion barrel deficit by
the year 2000.6

In solving this deficit, the Unlted States faces a Ailenma,
The first possibility is that we can import the 01l we need,
While the United 3tates has a reserve/production rati»n of 10/1,
the world's is 50/1 and rapid discoveries are increasing that
margin. The second possibility is that the United States can
rely on domestic production by ralsing the price of crude onil
to the point where domestic productison becomes economically
justified. In a recent study, Ihe Petroleum Provinces »f The

United states, the National Petroleum Council has concluded that

the potential petroleum rescurces of this country are immense,
#hile many estimates have been made that are several orders nf
magnitude apart, thls study indicates that there are ahout

720 billion barrels of oil in place, of which ahnut 120 hillion
lie on the continental shelf. Other studies have indicated that
up to 2 trillion barrels are locked in oil shales, and snother

400 billion in tar sandsj’Assuming that we recover 50% of this



potential oil in place, and that our demand should dnuble to

10 billion barrels a year, we still have enough petroleum to

last at least 150 more years.,

| To summarize, then, the United States faces no real shortage
of Petroleum, The question revolves around how much we are
willing to pay in order to use our own reserves., Tn examining

the economlc policies the zovernuent has adopted for the pe-
troleum industry, it 1is important to view them in this context,

I have presented these policies in the chronolozinal order »f
their development, which i1s the reverse of thelr cost to the

consumer,

Government Policy and the 011 Industry

a.) Depletion Allowances

Depletion allowances were inacted because extractive indus-
tries use up their means of production in the orocess of vro-
duction. Depletion allowances are different than devorecisti-n
allowances in that they bear no relation to the wvalue of the
asset (the producing property), or to the expected 1ife of the
asset, A producer may deduct the full value of his devletinn
allowance as long as he is producing oil.

Under current regulations, a producer may deduct 22% of
his gross income as long as 1t does not exceed 50% of his
taxable income, Inbractioe this has amounted to a tax saving
to the oll companies of 1,3 billion dollars 1ﬁ recent years.q
Addltionally, oil companies may deduct intangible drilling costs

such as contractors fees and services., An examination of oil
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company profits in 1969 reveals that Gulf 011 paid 0.8% of
its profits in taxes, Texaco 2.4%, and Atlantic Richfield
1.2%, The majors paild an average of 7% of their profits in
taxes compared to 42% for all industrial corporations. 9

It is maintained that this tremendous tax advantage is
necessary in order to reduce the risk assoclated with exnlnr-
ation of new oil fields. Since under existing regulations,
an oil company may deduct a depletion allowance on forelon
as well as domestic holdings, 1t is questinnable whether this
practice stimulates domestic drilling as much as 1t should.

It would certainly provide more of an incentive if it were

applied exclusively to domestic holdings.

b.) Market Demand Prorationing

Prorationing 1s a system of restricting oil vproduction
in the United States, ostdgibly to insure prover conservation
practices are enforced., Historically, these regulations arew
out of the chaotlc conditions which existed in the »i1 indus-
try during the depression. The "rule of capture,”" » lezal
princiie developed by the courts, was interpreted to mean
that oll belonged to whoever brought it to the surface. An
01l discovery qulickly resulted in a frenzy of activity aimed at
bringing all the o0il to the surface as fast as possible, For
geological reasons tnis created huge wasteg, for the ultinate
recovery of an oil fleld is inversely proportional to the
rate at which the oil is removed.

In practice, however, prorationing has become a price



setting mechanism, Wells are not allowed to produce at their
maximum physical efficilency, but are resticted according to
the demand for oil.

states use market demand forcasts prepared by the Nepart-
ment of the Interlor in order to calculate the rate of praduction
that will aaintain the price of oil., In Texas this is done
by the Texas Rallroad Commission. The Commission sets the number
of days wells cannot produce in the state, and then sgrants
each well an "allowable, ! which iz the number of days a well
can produce on tliese restricted days. Since "gllowables" are
based on such factors as depth, and well spacing within a field,
they have no relation to the ecapacity of a well to produce,
Wells which produce less than 10 barrels per day are not pro-

rated at all,.

