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‘ . . MEMORANDUM .OF THE CHAIRMAN

To J!em.bcr'w ard «x officio memhers of the Sénate Committee on Inte- 3 ;
. ror and [nedar AFairs National Fuels and Energy Policy Study |
(8. Res. 33): | . . |

+ Thesummer of 1933 1n xpected to see the most severe gagoline short-
ages 1 Ngerioan *hastony . gpott fuel shortages ocourred: last wyinter
andonly abuormally warm_ weather averted more serious difficulties. -
Far more widespread shortdees are now i progppct. Already. informal
dloation of ~aarce fuels 15 taking place. Vital transportation dnd.
agrt ultural functions arebeing atfected Gasoline stations have Cosed.
«  lndopendent refiners have run short_of crutle oil supplies. Units of = -
loval governent—countigs, «tties, echools— are unable to get bids ony
fuels negpsary for essential public services. . L
There 1> hittle <hance that domestic refinerns can cateh ap with .
spinaling demand. Gasoline stesks, for example. were down: 12 per-
cent 1n April from last year winle demand is uf at least 6 pércent. On
the average we are using. £ mulion bargdls of gsoline mére than se
producy cach week. Whether some or all'of this<depieit can be made up |
through ruport? s highly uncertami. especally m-lght -of recent
" developments m“the Mideast. . ? o -
On .[l’um' 5. 3973, the Senate passed, S, 1570, " hill to authorize the
President of the United States te alloate «rude o1 and retined petro-
leum products to deal with «xisting o imimiment shortages and disloca-
tionsan the national distribution system which jeopatdize the public |
" health, safety or Welfare: to ptovide for the delegation of authority
*  tothe Secretary of the Interior: and for other purposes.” That legnsla-
fion. however. 15 4 stopgap weasife 10 heep exsential public sen 1ce3
supplied with fucl. to preserve the mdependent refining and marketing .
sectors, and to distribhte <hortagesequitably among vanious-regions of -
tthe country and vanous classes of bnsumers, To ehiminate the short-
ages, whrle protecting vonsutiers aid the national secueity , will require
a eomprehensine lemslative program both to imnerease and to conserte.
epergy supplies. The National Fitels and Energy Palicy Study. estab-

lished by Senate Resolution 45 (92 Cong., first®ses) isin the process

0

of developig that program. )

. The purpose of {lus report is to identify the gsues, to describe'the .
1mpact of presentpublic policy on gasoline suppiy and demand. and to -
suggest potential méasures to reducenthe <hortfall. This .report was
prepared at my request by David M- Lindahl. of the Environmental

" Policy Division. (ongressional Research Sert ice. Librany of Congress,
as pajt of the Xational Fuelsand Energy Policy Study. [have directed
that it be published at thiy time for the information of interested Sen-
ators and as background for the Committee's consideratian of energy
policy legislation. ' ’ A

<ot Hexry M. Jacrsox. Chairman.
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INTRODUCTION

. t
o ""- e . - )
¢ Lo The United States is carrently Yonfronted with one of the
¢ .

s
Rost serious résource: problems it hss ever faced. Gasoline,

one of our most important fuels, is in'ctitically short supply ' U
r .
Nn many areas aud the shortage is 1ikely to worsen before it

7
Al

im roves, Most Ameri are confused by 'thxs sttuatron be-

. P Ros

caus'e always before except during nartme there were plenti-
. A 4

. ‘ ful supplxes of gasoline. Gasoline retailer% in fac‘t would '

go to greét lengt«hs to attract customers to their stations\

The day of the free gxfts and gas wars appears to be over now,-
. 1

; however, as ma%y stations strnggle to remain ePen, Independen‘t

marketers have been especxauy hard -hit, and a large pumber have £

been forced to close for lack of supplies, At le¥st 404 of the

. Nation! s ‘g9s stations have been affected to some degree, and that °

percenthge grows almost daxly.

The reasons Ior the shortage are complex and it is not )

.

possible to single out ay one cause, Rather. it is the resuilt

e

3 several interrelated factors that have lxmted supply while .

increasing demand. | " - )

. This report is intended to provide an overgiew of those

, . factors, the extent of the shortage. ahd its impact on the e

ocountr} This discussion of_ the problen -is far'from complete, |8
L3

3 -
= . b
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. but it is hoped that the following report will provide a .
. useful perspective for further investigation-intp the causes *
. and ‘possible solutions to this very impertant problem.
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A facter of primary iéportance in the curren{ gasoline
sho;tage is the phehomenal increase in demand for gasoline
and other petroleum broaucts. In 1962 Americans used
66 255,943,000 gallons, By 1972 that demand had 1ncreased
54 9% to a record 102,615,535,000 gallons. Reman? in 19??
is certa?h to be even greater. The Office of Emergency Pre- -
paredness (OEP) has cepo;ted ttat gasoline demand in the first * |

quarter of 1973 was 5.5% higher than for the same period in.

1972, It thaC“demand increase were maintdined throughout
.« all of 1973, the shortage woulg be manageigle If, however,
demand rises to 7% or more durlng the second and thxrd quarters,

5 serious shortages will probably be inevitable (Fig. 1). As

s

recent experience has indicated, even a "modest" increase of

5-6% may result in local or "spot"-shortages. If demand shquld
- rise to 74 or more, extensive shortageé yvuld occur. Persis-

tencg of that rate would create serious shortages nationwide.

The large increase’in demand over the preceding years can
L] .
be attributed to several factors. One, moYe new autamobiles

were sold in the past years than ever before, with sales iﬂ .
” N - R .
March reaching an’all-time high. Many people who had delayed

A . v
.
.
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Demand gain holds key to gasoline-shortage severity
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Fig. 1. (The 0il and Gas Journsl, April 16,1973, p. 58).
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of 14,1 in '1_9?0 to 11.6 in1973. Thies, weather warmer than

purch'ases' for the pnsi several years because of the depressed
econony apparently bought new cars during this peried. *Two,

most’ of these new car; are heavier, less efficient and equipped -

with ener'g,y,-consuninw accessories such as air conditioning

(Fig. 2). The weight increase is due primarily to safety re-

LY P .
quirements, and the low engine efficiency is dug to the lower

compression ratios necessary tq permit operation on low-lead

gasoline. 1In addition, the new emissioh control devices on.

new cars decrease'nileage by 7% or more. OEP estimatés <hat °

-

these devices have increased annugl gasoline consumption by R

nbre‘tth 300,000 barrels and the percentage of eaission-con-
., .

: . ’ . ' Q
trolled cars increases dbily. Air corditionigg, when in *-
operation, can impose an additional penalty oXas much as”

20%. Accovdingly, gas mileage has droppéd from an aversge °
e

average for the first five Wonths of 1973 h.as‘*pemitted tores  «
extensive-suto use, Fou'r. cdre fuel is required to meet the

needs of an expanded economy. i’-‘ive.'thé'i_ngreésing aoount -
1<\f leisyre ‘time cohbined with greatetf affluence 595 been

Sl e e S
‘pahifested largely in recreational activities requiring large

a"nsunts of gasoline, suth as long awto trips, motorbogting,
- N . L. . ; 4
‘snownobiling, ahd iaterdational air t:ave’I. .

x4 ~ .
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Fig: 2 (The O.il an’(;as‘ Journal, Aprifl 16, 1973,

. . -
] . .eS6
- . ' oo
A look at :

late-model autos

1870 1971 1972 1973

Horsepower® | - 258 253 168 165 -

Lompresson

mto 95 85 85 &4

Azie 1310 2R 278 2k 277

et 8 £382440343054553

Acceierationtsed

0¥ msa 107 120 128 130

'+ ] %R0 73 35(36 35
. Miles/gal 181 131 124 316

*1970-71 dats ¢ gross by, 197293
& are net<dp AL dala are based g2, 4
fleet tews of saios repersenting range
of Dpdels produced by GM, “Ford,
d are 6 sverzges for

Al ¥S amoe |, s

~
.

. . .

4 .
~

®
s L
Newer cars
«— 1 get more driving _ -
- T x
Cyae Biles ~
R P A4 * dvealysac
1. 5 13200
3 & - 11,000
L8 Yo
3 e 0 tm
o 12 439
>

X

.

.
.
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p. 36).

' Fié. 3 (The 0il and Gas dourng), April 16,4 . P. 56},
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. Of all these demand factors, the single most.inmportant

appears to be the gasoline penalty inpose-d by‘anti-pollution
: - ‘ .
devices. Because new cars ays driven Jfurther than older ones ' .
[ . . ~
each year (Fig.3 ), the impact of these devices is greater

than the percentage of new cars.on the ro2d would indicate. ¢
L ) ’ a . . -

e The Chase Nanhattan Bank has estimated that one half of the .

- expected growth in gasoline demand will be the resilt o'f .
v * . . e’ . o}
‘eaission comtrols on late model autoz:obile_s. . .

) The 0il ‘and Gas Jqurnal (April 1973) reported the folliwing

results of a study of nileage loss in new cars:

leet tests indicatedethe nileage loss
. 1 at 74, 1972 at 6%, and-the 1973.
< over 1972 at 8%. “This re ented a cuymlated nileage loss
of 19%; but. o direct comparitive Jests of 1973 models L,
against 1970 podels showed 3" loss ranging from 11% to
17% depending on the number of niles” the 1970 models had
\ been driven prior to testing. N - .

One private set of_
of 1971 nodels over

These data shawed ruch greater mileage declides t.h_an— .
governméntal tests made for the Environmental Protection
; Agency which reported losses of only sbout 7%,

-, It cay be possihle to reduce demand through various con- '

servation measures mentioned later in .tiais report. Stephen

Wakefield, Assistant Secretary of the Interior, has stated, ‘.

”

.o for example, that if each motorist could save one gallon per =

. / week there would be na shortage. The elasticity of gasoline

. desand, however, is not clear. If demand proves to be inelastic,
. . <
attenpts to reduce demand artificially (such as iacreased gaso-
: line taxes) may prove ineffective. .ot .
’ \ . - > . =~
te > . .‘ : .
- . ¢ [ ]
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As sérious as the situation appears to be im 1973, = .

it could become worse in coming years- if, demand continues

to climb. A study by the Petroleum Industry Research

P Foundation projécts that the region east of the Rocu?s
- 4
will need to import from 237000 to 265,000 barrels of
- . - o P
gasoline .per day (b/d) in 1974 and 478,000 to 572,000 b/d
. in 1975 The report estizates that only 300,000 b/d can
. ¢ . c ) . -
, realistically be expected to be available at that time. ) By
,' This would result in a physical sh.ox"ta_ge of 3.5% of tog.al’-/ ' ,
denand in 1975. -
’ - ' - -
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It is obvious that if gasoline supplies are insufficient

®

. much of the demand will necessarily not be met. The resulting .

. ccononic dxslocatibn service interruption and general incon-

venience oake that possibility a decidedly unpopular prospect.

Because 6f this. much eaphasis is on increasing supply. Even

if gasoline conservatio‘n is successi‘ul on 8 national scale. it

is unlikely that it will i‘ully Counteract the growth rate in

\1 demand. Considerable gttention rxust b given. therei‘ore. to

- - .

the gasoline supply si?nation. ) r T _ . °
Domestic Production ) 2

The United §ta_tes has historical‘i‘ueen a8 nation .self- -
sufficient in petrolem:~ production.' This was naturally a de- - .
sirable situation because oi‘ the secnrity it provided dn tipes

~of international coni‘lict. 'Io askure the contimﬂ‘—e of a. ’.

