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INTERNATIONAL OIL CRISIS
WEDNESDAY, JANUARY 29, 1975
.

UNITED STATES SENATE,
ON MULTINATIONAL CORPORATIONS
OF THE COMMITTEE ON FOREIGN RELATIONS,

SUBCOOMMITTEE

Washington,D.C.

The subcommittee met, pursuant to recess, at 10 a.m., in room 4221,
Dirksen Senate Office Building, Senator Frank Church (chairman
of the subcommittee) presiding.
Present: Senators Church, Symington, Hart of Michigan, and
Case.
Senator CHuRcH. First of all, I want to apologize for the tardiness
this morning. As I explained to Professor Adelman, I do not even have
a legitimate excuse, I went to the office and got involved and forgot,
and he said that often happened to him as a professor.
So we are late. I want to acknowledge the presence of Senator Hart
and I am happy that he is participating in the hearing this morning.
Professor Adelman, you have a prepared statement, how do you
wish to proceed?
STATEMENT OF DR. M. A. ADELMAN, DEPARTMENT OF ECONOMICS
AND ENERGY LABORATORY, MASSACHUSETTS INSTITUTE OF
TECHNOLOGY
Dr. ADELMAN. Senator, if I might give the gist of thestatemenf,
the highlights of it, I would like to do so.
Senator CHURCH. Good. Please do that, then, and we will follow with
questions.
Dr. ADELMAN.

Thank you, Senator. And before I even do that I
would just like to say a word of appreciation, even admiration, for
the work that the subcommittee has done in casting some light into
dark places and adding to the small and, therefore, very valuable
stock of facts in the public record.
PORD-KISSINGER POLICIES

President Ford, or more precisely, Secretary Kissinger aims to cut
domestic consumption and hence imports, by raising the price through
a tax. Since the demand for oil products is very inelastic, it takes a
large tax and price increase to get even a small demand response.
Estimates of the ecoiomic damage are $30 to $60 billion.
But even if the program were costless itshould still be rejected
because it is actually harmful.
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First, lower demand in the United States will if anything tend to
push up world oil prices. In a competitive industry, this could not
happen. But world oil is a monopoly. A monopolist will raise price
as high as he can, to the point where a still higher price would lose so
many sales as to decrease, not increase, his profits. If an additional
price.increase will make too many people turn down thermostats, cut,
back their driving, turn off the lights, or redesign their furnaces, the
monopolist is better off not raising the price.
Now suppose that by taxation, or subsidies, or education, consumers
buy less. Then the prospect of lost sales is no longer a barrier to further
raising the price. If homeowners have already put down their thermostats from 720 to 680 or 660; if motorists have shifted to smaller cars,
cut out less essential driving, used more public transportation; if factories and stores have improved boiler efficiencies; a further increase
in price will not lose many sales.
In economic jargon, to cut back consumption through taxation or
subsidy or education will make the demand much less elastic and will
therefore give the monopolist an incentive to raise prices more.
Cutting U.S. imports will not weaken but strengthen the intergoverniental cartel. Eten if consumption were reduced by 800,000 barrels
daily and imports by about 500,000 barrels daily (to expect more is
unrealistic) this would be a drop in the bucket. It would not affect
the power of the producing nations to control output. OPEC nations
had about 4 million barrels daily of excess capacity a year ago, they
are now carrying eight, and are not under great strain. The sky-high
prices are self-reenforcing. Libya, for example, is producing about
850,000 barrels daily when it could produce about four times as much.
They are seeking more, but they are under no strong pressure. A lower
price would give them more incentive.
But the reduction in U.S. imports is not merely useless but counterproductive. From March to December 1974, imports from the most
secure source, Canada, dropped by some 35 percent. Oil companies
found it more profitable to "produce in the Arab countries. The immediate reason was the mistake of the Canadian Government in
imposing high export taxes, but this does not change the fact: reduction of imports, without more, or with the persistent catering to Saudi
Arabia, has already made us more dependent on the most insecure
sources.
The source of the program is Secretary of State Kissinger, who.
proposed an import reduction of a million barrels a day (which of
course, we are not going to achieve) in his November 14 Chicago
speech. The New York Times reported on January 7:
Inquiry has produced no underlying analysis showing how such a deep reduction
might be achieved. Some officials have conceded that Mr. Kissinger, in concert
with the Treasury, chose that figure for a dramatic effect.