The theory of prorationing can be illustrated by the
supply and demand curves shown above., If equilibrium price
per barrel were $2.50, then quantity Q would be c-nsuned.

To maintain the current price of about $3.40 per bharrel,
quantity must be curtailed to 3'. The point is that a lower-

the
ing of / price of crude oil does not reduce the suoply. The
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shape of the supply curves need to be considered to apnreciate
this fact., 011 production involves heavy investment in fixed
assets, but is characterized by low variable costs in actual
productiori. Thus in the absence of res;ictlons, an =fficient
producer can cover his fixed and variable costs, even with g
price reduction, by simply pumping more oil. For this reason
supply curve 31 tends to be elastic. Tn other words, a small
increase in price results in a large increase in outout,

The inefficient producer, however, is unable to cover
all his costs at a low price for crude oil because his waells
lack the physical capacity to produce at higher -~utputs., This
results 1n the more inelastic supply curve So. In this case,
restrictions have been placed on the efficient producers, so
increases in output are met by marginal operators who
can only operate at high crude oil prices, In effect, market
demand prorationing legislates 1né}1ciency into the oll industry.

Prorationing also reduces the incentives to find high
capaclity wells-since their production will be restricted. In-
stead, the emphasis 1is placed on deep wells, and low capacity
stripper or near stripper wells wich have large "allowables."
In a study conducted in 1964, Adelman calculated that 78%% of
the new wells drilled in Texas were superfluous.10

The Federal government supports prorationing in two ways,
The first is the <Cchally “Hot 0il" Act, which prohibits nil
produced in excess of a state quota from moving in interstate
coamerce. The second is the policy of the government to apply
an"allowable,"based upon that of the adjacent state, to wells

on the outer continental shelf,




This latcer policy has significance for the offshore
oil business. Offshore 0il wgels have been dri'led into less
risky, and highly productive fields. For the reasons outlined
above, these wells would remain an attractive investment even
with a reduction in crude oil price, 1if there/ggr;estrlctlons
on productiosn. There 1s also no justiflicatlion for prorati-ning
on the grounds of conservation, since the size and am-ount of
control exerclsed on governaent legases precludes poor conserva-
tion practices., Proof of this lies in the fact that 7Talifornis
has no prorationing system at all, since the productive canacity
of the state can be entirely absorbed by the market demand for

oil.

c. ‘ne Mandatory 01l Inport Juota

It can be readily seen that prorationning could not survive
if cheap forelgn oll were allowed to flood U.S, markets. It is
necessary to limlt imports so domestic prices can rise abnve
the world price.

The present quota system zrew out of conditions that evxisted
in the post-dorld War II oil industry. Bezining in the early
1950's, American oil companies made heavy investments in the
{iddle Hast. At this time the world price clnsely fnllowed the
Gulf coast price, consequently imvorts were small. The treman-
does size and low cost of Middle fastern reserves prevented
this condition from lasting., As foreign crude o1l vprices Aropred
rapldly, ilmports shared a growing fraction of the domestic mar-

ket. After the Suez crises in 1956, domestic producers ralsed
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the price of crude oil 40 cents, and Mid7le Rasfern and

south aAmerican imports reached a level that the goverument
considered dangerous for national security. In 1957 a volun-
tary quota was adopted, However, because quotas were allocated
on the basis of how much oil individual companies were import-
ing prior to 1957, those companies with recent foreign invest~
ments were at a disadvantage. The falilure of the voluntary
program lead President Zis-nhower to envoke the national
security clause of the Trade Agreements Act, and imnnse 2
Mandantory 0il Import Quota 1n 1959. In part the prociamation
read:

"The new program is designed to insure a stable healthy
industry in the United oStates capable of exploring for
and developing new hemispere reserves to replace those
being depleted. The basis of the new program, li%ke that
for the voluntary program, ls the certified requirements
of our national security which ma%e it necessary that we
preserve to the greatest extent possible a vigornus healthy

petroleum industry in the United States." 44

The mandantory import quota is administered by the Denart-
ment of Interior and the Office of Emergency Preparedness, Jith
the exception of Puerto Rico and the Virgin Islands, the United
States is divided into five Adistricts parallelling those used
for oil and gasoline rationing in World War II. Quntas are set
at 12.2% of the estimated production for a glven year. Howaver,
since the volume of imports 18 in many cases a nolitieal guestinn,
the Department of Interior has lowered its estiunates of nroduc-
tion when they have been"to> high."

There are several exemptlons from the quota. Mexlen 1is

granted an overland exemption, but negotiations with Pemex, the



national oill company of Mexilco, have resulted in a voluntary

restriction on imports of 30,000 barrels per day., A Canadiaen

overland exemption was cancelled by President Nixon in 1970,

Additionally,risidual o1l is allowed into districts I throush

IV, and number 2 heating oll is allowed into New England, 12

It is important to consider how import licenses are sllo-

cated since they represent a clear windfall to the refiner

who can obtain one, Generally, licenses are allocsted on the

nhistorical basis of what the company was inpoarting prior to

the initiation of the voluntary quota. There is alsn a sliding

scale which allows the smaller refiner to import a greater

amount of oil, While companies are not allowed to sell their

import licenses, they are allowed
refiners who are at some distance
find it advantages to trade their
who, in turn, can import oil from
In several recent years the total

have not been used.

to trade them for oll, Smsll
from a shipping port may
licenses to a major cnmoany,
one of its overseas nveratinns,

amount of imports allowed

o appreciate the effect of the gquota on the Aomestic

oil market it is necessary to compare the world and domestic

prices for oil.

Middle rHastern

Wellhead price $1.43
Freight U
Gathering price -
Tariff _ 410

Dockside Price 2.27

(East Coast)

Louisiana Gulf Coast

$3.04
45
b

3.63

Source: The 0il Import Question
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be T
Wwithout the quota, U.3. wellhead price would/equal to the

world dockside price less domestic freight and gathering charges
or $1.68. (This represents what the price would have besn in
1970) Future changes in the world and domestic prices depend

on several varlables. dorld freight rates will continue to gn
down with the advent of the new generation of supertankers,

but the OPEC may demand higher prices. Domestic prices are
likely to rise if we continue to rely on U.S, reserves,

It is difficult to measure the precise cost of the quota
to the American economy. The Cabinet Task Force on 011 estimated
that the cost of the quota to the consumer was 5 billion dollars
in 1969{?Tnis figure represents the difference betwesn buying
011l on the world market and the domestic market. This 5 Billion
dollars is essentially an oll company tax, which on a per capits
basis is $24.

The oll industry maintalns that this money is returned to
the American public in the form of stock dividends, state taxes,
royalies, and other payments. While this is true, the income
redistribution is unequal. Revenues accrue to the five o0il pro-
ducing states, resulting in the non producing states paying a
higher share of the cost of the quota. Rhode Island pays %§3°
per capita and Vermont pays $45.1%oughly 90% of the stock Aivi-
dends are pald to 10% of the populationn,

'here are other economic costs as well. A high price for
0i1l, maintained as it is by prorationing, allows inefficiency
in the industry. Capital and other resources are attracted to the

industry that would not be employed without high prices. More
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energy entensive technigues of productisn are not used,

The justification for these econdnic costs and the con-
tinuation of the gquota falls into filve general categnries:
national security, balance of paymnents, the future world
price of oil, the loss of labor, and the need t> stinulaste
domestic exploration., f#ach of these arguments deserves careful
consideration.

The national . security requirements of the United States
are the most frequently cited arguments, as well as the legal
justification for the quota. National security has bhasically
two components., The first is that we should not become overly
dependent upon foreign sources that are located in politically
unstable areas., The second is the need for a secure sup»nly of
01l in case of an actual conflict., In discussihg this latter
requirement, 1t is necessary to conceptualize the types of
conflicts that might involve the United States.