- .

strong and viable pegroleun industry and the &f& flowof . ©
petroleun products to a rapidly growing mrket. tha F;deral TR

“Governaent provided the fndustry with numerous economic in- . o

. centives to explore ard develqp new sources of @il. These

incentives included the of1 depletion. allowance,’ intangible :

- drilling expenses, i‘oreiqn' tax credits, and others that -

saved the’industry billions of, dollars in Federsl taxes over
\ )

the past {evenl dectdes. .

) ' Uutil the 193)'5. domestic production was snfticient to

aeet nearly all of the du}nd.

.

The limited shortfall that
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existed due mainly to distripution problems rather than lack L .
of resources was pet with ioports frou Canada and Venezuela,

By the late 1950' s, however, imports from these areas nad risen \
sharply due priuartly to the fact that the foreign 0il cost less

. per barrel than domestic oil. With the aims of strengthening :

. . . . s
*

) national security and of maintaining a viable do:xestlc oil jin- .

dustry. the Nandatory 011 Iuport Progran*was instituted in 1959, .

Strict linits were placed on imports of foreign crude oil and e
. . .
petroleu:’products. The fationale behind this system was that

the U'S. had sufficient oil reserves to, sustain 'production’levels.

that the dogestic oil industry should be:kept coinpetitive.', < .

For the first fzve -or six )'ears. the i’rogrm uorked reason-
-’

) K . ably well, 'Consuuers paid’ more for oil prbdu&ts than they would

s hau if foreign ¢il had been available.. but at least shortages
. . L Y
were relatively ::are. However, these high oil pricos nnd the L .-
-

relqtive,ly low price of natural gas which was placea under FPC :

regulati

Y

E7)

*in 1954 led oany industries to shift to natural gas, .
¢ their major lnergy requlrenents (Fig. 4 ), Initially.
'there was no problem in s\rpplying the large asounts of natural . R

gas but gas reserves steadily dwindled due to the heavy demand . -

- N .

o for a.cheap fuel that was environmentally acceptable. Conse- .
: & . .
?  quently, when service was curtailed in the late l9§0's. oany ‘e

”-,,,J::, users, including eles:tric utilities and heavy industries,
» . - A

. ot

. 1 - snitched back to oilto uaintain their operations, This skift N

in deuan& from g’as to o1 placed ao *even heavier burden on domestic . . *

ERIC *. - ' | '

v . - . .
FulToxt Provided by ERIC .
B
1




)
. .
. . . . .
' . CONSUMPTION K .
Petroiown u.s. . .
R w % 000rgy soncuny.
Yoar [Domontic | Lrgort | Totsd [CAR] .
s | Tee | @i-] e | @1 | s | s )
i M R8BS T
- sl i @ | am | ax A | o3 , :
' * 95y R 560 “3 Q| ws
952 s | m R vl S s ix] N
, . 0| san | s L evs ! o3 | ;s | my .
a -~ . W | s | = e | wx, ] ns ] ony -
. 1% e | v ] ws | oas | v
. 162 1 18819 } M2 | 1L | s as n3 N
. (0 arss | o fwsr | w2 | 33 | G .
e e | X jum{ as [ 03 | n3
’ st ey o Jums | as xn2 -
v witoos | |em) o] B3
. . w0 | 2ss | oxr fums ]| a3 | a3 [ g . .
% | B P m o funs | o3 | ny | ons .
¢ - . w1 | m | | ar ne x . B
s Lz |2 fusi| ar | n3 | m
Thoe v L s | o Juw | ax | B2 | ms
L. o cpmm )l | > Juwssf us | us | ny .
5" s R . ) T s L
L
. Fib 4.- (U.S. Petroleun Statistics 1973, Independent Petroleun
¢« Assocfation of America. 1973). .
e . Y Pl . )
) v T : ~ :
. ., PROVED RESERVES - -
. . . » - U (Lquid hydrocarbons end natural gas) .
L v ry
. :;‘n;m .:‘"‘ aprnrl:h-tch ) )
4 . Joa [Crsa | Cot | Tota | (Frisma [Crade | Total | Nk
. R I | o |nevise]tamise ] e ) | o2 | riewid | o2 . : .
. %, W3 [ NI} 430 | 2w | s | ¢ | 01, | 2l N -
st | awst soe | nsy.| s [ar| 2 .
. ms Iasal oulsast s oy nedasd L . . 1
Jime IR sos fsan | s e | us |2
189 | ot xaw ! s | us {us tns
158 | 00t Sso Inso | 282 | us | e [n
. 199 | 23% | X0 s | us |z
\ cle | s o | iz | u2s | 03 | a3
) e o) ens fxon ] sy | s ue [ . .
e | W xE1 e | 138 | s .
. no {nm| 7 wm | m3 | p3 || 2 .
™SR T | e 13 | 122 | 158 . .
. e [ aemdrso et s fuzdne i
» 1% n?r L2 { 3T 1:5 2y, fusle N ‘ ‘ .
. . ae e [ nigfa inm| w3 | us | 15 | us . .
‘ . P | 5 Wi | nm | omy {ws ] owy |
s ¢ . . s | s fowa | osx ] ser (s
acm | ug [om 1 1 | 133 .
., el ns mxl mr il ulm .
"z AR 13
W“D‘.‘ S of crude oF 00 7% repn cobC Tout of aturyl
mmnwﬂﬂu -
: |
Fig. 5. (0O.S. Petro;eum Statistics. 1973 Independent Petroieun
- Associatiorf ot’ Anerica, 1973),
. . . * &
< . , ° :
- - ' . ’ N *
n e .' r
' = )
. . 1} ‘ .
° . P LY
19 ' \
7 N .
. N L
- ) .
* . - -
. Sy, .
\) . . . [
ERIC . . N .
A L ., '




CRS-12 - .

. Y .
.

production. By the late 1960's chronic shortages of fuel oil
* had developed in @ych of New England and parts ofithe Migwest.
By.the winter of 1972-1973, -the shortage had become critical.

Io ease the Sxtuation President Nixon announced,oscas‘ional

increases in the amount of oil that was permitted to enter the
N [
country “under the 0il Support Progran u‘hile these stopgap ' -

measures were useful, it was apparent that the probtem would
reappear if the system were not changed. Einaliy. Nr. Nixon, ) .

on Apr~il 18, 1973, suspended the quota system, an action that

.

. s ¢
had been proposeq by his Cabinet Task Force three years earlier.

«

The queia system was repl‘aceé with a fee-license system that per-
mits unlimited imports ‘to compete directly with U.S. oil..

N > " - . -
These imports ape necessary because at present the U.S. has

’
.

*no spare productive capacity. '-o'duction limits on domestic

_wells have been removed, and xhey are operating at maximun levels.
The proven reserves of crude oil in the United States are the ..
" lowest they have been since 1953 (Fig. 5 ). If no new crude \/

oil were found domestically, the U.S. would have, at the pResent

N
. %e of consumption, an oil sugply of ‘only 8.7 years. Last year,

for example, the U.S. consumed over 12% of its proven reserves, '_ * o

..
[ A

ot excluéing Alaska. Domestic ofl production has increased slightly,

g " over last year (Fig. 6 ), but this was accomplished at the ex- " ’ .
" :

14 .a . - s . .

¢ ’ pense of productive capacity, which had declined by 519,000 b/¢ ¥

A

. by the end of 1972 (Fig. 7 ). As-the graph in Fig. 8 shows,

£ e
it is unlikely that domestic production will increase, and it is
an ! . ' “
. . .
- .-,
A
. DY) ' .
' : ‘ .
v EI{[C ) * » ) ' * ‘ ' '
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‘i 1%, World productxon in 1972. 1nclu61ng the U.,S., rose £rom

‘
14

\/ )e creased taxes and envxronmental opposxtxon (Frg. 9. Accor—

o

.

’ only 2% over a ten-year pénod (Flg, lb): Even though the most

. pared to 3. 454 bxllxon in 1971, an 1ncrease of only 1/7 of

gRS-15

- g v
. very possible that it might decline. In l972 for example.

the 0.s. produced 3. 459 bxllxon barrel's of crude o.tl. com-

14 554 bxllxon barrels to 15.415 b’rllxon.. an 1ncrease of about

o *

In spxte of the numerous tax advantages that are provxded

-l

. .. T .

to the petroleum 1ndustry, eXplqratory drxlhng has declxned

+

steadily since the early 1950's. -The industry claxms that ex-

plorataon efforts have dropped 50% in the last 16 years betause

- .

of h1gh costs, government control, of,natural gasopnces. in-
)

‘ »

dxng - Petroleum Outlook (May- 1973), the pre-tax profit op a
e

$3.Q«f barrel of crude 1s only 38¢. an average annual@returﬁ of

R

f
N}

-

ERIC

accessible ox.‘L has alfeady Been. l‘ound it is -probable that: sub-

stantial quantitxes of oxl-remam to. be dxscovered. although the RS
costsvare~ certaxn to be hxgher because of thlation :and the added

dxfficufty of development ’l‘he petroleum xndustry has claxmed

that deregulatxon of natutal gas prices would stmulate proa- .

rduction of new gas whxch ‘would, 1n turn. reduce..fhe demand for )

. P

oxl,products,. There is no. Certafnty, however. that the 1ncrease

ih. supply of" either resource would be prodrtional‘ to- the price

N - * . .
increases. . : . . .
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Increased taxes have been paid by the oxl vompanies as
¢

q result of the decrease 1n the oxl ﬂeplet,ion allowance from

.

2% 10 22% in the 1969 Tax Refom Act. .The petroleum in-

dustry has claimed that this has restrxcted 1ts ability to

\\\ ’

increase production, . but even at 22%, it is amuclr ,greater_

.

tax advantage than that possessed by any other dgmes\tic in-

dustry., 1In l97l the dajor oil éompanies paid corporaie \’gn- .
=

" come taxes averaging only 6. 7@ of the1r net income, and some

.

Py

O

RIC

. .
- T s . P

_ and development of new sources, the purpose for ,v_vhi,c:hr the  ° .

were as low as 1:6% (Fig -11) The oi1 indust.ry has" claimed.

however, sthat pro.fits are helow the averages of most industries*
- -l

. when related to return on gssets, gross reve‘nue, or invested
capital. Nevertheless post oil company profits. axe up, in

&me cases they are record profits, 'In additxon. there is

no g‘equirement that the tax credit§ be used in ‘exploration

extra corporate revenue was intended. {
. e

There are only tvo areas that appear to hold much pros

Y 4

-

mse as potential sources of domestic oxl These are the
Klaskan North Slope and the Atlantic -Continental Shelf (in-
cluding the Gulf of fexico). - North Slope oil is’ pgrt of a

proven reddverable reserve thit could be quickly bi‘ought in.to

production. It is being delayed, however, by a d{spu.te over

the. routing of the plpelll‘lz. The' 0il companies with Nort_h , -
. ot s f e - 4
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Slope interests;aiht the pigeline to be constructed acro;s__\\~_- o
Alaska to the port of Yaldez, where the oil would be shipped
i by tanier ;o U.S. ports on the West Coast. The alternati;e .
is a longer route that would deliver the oil to the Hidnest; . %
which has recently had severe energy shoftages. Regardless:
of the route finally chosen, the oil:dll find 2 r;ady parket.
Unfortunately, the Nor%ﬁ Slope oil wa}l probably provide only >
about 10% of the safion's oil needs when the pipeline is in '
full operation. Additional exploration may justify anotqfr _ .
pipeline whicebg,uld double that percentage. e

. Offshore oil is alreéﬁy a significant factor in the -

~

] \» N petroleun'mi;ketn 4%2;1985 it may provide 25% of the Natfon's.
- 't N

oil needs. Unfartunately, delays in offshore leasing have

“resulted from uncertainty over leasing procedures and from
several major oil s;ills. fifes; and plowo;ts. A consequence
of these disasters wis that environnental fmpact statements ’ .
had to be revised and‘resubnitted fo{ nex leases. Now that

.a conmproaise agregment has been reached betw;en eagironnental
groups, govetnment and the oil companies, Gulf lease sales are‘
proceedind. Th8 oil. companies do have a n;jor problenm ine .