Dramatics with no analysis, for 41/2 years, have brought us here.
It is time to change course.
GROWTH OF OPEC CAPACITY

I noted the massive growth of OPEC excess capacity during 1974,
now about 8 million barrels daily, and growing. Yet during 1974,
while excess capacity was growing, the basic price of crude oil-that
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is, government take at the Persian Gulf-rose about 50 percent, from
$7 a barrel to about $10.50. This increase is the fruit of our Government's widely advertised campaign to lower the price, with assurances
.of help from Saudi Arabia, each assurance followed by a price increase.
You can fool some of the people all of the time, if they sincerely wish
to be fooled.
THE CARTEL OF GOVERNMENTS

High world prices are due neither to scarcity, nor politics, but to
the cartel of governments. To explain prices by "political factors" is
'superfluous nonsense. When a seller raises prices and increases revenues,
he is acting reasonably. Whatever King Faisal really wants, money
is the royal road to it, and more money is what he seeks. Giving him
political favors only proves again that money buys power, and whets
his appetite for more money.
The cartel governments use the multinational companies to maintain
prices, limit production, and divide markets.
. This connection, I submit, is the most important strategic element
in the world oil market. The governments act in concert, the companies
do not need to collude. The governments transfer oil to the companies
-at identical publicly announced prices. Thereby the governments can
watch one another. The companies produce only what they can sell.
So long as the governments are content to accept the market shares that
Tesult from the companies sales efforts, the cartel holds. Time is on
their side. As the cartelist governments get richer, it becomes easier
for them to accept output limitations or even cutbacks.
The cartel has enjoyed American cooperation from the start. In
mid-1970, the U.S. Government intervened to prevent resistance to
Libyan demands, when resistance probably would have destroyed the
,cartel before birth. Today the United States is negotiating for a world
commodity agreement committing us to pay what is called a just price
indefinitely. It will be a floor, not a ceiling, tying our hands, not the
cartel's, which has an absolutely clean record on oil-they have never
tfailed to violate an agreement.
KEEPING THE CARTEL EFFECTIVE

We are also furnishing armaments, and training in their use, to
Saudi Arabia, to let them act as the cartel enforcer. They will soon be
able to invade and occupy areas which could produce 6.5 or more
.million barrels per day in the early 1980's. By suppressing rivals and
-shutting down capacity, they can keep the cartel effective.
Building up the market share of the largest seller, and giving him
the means to put smaller rivals out of business, strengthens the cartel
and helps it raise prices. I can only wonder: What on earth does our
Government think it is doing by sending the Saudis these arms?
Neither in 1970, nor since, has the administration given any coherent
explanation, to insiders or outsiders, of why they help the cartel. They
appear to believe that oil is scarce, that the largest government cartelists have no need for the revenues from selling it, 'and must therefore
be granted not only high prices but also political favors. This is contrary to common sense and experience.
The road to this disaster, like the road into Vietnam, is paved with
our policymakers' good intentions.
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PROMOTING COMPETITION

To limit and eventually destroy the cartel, we must promote competition. I make a modest proposal. First, limit imports, in barrels, because
the cartel can jump any tariff wall. OPEC countries, especially those
who sell direct, like Libya, Algeria, and Iraq, can easily undersell
domestic producers, in the U.S. market. A discriminatory price cut of
say 50 cents is a great inducement to a refiner. It is trifling compared
with the $10 or $12 which the producing countries receive.
An absolute limit in barrel terms would protect our domestic industry. The current high prices, even if no higher, $11 not $14, encourage
domestic expansion of both conventional and synthetic oil. If prospective investors were sure of the market and were not apprehensive of
invasion and underselling by the cartel, but outside of the domestic
industry we can force every would-be exporter to the United States to
bid, not dimes but dollars, for the privilege of selling here.
We should sell import tickets at auction, under sealed competitive
bids, like any other valuable rights.
We should let anyone bid, paying him Treasury-bill interest on his
deposit to encourage the maximum bidding. Anyone can be a nominal
bidder, without revealing for whom he is really acting.
Quota tickets should bemade freely transferable by sale or exchange.
This would make it easy to hide the connection of any given shipment with even a nominal bidder. A third barrier to knowing the real
bidder: by using a transshipment terminal, the origin of any shipload of oil might be difficult or impossible to trace. This is confirmed
by the failure of the Arab oil embargo last year to cut down American
product imports, 'as distinct from crude. A fourth barrier would be:
exchanges of crude, between the buyer of quota tickets and another
country, whose oil would be shipped here.
This system would force the cartelists to compete in mutual ignorance. The members could no longer police each other. They could
not tell who was using his excess capacity to get hugely profitable
incremental sales at his rivals' expense.
The-exporting countries may publicly refuse to bid, or agree on
very low bids. They cannot tell which of them are privately chiseling.
U.S. OPEC imports are today running at about 4 million barrels
daily, as compared with a total OPEC capacity of roughly 38 million
barrels per day, so we need a defection rate of only 11 percent.
No exporting country could have any assured outlet through the
American affiliates of the companies producing its oil. Long-term
supply contracts between governments and companies would in effect
be nullified. With everyone able to sell here by rebating to the
Treasury, the United States would become a haven for oil from all
over the world.
USE OF PARTIAL REFUNDS