The most likely conflict is the limiked, guerrillas war
such as we are now fizhting in Viet Nam., A conflict of this
nature is not likely to produce a serious oll supply problem,
As evidence, over 90% of the oll used in Viet Nam comes from
the Persian Gulf states, even though they have repeatedly
objected to our policies{5There Was also no supply problenm
during the Korean War.,

while a conventional, non-nuclear war - - such as World
War II1 i1is an unlikely event, there are several alternatives
to having an import quota., Conversion from civilian to military

uses, stockplling, and rationing are a1l possible. Canadian,
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Mexican, and other hemispheric reserves are easily as secure
as our own reserves, yet thaey are restricted under the present
quota. It is also worth-while to observe that the concentratton
of refining and production facilities in this country makes
them excellent: targets for sabotage and stratigic bombing,
Import guotas have done nothing to solve this problen,

If the United States become involved in a nuclear war,
oil will play a minute role, Since nuclear weapons are likely
to be directed against population centers rather than industrisal
complexes, there would be an excess capacity of o0il production
after such a conflicte.

The 31x Day War in the Middle Rast in 1967 is a good
test of the effectivess of the import quota. For ten days after
the conflict all production from Middle Eastern and North African
fields ceased, and normal production did not resume for three
months., The fact that U.3. productiosn increased by 12% is claimed
by the petroleum industry to be proof of the wisdom of main-
taining the quota. It is questionable whether U.S. oil d4id in
fact save the day for Eurppe and Japan. It should be noted that
the Middle Zast conflict was of short duration, occurred during
the summer months when there was a smaller demand for oil, -~
that Iran did not go along with the boycott, and an excess tanker
capacity existed that could bring the o0il around the Cape of fGood
Hope. If any of these factors had not been so after the 1iddl e
wast conflict, there would have been acute supply vprobhlams,

It i1s also informative to look at the bottlenacks that

developed as the U.s. industry expanded production., Transvortation
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and pipelines froam Canada proved to be inad&auate since the
quota had restricted Canadian imports. Refining cavacity bacame
the most important limiting factor, however, and it can be
shown that the quota was responsible for this. The quota, by
maintaining a high price for crude oil, reduces the margin he-
tween a refiners costs and the price of the finished olls he
markxets. A low price for crude oil increases the margin and
thus acts as an incentive for companies to become refiners,
Additional refiners mean excess capacity which can be used in
an emergen¢y. S3ince the major o1l companies contrnl both the
refining aﬁd production phases of the 01l business, high crude
011 prices have 1little effect on their business, The mainrs
prefer high crude prices because it tends to drive out poten-
tial competitors,

To summarize, it is doubtful that the quota has been, br will
be - necessary for our national security., By relying on our domes-
tic reserves we are fastly depletirng our own low cnst fuel
resources. If we imported oil and only relied on domestic reserves
during an emergency, we could meet our national security objectives
at a fraction of the cost,

The second justification for the quota is that our balance
of payments deficit would grow if we imported our oil. The
Cabinet Task Force on 0il estimated that if the domastic price
of oil were allowed to fall to $2.50 per barrel, 42% of nur oil
would be imported, and there would be a balance »f payments
deficit of 1.3 billion dollars a year by 1980. However, this

study does not consider that iandustries such as petrochemicals,
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have
which alone /- generated a budget surplus of 1.3 billion

dollars a year, would become more attractive on the inter-
national market. iadditionally, as capital would be Aiverted
away from the oll industry with lower crude prices, some of
this money would be invested in industries which are net exvort-
ers., These effects must be considered in order to make a compre-
hensive evaluation of the true balance of payments deficit,