. fiising capital to meet the high cost of drilling in deeper )

water and of building larger numbers of platforhs. )
r - ) 1.
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The heavy ddoand for fuel oil last wi;ter contributed to
!

-the present shortage of gasoline. The petroleun industry nor-

<
nally builds up it5 inventory for a product when the seasonal

demand for it is low. The eaphasis that was placed on fuel oil
last winter, however, prevented the bui ldixp of gasoline supplies

to neet the expected demand for the summer of 1973 (Figs. 12

.and 13). Consequently, gasoline inventories as of March 31

were over 25 million barrels lower than the previous year (a
10.6% drop), while gasoline demand was 360,000 B/d higher (an
increase of 6.1%). For the same reason, an emphas,is on gaso- *
line production will likely result in another fuel oil crisis
this winter. ' . ’
Foreign lmports

The dec'l'ine of domestic production has forced the Uhited
S_tates to rely incrgasifigly upon foreign coimtri@s’to supply

the extra oil. This dependence has accelerated rapidly in re-

cent years and the trend shows no sign of abating, In 1956,

oil imports supplied 16% of the Nation's oil, a figure that
Adninistration officials felt was tolerable, /By 1972, this
figure had jumped to 29% and may rise to'35% in 1973. .The
Endependent Petroleun Association of America_ has predicted
that the U.S. will import, 3,098,000 b/d in 1973, an increase
of 882, ooo b/d (40%) over 1972 (Fig. 14). By 1980, less than

seven years fron now, foreign oil inmports are likely to account

-
-

.
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(The Petroleun Situation, The Chase Manhattam Bank.
April 30..1973). : T
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for over 507 of demand. and may be as high as 19 2 millyon
barrels per day.

-~ .

One of tne obvious diadiantages of i=porting 011 1s the
1nherent rish to national security. There 18 considerable
)szrategxc danger 1n having an econocy and a defense establish-
ment that operates on supplies of foreign petroleum that could
be termunated at any moTent, Fgr thls resson, preference was
.
~

glven 0 01l froo Canada and \enezuela, the other two pajor

. :; producers 1g the hestern Hemisphere. It was believed that the;e
J countries would generally be pore cooperatx?e during periods of
B
1nternatioval crisis and that the sea lanes through the Caribbean
would be rore defensible  Imports froo these countries, as shown
- a -
1n F1g. 15, grew rapidly. Imports from Camada, for example, sky-
rocketed from 8.000 b 4 5n'1955 to 1,105,000 b’d 1n 1972, Nuch
of tnhatTincrease, of course, represented the déevelopoent of newd
o1l fields with the help of “American technology and capital. The
011 1ndustry of \enezuela was already well éstablished by 1933,
s0 the rise 1n 1mports from there to the U.S. 1s not so steep.
Even though many large U.S. o011 cozpanies had extensive
operation$ 1n foreign countries such as Saudi Arabia. Indonesis,
' and Iran. very little o1l was icported, to thé [LS) Tron these
sources. Nost of 11 was sent to western Europe and Japan because
large parkets existed there and because the Nandatory 0il Import

Program strictly lipited oil imports to the United States fron

areas other than the preferred sources of Canada and\j;nezuela.

O
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As supply began to fall further behind demand, imports

from those two countries were increased. Recently, however,
both of these sources have announced limits on the aoount ;f
011 they intend to export. This was proapted in part by-a
desire to assure them;elves'of a continuing supply of oil
for their own developoent and to preserve supplies for the “
future when demand will mave drlven'prlces higher.

In spite of the incr6551ng denand for oil and the growing ~

reluctance of foreign countries to sell it, there has tradi-

tionally been considerable opposition to foreign oil inports.

These objections are based pricarily on the danger to national
) ) AN

security and the 1mpact upon the balance of payments, Ttere

is already considerable evidence to substantiate both of these

fears. Middle Eastern oii countries'have'repeatedly threatgned
o limit or shut off Ollcsupplie; to the\U.$. if Ameriodn
policies toward Israel we:ﬁ not codetated. The impact on the
balance of payments ill be considerable because of the large
foreign purchases that will Le necessary.i By 1980 the U.s.

Bay be importing $30 billion worth of oil. Without offsgtting
parchases in the [.S., this imbalance could result in major

economic problems.* Some piﬁducina States. notably Saudg..¥

Arabia, have shown an interest in investiné this revenue in

the ‘downstrea marketing of products in the U.S. This would . E

have the dual advahiage of keeping Anericen money in the U,S,
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.and reducing the likelihood of a supply shutoff. The U.S.
presently imports less than 3% of its oil from the Middle *
East, but almost all of the prOJec{ed increases in imporﬁs
wilt come from there, Consequently, such participation

arszangements may be necessary.

-
-

It had been apparent for some time prior to April }8;
when the Pfesident of{icially-suspended the Mandatory 0i1l
\Import Program, that increased imports were inevitable and .
that a pore responsjve system was needed. He not only

.+ * _ abolished the quotas but also the import duties ranging
from 10,5¢/barrel for crude oil to 52¢/barrel tor yasoline
A new license-fee sf{Sten replaced the vld Program, Imports
above the January 1973 quota for crude afid most products
. and the April 1, 1973, quota for residual fuel oil are sub-
Ject to the fees shofm in Fig.16. Ex{sting quotas may be
T imported free in t;e case of refiners. petrochemical plant
operators. terminal operators, and others, These fee-e;empt
quotas will be phased out over a seven-year period starting
‘Fit{ * 10% reduction in 1974. At that time sll imports will

14 -
be subject to license fees. While these fees will raise slightly

the cost of crude oil and productsy it permits unlimited imports
o h
~ of oil from any sourte willing to supply it. The result will

alpost certainly be a net fncrease in the availability of oil

, . \
products, including gasoline. on the U.S. aarket. Needed

: .

(Y]
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&) . ‘ 2.
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License-fee schedule for oil imports
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Fig. 16. (0il and Gas Journal, April 23, 1973, p. 20.) »
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irmediately will be imports ranging from 100,000 b/d to 3
200,000 b/d, if available tankers can be found to transport
that large amount on.short notice,

Some difficulty may be expecied in obtaining gasoline )
from foreign reti%grs Europe m:\\be able to supply U.S.
needs this summer, but because of its very shallow gasoline
pool and its own soaring denand, the long-tern supbly pros-
pects are not favorable. The, total refining capacity in
Western Europe (Belgium, Germany, France. U.X,, Italy, and °

the Netherlands) is only 14.4 million b/d, of which only 14. 8%

can be made into gasoline., Nany European countries require

. long term product reserves for smergencies and most refiners .

would be reluctant to draw upon these for export. The gasoline

that will become availab}e wili cormand a premium price,
Generally, it takes ahout three months from the order placement
to delivery, a time span that may prove too long to provide .
European gasoline supplements this sunmer

Refinery Capacity

One of the major factors limiting gasoline supply is the
Nation's inadequate refining capacity. At present there are

no refineries under construction anywhere in the country.

. Only one has been built in .the United States in the last three -

years, and none have been built on the East Coast in the p%%t

15 yearsl As a result, the pressure on existing refineries has

-

{, . . ‘
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been made that much greater, Refining capacity has dropped
“steadily relative to demand, Last year, for exagple, demand
rose nearly 7% while re?ining capacity (mostly plant expansion)

grey only 2.2%. *

At a time when dqmestic_refining capacity is c;itically
short, it may ;egm paradoxical that refineries in many areas
of the Midwest are operating at very low levels and.‘in fact,
some have been forced to tlose. The reason for this can'be
traced to the decline in domestic production of crude 0il.

"Qost of these refineries were independently operaied anq were
designed to operate on domestic "sweet” (low-sulphur) ctude.
In many cases these independent refiners did ﬁot.have their
own productioﬁ facilities, but depended instead on supplies
of crude from the major producers. The incentive for “such
trades was provided by.the Mandatory 0il Import Program which
provided "import tickets” to tpe"independents. These tickets
permitted the duty-free import of low-cost foreign crude.
Because of the cost differentid] between foreign and domestic
crude. these tickets had monetary value to the large inter-
national oil companies with oversdas operations. They would
trade doméstic crude oil to the independents for the import,
tickets whicﬁ:would allow the majors tq'import their foreign

oil. This system was usbalanced by the decline in domestic

production. "The majors no longer had a surplus to trade, and
. ’
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in some ceges had to curtail their own refinery operations,
-~
. The independents not located near the coasts had no alternative
P sources except for crude from Canada, quantities of which may
. *. be limited by the Canadian government and by pipeline capacity.
. > v . . .
. Because most of these independent refineries previously had no
’ [
need for foreign crude, Ao Qéfelines had bgen built to carry
the oil to inland refineries,
» . .
One action taken by the Adm1nistratiog to ease the supply
situation for independent refineries was described by Darrell
Trent of QEP: '
The Fedeval Government obtains royalties in the form of .
either dollars or cru 0il from offshore areas which it
. leases to private companfes. To help the short-run situation,
* the Government has been \a ing ®he royalty payment in the
form of petroleumsrand making this oil, available to hard-
pressed independent refineries.. Since January of this year,
contracts for approximately 70,000 barrels per day have been
. signed, and we expect another 80 to 100 thysand barrels per
day to be made available{from that source.l
- ™ *
The new system will maintain to some degree the special
\
treatment of independent refiners and marketers by providing
“tickets” that will allow imports without payment of the fees
these tickets will initially not be worth us much as the tickets‘
. under the olg quots program but, to the extent that domestic
crude oi'l is available, they will have some trading value,
o L/ Darrell M. Trent, Acting Direckor, Office of Emergency .
Preparedness, statement before the Senate Committee on
Banking, Housing and Urban;Affairs Subcommittee on Small
Business, May 10, 1973. ’ . .
b o { - ‘n

1 . -
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These tickets are supposed to be phased out after seven years,

but they may be retained if the situation warrants. The amount

-

of(the fee can also be raised to improve the trading value of

the tickets. To spur refinery construction, refiners will ob-

tain duty-free quotas equal to 75% of new capacity for five

years.

’

Some U.S. refineries could operate at higher percentages
of operable capacities. The w6r1&@ide shortage of sweet crude,

however, precludes this. In the first Quarter of 1971, Texas

Gulf.Coast refinertes, which produce over one-third of the Nation's
gasoline, were operating at only 85.5% of capacity. Competition
from éuropean refiners for this type of oil has made it very
éxpensive and in many c;ses virtually unobtain;ble The Euro-
peans are using the oil fo make loy sdgphur residual fuel to

avoid the cost of installing expen;ir:e;‘:.hydrodesulphurization
equipﬁght; They are reluctant to rebuild their Tefineries to.
operate on "sour” crude because they expect quantities of "sweet"
crude from the North Sea to be available within a few years,

In the United States there are presently about 250 refiperies
operating at about 9% of their total capacity, processing 13.4 - “
mllllon‘barrels of crude each day. Most refineries can operate
at full capacities only for short periods, consequently a capa-
city percentage in the fow 60's is essentially full capacjity.

There are 30 refineries with a total capacity of 400,000 b/d ~

r
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that are inoperable and in need of extensive renovation.
There are fewer refineries today than there were 1n previous

years., In 1936 there were 032 refineries; in 1959 this figure

“had firqpped to 315, as ¢nall and uneconomi¢ plants were closed.

To Ue economic today 2 refinery cust have ¢ capacity of at
least 100,000 b,'d, although 100,000 is the preferred minimum,

A refinery of that size requires 600 acres of land (approxi-

mately one square mile) and costs upwards of $200 aillion, To

construct all of the refineries needed over the next twelve
years. an invesiment of $11 billion will be required. accor-
ding to the Aperican Petroleun Institute. ‘

The National Petroleun Council (NPC) has estinated tha;
éy 1975 the shortfall of domestic refining capacity will be
about 4.8 million b/d (25% of the total éépacity required).
If demand is to be met i1 1985, an addi-tional nine mildion
b/d of refinery capacity will be needed, the equivalent of sixty
150,000 b‘d refiner;es. If product imports are eliminated, this
requirement would be 12 million b/d. NPC based these estinates
on growth rates of 5.7% from 1971 to 1975, 2,7% from 1976 to
1980, and 3% froo 1981 to 1985,

To justify the extremely high capital investment required
to construct refineries, the 011" industry must be assured of a
steady throughput. In the past, however, the oil import

L]
- .
quotas “are set at such a low level relative to rising demand
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and exceptions to the quotas were frequently so unpredictable
that efficient refinery operation could not be guaranteed. This

s1tuation effectively discouraged new refinery ’antruct1on. Now

that the quota system has been scrapped in favor of the fee system,

.
.

3 number of o1l companies have announced plans to build new re-
. finerres. Unfortunately, it takes 2% to 4 years to build a
pajor refinery, so 1ﬁned1ate relief from this source is not likely.
- i§§S1ting 1s a major obstacle to new refinery construction that
remains a problem. Delaware, for exaaple, has banned refinery con-
struction and other heavy industrial installations al;ng 1ts coasts,
. r~ .
Si1tes 1n other areas have also been contested on environmentals
grounds. It is ioportant that new refineries be built near the
.sea so that very large crude carriers (VLCC's) will have access
to them. Coastal locations, particularls in the East, are de-
sirable because of their location near major markets,

Many existing refineries will also have to be renovated.

Originally designed to be operated on sweet crude which is cuor- ‘
\

rently in short supply worldwide, most refiné}ies will have to
be adapted to sour (high-sulfur) crude which is relatively
ple;t1ful. If this transfornation of existing refineries cannot
be accomplished; effective refinery capacity may be even less
than it is now.

Because of the shortage of refining capacity in the United

States, many 011 products are refined gbroad for importation to

Q | 42
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this country. The Interior Department’s Office of 01l and
Gas has estimated that 1,720,000 b’d of refining capacity

has been "exported” to foreign locations. Tris represents

& loss of ezployment in the U.S. of approxicately 108.000
Jobs. as well as an increase in our dependence on foreign
sources. Because of the increased value added to the pro-
duct by the processing. the balance ofepayments is aggravated
even further. Most of the new refineries have been built in
the Bahamas. Carlbbean: Middle East. eastern Canada, ang

»

northern Italy These refineries were attracted by proxi-
rity to'large producing fields guaranteeing constant through:
put, low taxes or tax execptions, low labor costs, deepwater °
ports, and less stringent environmental regulations. Soze
produging areas have begun 10 require that 8 certain anount
of their expdrts be processed lqecally to provide enployent

for their caitizens.

The export of refinery capacity has ucen accelerated by

.ting proble;s. Even though modern refineries are nat nearly

3s objectionable os were earlier refineries, ver).{ew coxunities

have shown 3 willingness to permit construction. The added costs

of pollution controls. siting delays, court injunctions, coastal

zone regulations and other problems have led many conpanies to

build their refineries outside the borders of the United States.
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Another factor inribiting refinery construction has been
the changing specifications for g'asoline. Because decisions
are made for five to ten-year periods. refiners are reluctant
to bxild refineries designed Lo produce high-octane unleaded
gasoline only to have the emphasis changed to low-octane
(below 90) at a later date.

A}

Refining capacity will be of critical 1cportance in meeting

.the gasoline storiage this surrer, Because of the limited capa-

city, refineries will have to operate at levels averaging core
than 91% and yielding at least 48% gasoline (Figs. 17, 18, and °

19). The 011 and Gas Journal (4pril 16, 1973) made the following

analysis of tre situation.

Journal data place refinery crude Capacity at 13,383,000
b d (API estimate of capacity 1s 13,620,000 b/d. soze |
237.000 b d or 1.7% higher and thus will show greater
productior at lower «apacity levels).

The study shows that with a 6% jucp in demand if
refiners on a mational scale operate ai 90 92% of cap
city and get a gasoline yield of 46-46.3%, they rust
icport 125,000 b d of gasoline and drax down stocks to
27.4 days' supply at the end of Septecber, a perilously
low point.

Refiners can avoid a stock drawdown with yields of 47-
48% and 1mports of 125,000 b/d or yields of 48-48.5% with
little 1mports. Tf demand should average a 7% gain. )1elds
would have to reach 47.5-48.5% with icports and 48.5-49%
with no 1rports.

If crude supplies should limit refinery operations to
B9% of capacity, the drain on inventories would be almost
1intolerable, and the need for imports could exceed avail-

able supplies. . o
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Fig. 17. (The 0il and Gas Journal, April 16, 1973, p. 58).
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One m3)or company analyst estimates that operations

8t 89% of capacity with a 5% growth in gasoline demand _

would pull stocks nearly 19 million bbl below last year

at the end of Septenber. With a 7% demand growth, the

drawdown would be more than 56 million bbl.

Sooe analysts doubt the refining industry can sustain
operations exceeding 91 of capacity for prolonged periods
even if enough crude is available. The strain on aging

" equipaent, they beilieve, would inevitably cause break-
downs which would bring the operating average down.

This set of circumstances explains why pany observers
conclude that gasoline demand this summer must be cor-
tained within the 5-6% range, The refining industry
Just can't keep up with constant increases in denand
without renewing and exXpanding plants, .

Refineries generally have a "swing capacity” of about four
percent that can be used to increase production of gasoline.
Gasoline stocks are usually built up in the early spring by

one or two million barrels per week because of the anticipated

seasonal surge in demand in late spring, surmer, and early &a!l.

Because 2{ the late deoand for fuel oil, however, stocks were
not increased this spring. Inventories were 215 to 220 ajllion
barrels in January and had slipped to 201.5 million by Iiy 4th,
. As the pesk season of heavy demand is entered, that level is .

. expected to decrease stesdily.

47
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IMPACT OF SHORTAGES
y .
There is no question that [there will be a gasoline shortage

during the surmer of 1973. In mmany areas, the shortages are al- ’
ready acute and show signs of becoming worse. A study by the
Petroleun Industry Research Foundation,.Inc. (Pirinc) has esti-
pated the shortage to be on the order of 125,000 b.d east of the
Rockies (PAD 1-4). This estimate 15 based on 3 projected increase
of 3.0% 1n depand for gasoline, which is slightly less than the
5.7% gain in 1972. g}ocks of gasoline, however, are ver{-loh be- . .
cause of the eaphasis on fuel 011 production earlier ig the year.
At the end of the first quarter of 1973, stocks had been built up
to only 191 n{llion barrels (Fig. 20), in contrast to preceding
years when inventories wereiﬁreater than 210 mxlfio; barrels. 1If
consunption incr;ases 8% to 7.3 million b/d. gagoline inventories
will be only 95 million barrels on Septesber 30 (Fig. 21).

. FBr the first three zonths of the y;ar. the United States had

_only 32.4 days of reserve supply. A 34.8-day supply is generally ,/

r&garded as the lowest level on which operations can be maintained -
without interruption. Late last surmer there was a 31.4-day supply « T8
and localized shortages occurred. Even if gasoline output is maxi- .
r1zed 4ref1r;erigs operating at 92% of capacity * yielding 48% .

* gasoline), the Pirinc study predicts that there may be 3 drop to

29.9 and 29.4 days’' supplxes?in the second and third quarters re-

spectively of ‘1973, This can be translated into a shortagg of

~ 125,000 b/d below minimum levels,

- .
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Pirinc’s 1973 forecast for gasoline
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Fig. 20. (The Oil and Gas Journal, April 9, 1973, p.” 38).
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Even though{the East and Midwest appear to have the most
serious gasoline sho;taggs. the West Coast (PAD 5) also has
supply éroblems. Last year demand in District 5 grew 7.5%
{well above the national average) and a 6% rise is predicted
for this year. This extra demand amounts to an additional
55,000 bAd. . The 43 western refineries have operated at.a
level low enough to permit production increase to 2,000,000
b/d, coapared to 1.839.600 b/d last year. Additional increases,
however, will necessarily come from imports which may not be

usable by smaller indépendent refiners. '

Impact on the Consumer

Many motorists have already found to their consternation
that adequate supplies of qasoline are not gvailable. Many:gas
stations have closed, others are open for shorter periogs t?an
before. Increasingl;.=drivers are being told that their tanks
can not be filled, that they are limited instead to ten gallpnsx
Most consumers are-coqfused by the situation but_agcept it re-
luctantly. There was a case recently in Oakland, éalif;rnia.
however, in which a motorist was so enraged by the refusal of
the attendant to fill qis'car with more than ten gallons of
gasoliae that~be returned minutes later with a shotgun and
fatally shot the unfortunate attendant. While this admi ttedly

was an extreme exaople, it does indicate the sensitivity of most

Americans to restrictions on their traditional mobility. '

o1
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. As of June 1st, several major oil companies (Texaco,

American, Gulf, Sun, Shell, Exxon, Phillips, Mobil, Union,

Atlantic Richfield, and Cities Service) were rationingfigso-
line to their dealers. In some cases, this allocation is as
low as.80% of last year's sales. A number of companies have
begun rationip® gasoline. usually in ten-gallon allotments, ) v

to individual customers. Initially, this practice was limited

. -

to company-owned stations on major tollways. As the shortage <
grew in extent and in intemsity, these limitations were ex- 1

, l
tended to franchised dealers as well. ; 7

For the éost part, the average inaividual has so far en-
countered little more than occasionsl incb;venience. As the
shortage becomes more severe, however. the consumer faces the
pro;pect of formal.rati;ning. The United Seates ha; had some
experience with fuel rationing during World Wars I and II. A.
similar systén, requiring printed coupons for gasoline purchases,
m3y be necessary if present trends continue.

The Administration has stated repeatedly that rationinq
is not likely to be necessary during the summer of 1973. The

same assursnces are not extended, however, to succeeding summers.