The third argument for the import quota is that the United
3tates can not be sure that the world price for oil will not
g0 up. The basis for this argument, which has been given more
credence in recent months, 1s that an international cartel,
such as OPEC, will monopolize the world's reserves of vetroleum
and force a price rise, Thils presupposes that there 1s zoing
to be close co-operation among all the producing states, With
the current rate of exploration in the world, the number of
countries who will become petroleum exporters 1is rapidly in-
creasing, Control will prove to be difficult at best, Tn order
to raise the price for o0il, world production of oil will have
to be restricted under some system of prorationing. The tempts-
tion for individual countries to break /thc;:strlctions wil1l
be strong. Furthermore, there 1s no international eguivalent
of the Coﬁélly "Hot 011 " Act that wat i force compliance,

The whole process of 01l negotiation 1is going throucgh
a period of flux, In the past, =z small number of 51l companies
owned almost exclusively by the United States and Great Britain,
have dealt with the oil producing states directly. with no

consultation with the consuming states themselves, It is



-17-

impossible to believe that countries with powerful =conomic
sanctions, such as West Germany and Japan, will allow their

vital interests to be decided in this way in the futurelécompanies
in the Middle East have already expressed interest in having
other countries make investments in their operatisns simply to
share the risks, 48 OPEC runs into stiff barzaining power, it

1s questionable how far they can raise their prices,

4 final consideration 1s that the U.3. price would remain
a celling that could not be exceeded by iwmports, Without voro-
rationing, this price could be considerably lower than that
now prevailing in domestic markets.

The fourth argument in favor of maintaing the quota is that
the domestic industry would be so crippled that there would he
a masslve loss of jobs, It is maintained that over 1.2 million
jobs would be directly affected.l%his 1s absolute nonsense., In
the first place, there would be no 1loss of jobs at all in the
refining and marketing sectors of the industry., In fact these
sectors would actually be likely to grow, resulting in an in-
crease in jobs. In the second place, the production sector of
the business, which would be adversly affected, lost over
50,000 jobs in the decade between 1959 and 19693;¥resent
enployment in this sector is about 270,000, It 18 pointless
to argue that the American consumer should Pay 5 billion dollars
a year 1n order to keep these people enmployed. Furthermore,
it has been estimated that there would only be a 5% loss of
production without the import quota.

The final argument for the Mandantory Import Quota is that
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it is necessary in order to stimulate domestic Ariiling and
exploration. A cursory glance at figure 1 will show that
domestic drilling has steadily declined in the United States,
3ince an adequate understanding of this also involves the
effectiveness of government policy, the two need to be consider-

ed together,

Domestic and Offshore gxploration- A Changing Pattern

To analyze the reduction in domestic drilling, the d=cade=
prior to 1956 needs to be examined. (see figure 2) Betweaen
1946 and 1956 wildecat drilling tripled, increasing from 4,000
to 12,000 wells. At the same time, however, the size of the
crude oll discovered per well dropped. The five year average
discovery per well between 1946 and 1950 was 388 thousand
barrels per well. Between 1951 and 1955 the average dlscovery
wag 522 thousand barrels per well. By 1960 the averagae discovery
per well had dropped to 315 thousand barrels per well. Obviously,
the tremendous increase in exploratory drilling did not achieve
its objective of finding new reserves. Total drilling more
than doubled during the period from 1946 to 1956, reserves
increased by less than a third.

Not surprisingly, oll companies began to lose interest
1n domestic exploration. Investors felt that all the large,
easlly accessable pools in the United States hod heaen discoverad,
Ihis attitude has aanifested itself in two ways. First, canit-al
expenditures have been shunted away from productinn and Adirected