One reason for Ahministragion reluctance to initiate a rationing
system 1s the cost. Darrell Trent, Director of OEP, has esti-
mated that such a system would cost nearly $200 million per -

year 10 set up and would require a staff of 12,000 people.

52 \\ ] :
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Nevertheless, a contingency plan has been drawn uﬁ which
would be implemented within a few days of authorization. A
recent amendment to the Economic Stabilization Act of 1970
gives the President rationing authority. Prior to that
amendment a é;esidential Declaration of national emergency
was required. In such a systeh a priority of uses would be
determined to ensure gasdline supplies to those having the
greatest need. Considering the sever;ty of the gasolin;
shortage and the tim; required for corrective measures,
rationing must be considered a possibility for the next three
years.

An alternative to rationing is the proposed increase in
the Federsl ga;oline tax. This tax would have a greater im-
pact on the consumer bécause in add{tion to the difficulty in_
finding supplies of gaiglﬂne, he would have to pay more for
it. Willian Siman, Chairman of the 0il Policy Committee, has
said that an'increase of as much-as 10¢ per gallon is being
considered. fhat would make the total Federal gasoline tax
14¢ per gallon:‘

The motive for such a tax is twofol?. First, it would
raise revenue ;ithout an increase In the income tax, a stated
Adninistration goal. A 10¢ increase in the price of a gallon

of gasoline would probably produce an additional $9 billion.

-
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Second, a higher tax would discourage gasoline consumption
\ .
and encourage consg}vation. There are, however, major problems

agsociated with such a proposal. A tax of this type is regressive

- in that it imposes the greatest economic penalties on those least
) .
‘able to pay and often upon those with the greatest need, such as
farmers. Moreover, there is no certainty that the higher price

would limit demand to any significant extent. Consumers may

.

be willing to pay the higher prices to retain their life styles,
yegardless of cost. If that is.the case, the net effect would

be only to increase the cost to the consumer without achieving

N

— the desired balance between supply and demand. The wealthy
would not be greatly affected by the cost increase and would
still use gasoiihe for frivolous purposes. At the same time, o

.

_ low income groups would be faced with major problems such Ss:
unemployment because of di?;icultx in reaching their jobs.
~Regardlefs of the specific actions taken by government
and industry to ease the sﬁo:tage. the price of gasoline is
. certain to rise. Anticipati?g a rise in the price of gasoline
. and other oil prcducts, the Cost of Living Council (CLC) in-
posed price controls on the 23 major oil companies with sales
over $250 nillion per year (76% of {he~indu;try). A major
loophole in this arrangement is that thé‘ﬁ???g; can be weighted
50 the prices on some products like gasoline can be raised more

than 1.5%. Jn ogher words, there is no limit on the price of

-
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any particular product as long as, the average price increase .
for all of the company's products does not exceed 1.58. If
higher cost increases can be proven, the CLC can suthorize'

’

P larger increases. Most oil companies have already increased

<

their prices by more than the guideline- figure: Wholesale
prices of gasoline have risep more in the first quarter of 1973
than in the previous twenty years. The CLC l;a§ generally per-
mitted increases of 3.7% to 4.7% at the discretion of the ofl
cogpanies. In some cases, oil coupanies: not affected by these
regulations h.ave raised th‘eir pump prjces by more than’lO%.‘
Even major b;and stations which are leas.ei:l rather than coa-

pany-operated (as most are) are not subject to these controls.

These linited controls are .temporarily ineperable because

of the 60-day price freeze announced by the Presigent on June 13,

, One provision that continue.s to apply to the 23 major o0il com- -~
‘panies is the ”re;eller rule” which allows incressed costs of'

oil imports t0 be passed on as lodl as the oil Is not transformed.
Thus, the consumer can be charged a higher price for imported gaso-
line but not docestice The increased costs of foreign crude oil,

- , however, must be borne by the processor. Major oil companies are

reluctaht to .gport foreign‘t'ail §f they incur a loss in the trans-
action. To encourage increases in supply, it pay be nécessary to
include ig Phase IV controls a pass-through'}rovisicm. -

In some respects, gasoline is an underfriced fuel. It

4
has ri.\sen only about 1%¢ per gallon wholesale from 1962 t'o

» 3
2
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1972 (from 11,55¢ to 12.87¢), an increase of only 11.4%.

During that same period the average prices af all items ing
the ;ansuner'Price Index rose 38.35. Even though the prfde of
gasolx ¢ has steadily risen, the rise has not been contanous N
The aVe’age 1972 pump price. for example, was 3s.13¢ per qallon.
as opposed tp,30.43¢ 10 1971, The 1973 prices. however. have
alreaay risen substantially and the trend 1s not likely to be
reversed

. £
Higher prices for the consurer will adversely affect many
consusers. Not only will they be 1nconvenienced. but their
livelihood may be threatened 1f gasoline prices rise to the
75¢ 10 él 00 per gallon that some have predicted. Because of

extensive decentralization of industry during the last decade,

man) factories are located in the suburbs, sone di§zanc§ froo |
the ci1ty centers. These areas are seldom served by pass transit
and car pools may not always be practical. If a worker commutes
175 miles to work each week in an automobile that averages 12
mtles per gallon, 14.y9allons will be consumed. A S0% increase
in the price of gas would add $3.05 per week to his coruting
costs, ‘or The per hour. )
Perhaps even pore important to the consumer is the indirect
iopact of the shortage on prices in general, Higher fuel costs

for farmers will result in higher food prices. Transportafion

charges for manufactured i1tems will rise and will be reflected

-
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in higher prices. High prices and short supplies may lead
large aumbers of families to cancel vacation plans that i;—
ciuded long trips. "Many are concerned about being stranded
great distances from home. Because of this, areas dependent
on touriso nay'suffer a major loss of business and extensive
unenploynent could result in those areas. The State of South
Dakora, for exa:ple.'would lose $33.6 million in income if

tourist traffic dropped 20%.

Inpact on Agriculture

' There is a very real danger tha} a prolonged fuel shortage
could lead to another shortage, one of food. The increased *
productiviiy of Aserican agriculture. in spite of a declining
farm population, is due tc the mechanization that ha$ been per-
mitted by the availability of inexpensive fuels. Abundant
energy has also made possible the synthetic fertflizers which
add greatly to yields. Gasoline shortiqss ooy also reduce
farm production by limiting cultivation. Even more importantly,
in some cases entire crops may be threatened by inadequate fuel
for planting and harvesting.

Farmers used about 6.2 billion gallons of fuel in 1972,
4 billion gallons of gasoline and 2.2 billien gallons of diesel
fuel. Agriculture is not, however, a major user of petroleum
fuel c&upared to other users. In 1969, for example, 2.6

million farmers spent $1.9 billion on 6 billion gallons of
. ! -)

(]
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* fuel. That quantity of fuel, while a significant a~ount,
accounted for less than 3% of the total petroleur demand for
that year. The percentage of total fuel demand that can be
attributed to farming has recained nearly constant at 3-4%

since the 1930's,
] M *
The agricultural decard for fuel has been estinated by

the Departoent of Agriculture to rise from 6.2 billion gallons

in 1972 to0 9 billion gallons by 1980. This represents a 45%

increase. During that sace period, however, non-farm uses
]
are expected to expand even core. This will cause the pro-

~portron used in farming to decline, although the actusal
¢

consuaplion will continue to rise.

- 4

';“;_\ The demand for agricultural fuel in 1973 has been affected

o
:"'by several factors. First, decand for fatm production has in-

creased and farmers have responded by planting core acres of

such crops as corn, wheat, and soybeans. Sec0nd.' the Depart-
_‘z\ent of ‘Agriculture has authorized plantings on land that had *

previously been set aside, resulting 1n 2 12% increase in

acreage. Thigd, wet weather 1n the fall of 1972 prevented

farmers from doing much of their field work which had to be

postpored unti1l the spring and surmar o ~ Fourth, heavy

rains and floods have saturated the soil vgh roirsture. re-

sulting 1n extra work to dry the soi1l and to remove ruts.

Fifth, farpers are increasing their use of high-powered equipeent,

L4
.
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Perhaps the most important aspect of the agricultural
fuel shortage is the compression of demand. Usually the
planting season 1s spread over the spring and ;arly surmer,
The unusually wet weather, however, has delayed cuch of this

activity so that work that normally would be spread over

* several nonths 1S being done in one, This cre;tes an abnormal
" pe2k in fuel demand that would be difficult to meet 3t any
tire During a national shortsge, it has proven in many cases ’ ) 1
to be impossible., Fuel distributors have often been unsble to 1
obtain quantities cocparable to last year's.' let alone the
greater amount required this vear. :
‘ Timing is especially critical in obtainiég gasoline and‘
diesel fuel for farmers, Any delay in crop gi;lanting beyond :
an optimal date has 2 depressing effect on ygi'elds.

Each day's delay in planting corn in thé__ Cotr Belt, for
exaaple, drops the yield by one bushel per a;re per day froo
May lst through May 15th, and two bushels pe]—: acre pet dsy froo
May 15th to Jume lst. Production costs, however, recain the N

sade and are likely to be reflected in higher parket prices.

The voluntary alleocation plan announced by Kr. Simon on s

May 22 was designed, in part, to alleviate the problec of farm
fuel shortages. Faroders were given top priority in this systes.
Onder its provisions, the major oil compsnies are asked to supply

- to all of their historical customers the same sount provided

.

-~
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fn the last Quarter of 1971 and the first three quarters of
1972, This was 1ntended to aid the i1ndependent marketers,

who supply many farcers with their fuel. This voluntary

systec may be made mandatory 1f the present systec does not
work. i;resent 1ndications are that voluntary guidelines have .
not been effective and that mandatory allocations may bé war-
‘tanted, Strict legislation to that effect has been 1ntroduced
and acted upon 1n Congress to ensure that farmers have the

L3
fuel tney need.
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Iopact on Independent Marketers

Although the gasoline shortage has affected many groups,

the most severe iopact has been on the independent marketers.