into different sectors of the business such as petrochemicals.
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In 1962, 734 of all capltal expenditures by oll companies
were for exploration aand production, but by 1967 this had Adeaclined
to 56%.1§econdly, 0il companies have saught less risky areos
for development, In this context, offshore oil has become an
attractive investument, While drilling costs are much higher
offshore, and increase rapidly with depth, Barrel yield per
foot drilled has been five times greater than onshore, A
combination of geological knowledge and a decade of tachnologicsl
advancement combined by the late 50's to make offshore oil
an attractive investment, The disappoihting results onshore,
rather than the domestic price for oil, were respongible for
the raplid development of offshore »il production.
A comparison of the deflated average wellhaad price of
crude oil and the rate of offshore development (figure 3) indi-
cates that a declining price has caused no reductisn in the rate
of offshore development. In 1957 the average wellhead price
Wwas $.12 a barrel, In 1968 the deflated price, based on the
dholesale Price Index,was $2.70 a barrel. Yet during this pariod
offshore drilling quadrupled.
Not only has/gecmining price of oil had little immact on
offshore
the/industry, but there is good evidence that import quotas,
depletion allowances, and prorationing are unnecassary to
stiuulate development, Venezuela accounts for 47%, and the
Persian Gulf 304 of all the offshore wells in the world, and
at wellhead prices that are in some cases half the domestic

20 _
wellhead price, The offshore business is expanding at 13% a

year worldwide, compared to 3% for onshore. The world price
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has acted as an adequate incentive for worldwide develovment,
why 18 1t.not adequate for the United States oil inlustry?

an answer to this question leads to the ultimate contra-
dletion in U.S. oll policy. ILiuport quotas and depletion allow-
ances are provided as incentives for domestic exploration, but
production is prohibited for environmental reasons, Decisions.
to halt lease sales on thelouter continental shelf of Louisiana,
to prohibit further expansion of drilling in the Santa Barbars
channel, and to hold up construction of the Alaska pipeline
are indicative of the contradictinn in our policies, This is
not to sugzest that we should not ad»opt strict environmental
laws, but 1t makes little sense to provide incentives when we
are not going to allow them to be used. Once again, it is the

consuner who bears the ultimate cost.

Alternatives and Conclusions

N\
Glven the excessive cost and poor performance of gnvern-

ment incentives to the oll industry, 1t is necessary to constider
alternative policies. The Cabinet Task Foarce on oil recommended
that a tariff substituted for the import gquota. It was stipulataed
that the tariff would be gradually reduced and frequent reviaw
would bs mandatory. The salieﬁt difference between a gunta and

a tariff i1s that revenues from imports do not accrue fo refiners
lucky enough to get iaport licenseg, but ton the Federsl Govern-
ment., The Cabinet Task Force proposal did not consider the wisdom
of maintaining prorationing and depletion allowances,

The begt glternative to present government policy 1is



gctually a potpourri of proposals., The first is stop prorating
‘afficient wells and allow supply and demand to determine the
equilibrium market price., The second is to allow frea trade
in oil, or at least free trade with Jestern Hemisphere countries,
The third is to stockpile oil in amounts sufficient to satisfy
our needs during an emergency. Two economists at the Unlversity
aztimatas

of disconsin, Mead and 3orensen, have complated a study that/
the price of storing a one years supply of oil above zround
to be abaﬁt 2 billion dollars?%ﬂore recently, J=st Germany
has experimented with technigues of storing oil in undersr-und
cavaties that has proved to be far cheaper. Tha fourth is to
abolish depletion allowances, or at least to bring them into
line with other extractive industries, and to abolish them
on foreign holdings. The fifth is that we should adopt environ-
mental laws that are consistant with our objective of finding
petroleum, The sixth, and last proposal, is that should the
rate of domestic exploration fall to what the covernment considers
a dangeroys level, then the goverment should either directly
subsidize exploration or else do its own. In this context it
s surprising to know that it was actually the U.3, Navy,
not private industry, that discovered the tremendous oll
reserves on the North 3lope of Alaska.

No attempt has been made to assess the political reality
of legislating any of these proposals., If the reception of the
relatively mild Cabinet Task Force proposal 1is any indiceation,

opposition will be fierce, The arguments in thelr favor are

true, this weakness not withstanding. Import quotas, depletinn



allowances, and market demand prorationing have not met their
3tated objectives, It is time the American consumer became

aware of the costs of our present oill policy, and what can be

done to change 1it,
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