This segnent. of the industry consists of "private brand” .
marketers and independent distributors of "br.ande‘d" gasoline,
Tegether, they account for 30% of the total market. Because
post integrated oil companies give market preference to tﬁcir ) )
own dealers, the independents ususlly feel the impact earlier
and with greater intensity than the rest of the market.
The ippact on private brand marketers has been especially
severe. This isue primarily to the dependence of these mar-
keters on gasoline\produced by. the major refiners in excess of
the needs of th.eir ntegrated or branded distributiom channels,
The availability of this gasoline on the "spot” .barket pade it

.

possible for the independents 'to sell at lw§r4prices under . .

their own naves. This was beneficial to the.h}'dustry because
it kept gasoline sales competitive, and it allowed the refiner
to operate at a nore. efficient ;ate. During & period.-ef*shortage,

shtmever, the refiner nges’pr’iority to his own or controlled out- ¢
lets. When no surplus exists, the independents have no source *
of SW and, consequently, nothing to sell. Many independents .

b}

are currently in that predicament. The ramfications of this

ERIC
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shortage on the independents has been well-described by the

Petroleum Industry Resegigi Foundation in its report "The
Near-Term Qutlook for Gasdine and its Impact on Independent
Marketers-y

++.When the gasoline shortage begins to affect the
availability of branded gasoline, the refiner can be
expected to reduce first his branded supplies to non-
integrated outlets., Thus, a number of independent
branded gasoline distributors have already been in-
formed that their contractual volume this year wilt
be either the saze or less than last year. Since .
Spot gasoline cargoes are currently not economically
available, some of these distributors will have to
curtail their operationsk

To what extent the independent market ségment will
be affected by the shortage over the next three years
depends of course on tne scenario chosen. It is clear,
however, that if the independents must increasingly rely
on imports and if the cost of imports remains higher
than domestic gasoline prices, the independents must
raise their prices relative to those of the integrated
distributors. This will cause them to lose market
shares to integrated companies, While the extent ‘of
this loss is subject to speculation, one possible
scenario is to assign all the growth in the market
%0 the integrated refiners. (the “majors”) while main-
taining the volume of the independent segment at its
level of 1972, Needless to say, this #s not a recom-
oended scenario but it provides the opportunity to
analyze the supply situation of the independents under
8 no-growth assumption until 1975. Assuming a 30%
market share for the independents, the comparable
figures for 1972 and 1975'will look as follows:

Total Motor Gasoline Demand

(000 b/d)
I-Iv
1972 1975 Growth Rate
Independents 1,632 1,632 0.0% t
Int€¥rated Refiners 3,807 4,724 1.5%
5,439 6,356 5.3%
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Under the most optimistic supply case, we forecast
that refiners in 1975 would produce 5,971,000 barrels
daily (excluding an estimated 34,000 b/d of aviation

~ gasoline) of which 64,000 b/d would be shipped to PAD
V [the West Codst]. After meeting the entire demand
of the integrated companies this would leave 1, 183,000
b/d for the independents or-449,000 b/d less than they *
will require even under our no-growth assumption for this
group. Thus, in order to maintain their existing level
of operations they would have to import about 450,000 b/d
in 1975. - Additional imports of 29,000 b/d will be required
to maintain stock levels at the 1972 ratio of 34.8 days of
supply, making for total imports of 478,000 b/d.

These impor} requirements could well fall 150,000-
200,000 b/d short of available foreign supplies. If
the entire shortfall has to be borne by the independent
segment, it could reduce their actual volume in 1975 by
at least 10% below last year's. This would reduce their
market share over the next three years from 30% to 23%.
The independent marketers do not obtain all of their pro-

~~

ducts from the major oil refiners. There are many independent
refineries that exist solely to supply inéependent marketers.
The capacity of these refinervies’is small compared to that of
the majors dut it is significant, particularly in the Widwest.
If these refineries were operating at full capacity and sup-
plying the indepeﬁdents with gasoline, there would be essentislly
no shortage. The problem, as was mentioned earlier, is that the
major oil producers in the U.S. clsim that they barely have
enough domestic crude oil to operate their own refineries. The

majors are reluctant to release domestic oil if it cannot be

replaced with foreign "sweet" crude, which is in short supply
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worldwide because of rising demands in foreign countries and

because of production centrols imposed by Niddle Eastern pro-

\ - -

ducing states. ﬂﬁny independent refiners are too fat inland

3

to import foreign “sweet” crude on their own, evip if it were
available.

Before the fuel.oil‘a&h gasoline shortages brought about

.
the ‘demise of the Mandatory 0il Support Program, the indepen-
dent refiners held ar advantageous position. Because of a
"sliding §cale" method of allocating import licenses, the in-
dependents received mqre than a proportionate share of'iﬁport
tickets which ;llowed the 1mport of certaiﬁ quantities'of crude
. . -

0il duty-free. Because foreign oil g;s cheaper than domessic
-and had no tariffs imposed. these tickets had monetary value,
The independents exchanged them to the majors, who had facilities
for prsressing foreign o0il, in return for domestic oil. When
the oil shortages forced prices upward, however, these tickets
lost tﬂeir value. Foreign oil, in fact, has,bézome more ex-
pensive than domestic 011. Under thesi conditions, there was
no incentive on the part of the majors to tr;he away domestic
0il when they would lose money on each'transéction. The majors
at the same time are reluctant to part with their crude oil
supplies when they are un&er intense pressure to increase their

preduction. In many areas, local air quality standards have

compelled refineries to use Low-sulphur crude 6il, making it
’




-

CRS-58 : *

.
.

that much more difficult for the independent refiners to obtain-

the type of oil they need. The nef fee-license system may be. .
alpanial remedy 10 this situation in that it maintains a,
‘t;cket system that gives the independents something to trade’
for domestic oil, aithougk; théy have ccu;xplained that the ticket

value is too low. It is’'doubtful that the new import plan will

. - be totally successful in freeing domestic oil for use in inde-
pendent refineries.
*Besause this shortage is likely to persist, Congress

Stabilization Act of 1970

.

passed an amendment to the Economic
. which provided the mechani sm for an oil products allocation

system. AQninistered by the Interior Department's Office of
0id and Gas, the program is voluntary but may be made mandatory

if circumstances require. On May 10, 1973, the program was

L
des‘cribed as follows by Deputy Treasury Secretary Simon before

the Senate Comittee on Banking,

THE program for ailocation of crude
oil and refinery products will be vol-
untary but backed up by
(1) Guidelines established by the
. Government. .
(2) A mechanism for providing con-
: tinuing scrutiny—of compliance with
these guidelines.

(3) The threat of imposition of more
stringent regulations requiring reslio-
cating crude ofl and products should
this program fail.

1
Housing and Urban Affairs:“/

General policy direction will be
vested in the Ol Poilcy Committee,
day-to-day administration of the pro-
gram, in the Office of Oil and Gas
(00G). An ocil-allocation section shall
be established in 00G to administer
the program.

Under the program, each producer,.
refiner, marketer, jobber and distrid-
utor will agree to make avallable in
each state to each of its customers
(including those purchasers in the spot
market) the same percentage of its

1/ The 0il & Gas Journal, May 21, 1973, pp. T72-73.

.
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total supply of crude oil and products
that 1t provided during each quarter
of a base period (defined a% the fourth
quarter of 1971 and the first three
quarters of 1972)

Supply prec}'nptlon. Under the pro-
gram, 00G may assign to each pro-
ducer, refiner. marketer, jobber. and
distributor allocations for priority cus-
tomers sull unable to obtain needed
supplies of crude oil and products, nat
to exceed 107 of any supplier's total
sales of crude oil and products during
the base period

This assignment by O0G will be
based , upon demonstrated need The
basic purpose of the assignmen’ s to
assure adequate supphes of crude ol
and_products to prionty ussrs who,
for soimng reason, are npot well served
under the proportional allocation pro-
gram

It will be particularly important for
fulliling the needs of new customors
that have entered the marketplace
since 197172

Coasumer priorfties. In distnbuting
the o1l for OOG allocation, priority

- will be given 1o supplying zhe following

activities or to independent market.
ers, jobbers. and refiners who supply
the following actiwties

} Farming, dairy. and fishing ac-
tivities and services directly related
to the cultivation, production. and
preservation of food

2 Ford processing and distnibution
services -

3 Health, medical, dental, nursing.
and supporting services except com
mergial health and recreational ac-
tvities

4 Police, fire fighting and emer
gency-aid services

3 Publhic passenger transportation
including  buses, rai, intercity and
mass transit systems, but excluding
tour and excursion services

~

N

€ Rail. highway, sez and air
fresght transportation serviges, and
transportation and warehousing ser-
vices not elsewhere specified
7 Other state and local-government
activities
8 The fuel needs of residents 1
states or parts of states not well
served by major il compan:es and un
able to obtain sufficient crude ol or-
products '
Wholesale and retal marketers of
gasohne shall not be deemed prionty
customers unless they supply a sub
stant1al proportion of their product to
these priority users
When convenient, various compan:es
may exchange supply obligations i
curred under this program in order to
simplify distnbution problems
Complaint procedures. The Office of
O:l and Gas will receive complaints
from_anyone who feels he is not re-
ceiving a proper allocation of supphes
If it deems it necessary, 00G may
require a public heanng and submis-
sion of aata, by suppliers, on their
1971 and 1972 exchanges and/or sales
of crude oil, unfinished ouls, and prod-
ucts, These data will include the
names and addresses of customers,
the ameunts of cnjde oil and products
sold to them, thé legal relationship
between major oif companies and cus-
tomers, and whatever other informa-
tion 00G beheves necessary to con- )
duct the heanng
00G will then verify the accuracy
of complaints against a sugplier and,
if justified, 1mpose mandatory alloca-
tion on the supphier
Prices. The price at which petro-
leun products shalf be sold to inde-
pendent markegers, wholesale distrib-
utors. and otherunaffillated customers
shall not exceed normal refinery rack
- prices charged by major companies
{0 new contract customers




The pnc'e which wholesale distribu-
tors may charge independent market-
ers shail not exceed normal wholesale
prices, or normat refinery rack prices
plus a normal wholesale markup

Where independent refiners have
previousty received domestic crude
o1l 1n exchange for import tickels, the
independent refiners will be required
to surrender hcense-fee-exempt quo-
tas n return for recetving the prv-
tlege of purchasing crude oil under
the program Where the independent
refiners previously purchased crude
o1l without surrendering import tick-
ets. no license fee exempt quotas will
have to be surren&ered

Thy pnice at which crude o1l shall
be sold to independent refiners shall
not exceed pasted crude-oil prices plus
an applicable pipehiné-transportation
charge except. however “where crude
ol 15 sold as required based upon
previous exchanges of import tickets
for domestic oil. the major compames
may charge a price equivalent to the
avérage landed cost of any ofl im-
ported to replace the ofl sold under
the provisions of this program

Heirings. Immediately following the
initiation of this program. the Oil Pol:
1Icy Committee shall begin hearings to

\

* Because the allocations are based ‘on historical purchases,

CRS-60

determine any changes that may be
required to make the program equl-

table to all classes of supphers and
purchasers, and whether the program
should be made mandatory :
The thairman of the O1l Policy Com-
mittee will designate an ad hoc board
to conduct such heanings and report
1ts {indings to the Oil Policy Commat-
tee. !
The board shall be compdsed of rep-”
resentatives of the Interior, Treasury,
and Commerce departments. GSA/
OEP. and any other representatives
xs the chairman of the Oil Polcy
Committee may feel appropnate The
chairman of the Oit Policy Committee
shall designate the chairman of this
board .
The 01l Policy Committee will also
investigate and recommend additional
measures that should be underfaken
to- encourage allocations by major
suppliers For example, it will inves-
tigate changes in Cost of Living Coun-
cil rules and environmental standards
and regulations that seem necessary
to assure efficient utilization ‘and
equitable distnibution of crude oit and
praducts

many existing contracts will be broken. Brandéd jobbers, who

are also independent busin

en, are concerned that products

will be shifted from them, despite existing.contracts, to

-

private-brasd spot. buyers. ,The voluntary program is considered

by the Office of Oil and Gas to have the effect of a "force

ma_)eure“' which would permit compliance with government-ordered
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Eliteations 16 B¢ sred ¢ u defehse 16 2L (Ynst Sr Lreach
? of contract surts. The prob;en of preakihd existing con- ’ //

. tracts was apparently recognized but congidered gecessary
L 4 . .

7

. L4
1n erder to "share the sbortbge" The Office of 011 and
¥ .
Gas has c1s¢~uraged States from adoptxng their own §eparateA

- allocatxon plans so that drstribugion can be coordxnated <

nationalty. ' . .
4
In spite of the voluntary allocations, .the 1ndependent

marketers are still naving najor supply problems. As of

vas 30th, the Office of Emerqency g;fparednese estifated

that L020 retail gasoline dealers had been forced to close

and that-1,914 were on the verge of doing so. A total of

40,000 indépgndent <tations are faced with the prospect of

limited operations; To counteract this trend., the Senate
0
. recently passed S. 1570, an emergency measure to require action -
. % '

, by both the Executive Branch and private inpdustry Yo assure the
N . .
- egﬁ!table distribution of fuels in short supply. S. 1570 would
. .
make it illegal for the large integrated companies to supply

. ”~
¢ .theiT histerical companies less than the amount provided

. during the basd period. Such a mandbtory allocation plan ~ * .
‘2t ) .

appeariéto be 1ncreasingly necessary because of the following .

qgsadsaitages of the voluntary plan. (1) econparc g3ins can

be rode by withholding supplies as the shortage becomes more

O

IS - Y

ERIC. = ‘ : .

;
. . &

v (3 4 h




CRS-02

- seTious, ‘27 copperation 1s peralized. (31 equitatle geo-
grapti1c disfributien 1s unlikely. (4} cozpliance cao be 1n <
torflict with programs established by Sta‘e or local govern-

Ferl, 30 1mplementatior 15 dependent on private deci1sions
. " >

and does not generate paxidur public confidence, (o) existing

contracis cannot voluntarily be superseded. and (7) parket-
’ ‘ N ./
staring sctiwities are encouraged which may be 1n violation

-
.

of antltrust laws. s
Tr?'suppl) ;rdblem of the 1nde5enden;s has generated
- speculatian té at the gasoliné shortage might be artifigial
rath;r tkan teal. The:e is no doubt that, in either event,
) .

+ e rajor petroleum cospanies are reaping four major advan-

.

tages - First, competition from {he 1ndependent marketers 1s .
eliminated through supply ftarvation or reduced through lower

price differentials; second. the majors have been able to exer-

cise greater control over their f;an;hised dealers by limiting

supplies or 1mpesing other restrictions; third, the majors

have benefitted from the unprecedented price 1ncreases in the

price of gasoline due to the imbalance between supply and de-

nand as indicated by record f{rst quarter egrnings. fourth, ) s

the o1l Industry +as an issue with which to counter environ-

pentalists in disputes of air quality requlations and refinery

. s1ting.
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To a \ery great extent, the shortage 1s real, Domestic ¢

production has levelled off and foreign “sweet™ crude 1s diffi-
cult to find on the international market. The.extent and 1n-
tensity of the shortage howe.er, ray haie beed aggravated by .

Industry practices, The 0il and Gas Journal noted on April
. i

1o, 1973, trac
.
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A nurber of major o1l compamies are currently involved 1n

a8 procels of rarket consolidation. h‘hxleere 1$ no evidence to date
.

that the abandonment of reqional markets is 3 result of collusion

(9}

oa the part of the majors imvolved. 1t does work to their rutoal
advaniage by rec.cing competition. Sun 011 has abandoned Tennes-
see and eight Midwestern States. Gulf has spent $250 million on
a 1%-State pullout. Amoco has left its market on the hest Coast.

B . \
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BP and Phillips 1n the “ortreast, and Arco in the Southeast.

Eggon 15 closing 150 of 1ts 400 retail stations 1n Illinois,

Micrigan, Wisconsin, and Indiana. Gulf 1s selling 3500 ‘
stations 1n 21 States froc Illinois to Califormya. _Otrer
co~pan1es have seler?x‘el) reduced their marketing activities
17 otrer regions, Tne reason offered by these companles 1s
thal trese operations are marginal, unprofitable, and too far
fro~ tre refineries. They consider the consolidation a reans
of correcting their overextension.

An;'*er parketing tactic whi1ck ras disturbed the indepen-
dent marketers 1s the attempt by the majors 1o establish their
own chains of discount stations. The f;;t that the pajors are
getting 1nto the discount business at a time.when the 1ndepen-
dents are being forced out has led many to questiog the legi-
tiracy of the shortage. Exxon is currently rarketing discount

gasoline under the brand name “Alert” in four States. Gulf % pa

L4
is also selling under two labels, "Economy™ and "Bulko". Shell
sells under the nane "Ride”, Mobil under the naze “Cello”

Pillips under the nanes”Blue Goose™ and "Red Dot”.
o .
A%
To sote extent, market penelration this way may be a justi-
fiable business venture. The pdrket percéntage held by bost

najor oil companies has dropped in recent years, while that

of the independents has risen. In 1972 the majors sold 74.4%
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of tre \ation's gasoline and the independents 25.6%. That
was a gaun of 2.07% over 1972 and represented a steady en-
Croacnment on Wge major petroleum coopanies' share of the ~——

carkel., I~ trat context, the move toward discount
‘
carketing 2a) be a move by the mpajors to preserve thelr
" .
marke! ratter than an atteopt to drive the 1independents out
of business,
i

Tre ﬁrénded dealers are not. 1n general, sympathetic

to the current plight’of the independentsa The turnover rate
0f tre tranded dealers is about 33% per year. seven times more
{ranc1sed deal~rs go out of business each vear zhan.do inde-
pendents  Because the independents have bought surplus gaso-
line at.lower tankwagon prices fror the same sgppliers that
serve branded dealers, they are often co@sxderé& parasitic.
T+ branded dealers feellxhat the 1ndependents have been
stealing-trel1r customers by price alene since zhe:% costs
were lower. Now that a seller's market prevails. the branded
dealerc resent sharing their products with 1ndeprndents. They
fspecaally object to the independents' demand that the same
price ;dxan\age fie maintained. ‘ -

T¢ rcrail marheting practices of botk qroups are already

€hanaing 1n response to the: shostage. Gas wars are generally

a 'ting of tre past, Giveamay promotions, trading stamps. and

-

3 .
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2 s -
even maps rway be discontinued. Credit card purchases, which

add 1.5¢ to 2.0¢ p%S gallon. were originally encouraged as
an 1nducement to buy gasoline and may -be dropped by cany re-
tai1lers. The trend 1n éasoline retailing appears zo'be
t;uard minizi121ng costs by emphasizing large volume outlets

and promoting self-service facrlities.

“d

"4 '
O .
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. PROPOSED REMEDIAL ATTIONS

I any stortage situation there are two courses of action,
1"°rease supply or reduce demam®. In the case of gascline,
nertrer of trese alternatives appear to be easily accomplished.

0 7 = wxient that efforts 1n either category are effective,
foweisr, the sever{tp of the shortage can be reduced. All of the
followi-. are discussed as proposals and are not necessarily ad-
vocated by the author or CRS,

Proposals to Increase Suppiy

A number of actions have been taken recently which would
L4
topefully have the effect of "increasing supply. either through A\

1ncressed dopestic productiol or foreign ioports, These actions

have been discussed in the Section on Supply. For the short term.
1t appears that foreign ipports represent the onl) major means of
Increasing supply. Even imports nay encounter ‘delavs due to
tanker avairlability and the lack of deep-water ports in the LS,
Several ot-er specifie suggestions have been made for increasing

supply.  The time frames for all of these actions vary but host

N T3 be considered nid-tern to long-term actions. -

A _Pasi-throagr Allowance for Inported Crude 0il

R Under the current UL restrictions and the price freeze, in-

iy
freased costs of 011 products can be passed on to the consumer

“bu't "1gher prices for crude ofl cannot. Because of this, there .

1s 3 reluctance on the part of the o1l conpanies to import oil

-

re =
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at a loss. Since crude oil is vitally needed to maintain
naximum refinery outpuy, such an action may stimulate through-
put,

011 Exploration Assistance

Because of the high costs associated with the search for
- [}
crude o1l. exploration efforts have diminished. ‘If lease and
bonus payments were avd&{s&le for use 1n exploration and develop-
ment, 1ndustry could expand 1ts efforts to find additional re-
serves. ’
‘ »
North Slope 011 .
Alaska possesses one of the major untapps 511 reserves in

the world. Addition of this oil to existing sypplies would

significantly alleviate corrent shertages. If a pipeline route
¢ \

were agreed to and construction begun soon after, Alaskan oil

\

“ould be entering the marhet within {ive years.

03l Depletion Allowance

This major tax\adiantage was designed to offset the costs
1ncutred by oil compankes in exploration and development of new

sources of o011 to rompensate for those that had been exhausted.

.

o 3lt of the money saved through the allowance, howeQer. is ¢

used for that purpose. A requirement that e percentage of the

tax savings be used for oil exploration has been suggested as »

one nmeans of i1ncreasing such activity.

011 Storaqge Reserves \\\

i

. . .

The gasoline shortage in many areas has been especiallL
.
L4

. ]
severe because of distribution problems. If adequate storage

.
Y
. .

|

2 5 A

L - ,
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faci1lities were §traxegxgbll) placed around the’?ountr). the
effect 5{ such shortages could be substantially reduced. 1In
many cases the stored supply might be sufficient 1o prOV{de

fuel for a region througn periods of high demand. Furthermore,
n3soline would be immediately available for emergency allocation
to farmers and c'™er righ priority users, Legislative proposals

hawve -0 made whih co-omend @ 90-day reserve storage capacity,

ecelomrent of f . o1 Temi, wrtgl Shelf

Avery Lyrafirace reger. of opy, although no one knows

precise iy hma mu cirsoare t cedy of f oud (L Lsts, mesr maior
t 4
refineries Avx Y107 c¥ thys oarew iesy than 5%, has been
.
deveiopen Smd =2t Y hu 0 cgy Tty TN beer o ocrentrated M
the Gulf (04 1eG:idm  Fx.onvi.e TeseTy-y zre . fieved - lie
4
of f *re¥l N I*lantie cogst Creldrunary < = L ~xe gndirated
that potentiay « € trst 3r = s Ma " aY<ster ° o- rs c10usiy €stl-
M ~
pated. Development o tre Lroz wona  reduire - - Ael BnLITOR-
N -

mental controls but ((.ia vcrrer.aniy ampro. T pecrotey~

resource position of the ° - ,nd reducs dej: ~dencs o- for:iur

1mports,

011 Shale
S

The 1.5, nas @ larg- quantity of utitapped domestic o1l in

the o011 shale deposits of Yolorado. Utak and hyoming. These o1l

. -

reserves may be 3s large as 600 billion barrels. Development of

~

these resources would have obvious national security and balance-

of -payments advantages, In addition. the o1l is located near

€
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¢
areas In the MldWest.uhere refineries are operating at levels . '
well below thelr aapacil{es. Conversely, a great deal of en-

1 1
vironmental disruption would take place from the mIning neces-
$ary 1o process the shale. although experimen?s are being
conducted to determine the feasibilxlx of extracting the o1l ) .
from the shale 1n place. At présenl_shale oil ctosts more per .
barrel than foreign ;11 but that dxffereﬁ&nal 1s diminishing.

Economies 1n scale would be realized by large scale operations ’

that could be %xpected to reduce the costs sti1ll further.
. J

° L]

'

. The extensive tar sands 1y Canada are a simrlar resource that
could be.de\eloped. -
Synthetic 0il
0il can be made from coal. which the U.S. has in great T
abundance. Pilot plants have shown the feasikilits of con-
version, but the costs are currentl, higrer than mmports. As
the prfée of foreign o011 rises 3d the cony rsion cost éecreases,
produrtion of synthetic oil mav bereme significant in the next
several decades. Considera*ie research, however, remains to

be done.

Increased Lse of (oal

In many ways the :.ppiy and demand situations for all fuels

. are interrelated. If '-¢ demard for one fuel exceed$ the supply,

the excess demand 1s tran. ~vrreg o another fuel which, in turn,

reduces the supp! of thal fue 3: a~l}. For example, the rapid

3 : /

-
- {
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Increase in oil demand was due in large part to natural gas
users switching to oil when gas service began to be curtailed

1n the late 1960%s. Tne United States has large quantities of
coal, 1n fact, some of the richest deposits in the world: -
Greater use can be made of coal directly and through gasifi- _
ration and synthesis. Relaxation or deferral of secondary

air quality standards and wider use of stick gas cleaning

systems would ameliorate the éoal utilization sitgation 1n the
electric wtility industry. Since many industries and electric

utilities burn o011 when coal could be used as an alternative, an

increase in the use of coal could considerably reduce the demand,

for oil, 0

Increased Use of Nuclear Power

Becaus® a great deal of the oil used in the U;S. is consumed

1n the production of electricity, an increase in the percentage

1

of electricity produced with nuclear power would reduce the de-
mand for oil. Construction of puclear ﬁowerplaéts has been
slowed by several factors, including delays in licensing. If-

the process could be s!reamlinéd_and’accelerated there could be

<

@ reduction 1n the demand for oil. < o

‘ »

Efficiengy of Industrv Operations -

-

A significant amount of oil is left in the ground‘after

~ »

extraction has been coﬁplbtcd. In some cases at leas¥, secondary

and tertiary recovery of that ¢il may be possible through gas

-3
W
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I3
M
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injection and other procedures. A great deal of energy is

also unnecessarily lost in refining operations. By using

better mechanical energy conversion methods, better process

energy conversn&n. and improved process heat recovery, most
. .

refineries could reduce energy consumption by as much as 20%.

Derequlation of Natural ‘Gas

.
If artificial price constraints were removed from natural
gas, more exploration and development money would be available
from revenues and perhaps equally importantly. there would be
a more equalized competitive price structure between the various
fuels and lower order uses of gas would be discouraged. Recent
FPC decisions have greatly increased the price of natural gas
solg 1n 1nterstate commerce. If the increased price does re-
sult in increased availability of ﬂatural gas, pressures on oil

¢
supply might be reduced. *
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Proposals to Reduce Demand

N .

Taxes N :

Most of the gasoline consugin the United States is
used in automobiles. ThéAaverage American automohile is heavy,
highly powered, and sometimes inefficient. To encourage the .

h . ~
industry to build and the public to buy smal}er. more efficient .
cars, several tax proposals have been made. There could be,
for example, a tax that would be di;ectly proportional to the L

.
weight and horsepower of each new car. Iaeally. this would

-provide an ecomomic incentive “to purchase econom cars. In
ibro y

that same connection, it might also be ap
“

priate to require
the expected gasoline éonsumption to be printed on the price
sticker so that a prospective purchaser c&uld inglude that .
factor wh;%‘comparxng cars. An increase in the Federal gasoline

tax has been suggested as an additional means of reducing demand, °
although there is some question that demand would be significantly

reduced by higher prices. Most people would ‘probably grudgingly

pay the higher prices without substantially altering their con-

) sumption. Because the tax would be regressive, it would impose

a severe economic penalty on groups with legitimate needs-for

5 Ezi:}ine but with limifed medng of paying for it.
' hpf-Day Work Week :

A large amount of gasoline is consumed by automobiles and

»

buses im transportipg people from their homes to their jobs.

61
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The energy‘loss is especially great when rush-hour traffic

’ -
Jams occur. A four-day work week could reduce the amount of

*

energy ngeded for commuting by 2Q¢ by eliminating one commuting
day.

National £5peed Limit

Automobiles consume 11% less fuel when driven 50 miles per
hour instead of 60 and 25% less when driven 50 instead of 70.
. A reduction in speed\limits, therefore, could reduce fuel de-
mand. Problems could\be exSected. howevér, with enforcement and
with the cost of.cﬁa es in existihg signs. ‘ C}
Mass Tramsit
If m;st cormuters had'access to mass transit ?nd usid §§} F
substantial reductjon could be made'in fuel consumption, ' Many

‘people do not feél that mass transit is sufficiently convenient

)

or;ingxpensive to represent a real afternative ta driving to work.

To be successful, a mass transit system would have to have low

fares, possibly even no fares if heavily subsidized, and an

adequéte network t; serve each urbanrconmuniti. The savings in

highway construction and in 8ir pollution would be great, as would

{ne }ime and money saved by the commuter, » <

Improved Building Design -

Large quantities of oil are wasted every year in heating, N

cooling, and producing electricity for poorly designed office

buildings. Large glass areas are attractive but allow considerable

ERIC
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feat trassfer Buildings have been designed with gnergy con- “\1\\
senatxé-x_;r mind, and tte savings 1n fuel costs can be
considerable  If rost aew buildings were constructed to con- .

sérve cnergy, tre demand for o1l could be much less than af,
* /\

o R

.

current ‘pracraces gontinue. ‘ .

D

Airline Efficiency , .

3

Tre e axrt.ra}: 15 one of the least efficient ceans of A
. £
v.ram;-or:a_no'n 1; terss of fuel\exp'e-nded p4r passenger n.xle.. ¢
although 1t does offe.t‘con\?nxz-;r’ce angd spec:d in réturn, Vany
axglx,nef ‘t:_l_» planesawith 2 very small nudberof passeng&rs-.
Quite often anpthg-r plane %f a different Qirline will alco be
flying the save rw a spall load. 'If sueh flights were
coo\rdxnated so that planes could fly with greater loads and so
*t3' urnecessary flights could be dropoed. a subctantial zeo.-* ’
‘cf fuel copld be saved. o \ ) ‘ '

.
fnergy Conservation

.

& Tre areates* potential for reducing demand lies with the

. L]
pabilye Vos* prople are accustored 1o haying garoline avajl-
L3 -
7 able whenever and wherever they want 11, Unlefs the 1ndivicwsal R
begins Lo prictice energy conservation, Lonevgr, gasolxne“sh'ov- i -
. 3Qvs "3V bec O™ even n‘cre acute than they are now, In\?hat cobe, /J

‘naseline m1ght not be available for even the most 1mportant”
- .

. ’
. gy
parp¥ses.  The following suggestions from the Arerican Wolorist .
© . . * N .
-tJuse 197350 can be used by the 1ndividual to conserve gasoline ¢ °
- .
1 ) 8 3 ) o .
. N .
- - ' - ] . .
A L, .
. -
‘ Q . * .
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- F’x'm Gt pron tor Sy commute g
b short tnps When takgor (heldren ) s hao! or p:\xx I Up vour
\plru.v abter work take care F SBopping emands n the e oy ’mL

& v comidenag bovaig o seced s muke amaller Vel L weght
has 3 reat efe on Zaschine cumumpton
* - Revp the wurs enidean tune Special attention should be oaen to fuel and

K 3 Elers plugy and prob and o late mode! can cmasion contro! dsaaes
= Domt 81w fue tank 1o th 'x-d Furl can overfion whib the cur <

e e o whem parked m s avline Fuel als) can erpand and overfiow
n oot wevher even of the ar o parked on loBe] ground so istruct the
o At teadant A vt TH tp O the taak " ¢
- Make (vtan e ave propees mdated This oB0 suves - kre wear Add
Svrra porrdy @ when et ag wath a full Bad bat 4y ot cvoeed the
vt peeaune Tated 4 e sdewalh
. — Drve gt mderate speeds whenever pchle Gasol « = eage s greath
iffected by \peed * .
- Ay ad Tadk mabbatt afc Alwane accelerate gradualh as thugh vou had
0PI emeen vomr e 303 the acceematr :
- Drve at steady preds whenener posable av tpand 2o drving als
wreaes tad convmpton Aanapate il aemals o mamimaze braking and
2 it -
- When entenng 3 treewas take tuil advantage of accdleratn paths oo

that o an @radiathy reach highway speeds rather than hawing to “8sor,

board™ the aavelerator 't ceach crasing sped
- Aveud acoeleratng hard when zoing up 3 hell inete ad build up 1dequate
{peed 3head i time

- Afrter starang 3 wold eamine dont uee lang warmou nods anstead
)

dn.e ko w mile or W .‘r‘u't reaching cruis 2 speed
Dt gl the emmine o L3l 1 more than A monute while p.srkod
Cut dowm on wm ot the urnnd:!) et by besnning vour travel das
earter B the morming and pulling off th road dunng the holtest hours
N - T tomaned Bahrer thin oraf Froe weght puts addihonal <ram
Mothe cagiee apd rendn ol Ml e i of g hine

B r3use of re amportasce -of gasoline to agriculture
3nd fre limrted supplics mvzilatle ar =3py aress e 1.S. // .
. . ,
»psrrmemt of Agriculture *3s urjed farrers (0 follow t*ese
"3% Ty AT10R Praceifes .
. --Reduce t1llags practices  11:.Don’* plow 1f not, n-ces-
. ~ary tZt couple mactimes together wero possabls 1o rakhe one

[ g
*rie over cre faeld 30 the worh of several--sue as disk-plant.
) .
<N
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4 - apply tvrbxg\gi_iLL In one~ opsration, (3) don®' cultivate un- .

. necessartly

* --March tractors to tre jod to be dome, when possible  t})

Us® srall 'ractors for the ligrter Jobs: 12 use diesel ‘raclors

' where possible because gasodine SXpply is ‘1gntér tran dirrsel
furl. -
- ]

--0per3te eQuippent 3' tre proper engine and field speeds.

--he.p *rzclor and equipment properly tuned for maxicur

-

fal effxcxenc..

1] ‘ »
--Shut the engine off 1f the maehire 1s likely o be stopped

for sote tire.  Idling will oftén use more fuel than restarting the rotor.
~-1f possible, rove large equiprent by truck instead of
. driving 1t seversl miles over the kighway .

--Pox*pone operations such as diten clearing and lang

loveling when possible, even for Just a few weeks, until the
fuel <1tuation 1rgroves froo the present peak-use period.

--hork the freld_the long way of the field when possible,
"0 cu* down tre rurber of turns that result in tnefficrent
[ 4

» axe of fuel. * ’ -

- ERIC )
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SINMARY - .

‘ ™ *

T ¢asoline shortage 1s t"v resul! of several factors
acting 1n conjyunction. Limted refinery capacity, flagqing
s .
doTestyz producticon, and 3 worldwide shortage of low-sulphur
¢rude resulted 1n restricted supplies, At the sase 'ire
derand was rising al rates ~urh righer than before. Tras

1=balance., 1§ 1! comtinues, could create serious econome .

MY

froblems.- The Qasoline srtorfage has already had a major -

=pact on consumers, farrers, ond 1ndependent marketers. -

Unfortunately, there are no quick or simple solutions, The
only short-terr relief 35 likely 1o come froo 1oports of
iore1gn o1l and o1l products and through coaservation efforts.
A recurrence of qasolihe shortages can be ¢arected for at

least the next three jyears until new refineries are built. . *

- [ 3
. - e
Un*1l such taime as supply once aqzin+rs sufficient to peet
Y .
» A N
demand, artificisl means may be needed to ensure that supphies

of gasoline are azllocated to those who need ther for high

- t
pPriority uses, .
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