We should offer partial refunds to nations which have never
damaged or threatened to damage the United States. This would
include all non-OPEC nations, plus Nigeria and Ecuador, which were
not members of OPEC when it made the first embargo threat in 1971,
plus Indonesia which refused to sign that threat. A lesser refund
night be given to nations like Venezuela or Iran which joined in the

5
threat but have never taken overt action against us. Parenthetically
may I say I deplore the cut off of foreign aid from all members of
OPEC. These governments have not acted all in the same manner.
Perhaps a scheme of auction tickets and preference to friendly
nations would provoke the Saudis into boycotting the United States.
So much the better. We can buy elsewhere.
The auction proposed here would heave the multinational coinpanies in place, but it would deactivate them, as the coordinating and
market sharing body for the cartel. Although these companies dare
not speak freely, they might privately welcome the idea. Recent price
increases were generally advertised as actual reductions if only the
wicked oil companies would not pervert them. Though this was nonsense, there was method in it.
The public attitude toward the oil companies takes us back to the
bad old days of Joe McCarthy. Then many of our people-frustrated,
angry, and a bit fearful of the unreachable leaders of. the Communist world-searched for an.enemy at home; to bash him made
them feel better. Today, unable to do anything about high oil prices,
many are inclined to take it out on the oil companies. But it is our
Government which has made them instruments of the cartel. Our
Government can take those functions away and leave them to their
proper job of providing the oil.
THE GOOD OF THE CARTEL VS. THE GOOD OF THE UNITED STATES

What is bad for the cartel is good for the United States, and vice
versa. While we look for ways to damage them-one has been sug-

gested here-we should do nothing to help. This is perhaps the most
important proposition that I urge: Congress can prevent matters
from gettting worse by stopping Secretary Kissinger's attempt to
lock the consuming nations into a long-term commitment to support
a "fair price." Thereby Congress would repudiate the policies which
brought on our current misfortune.

At every step, since mid-1970, the world oil situation has been getting worse, while those in charge of our policy have disregarded
evidence, urged trust in our leaders, and assured us that "cooperation
not confrontation" with the cartel was really working well. You will
be told that to cut our losses and get out of the mess is "impractical."
The practical men who got us in, will get us out-somehow, someday.
If you believe them again, you will have more of the same.
Thank you.
[Prepared statement of Dr. Adelman follows:]
PREPARED STATEMENT OF -1. A. ADELMAN, DEPT. OF EcoNoMICS AND ENERGY
LABORATORY, M.I.T.*
SUMMARY

The cartel of the OPEC nations is a heavy economic burden and also a

threat to peace, in putting huge revenues into often reckless hands. It could
never have started except for the active help of the United States government,
in Libya in 1970, and at Tehran in 1971. Our government further encouraged
higher prices in later years. During the 1973 oil embargo, the government's

*The opinions expressed here are those of the author, and are not necessarily those of
any person or group with whom he is associated in any capacity.
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lickspittle servility to Saudi Arabia encouraged them to prolong it and to raise
prices further. Since the end of 1973, our Government has made great show of
seeking lower oil prices, relying on "cooperation not confrontation," and on help
from Saudi Arabia. The direct result has been a further increase of about 50
percent since then. The Administration now seeks to freeze oil prices into the
indefinite future by a worldwide agreement.
Our Government should cease cooperation and probe for weak spots in the
cartel to thwart it in the short run and weaken or destroy it in the long run.
One such method is proposed here. Other and perhaps better ones will be devised
once we put our minds to the problem. In the meantime, it would be well to
signal the end of collaboration by (1) cancelling the Saudi-American agreement
of June 1974, which was followed, within two days, by the announcement of a
price increase; and (2) by the President requesting an opinion of the Attorney
General whether Saudi Arabia, by violating its treaty with the United States,
has not sacrificed its most-favored nation status.
THE ISSUE OF POLICY: IS THE WORLD OIL MONOPOLY GOOD OR BAD FOR THE UNITED
STATES?

The United States has little to gain from the success of the cartel. Producing
companies' profits are relatively small. Thus, if Aramco were to produce 10 million,
barrels daily, an allowance of 300 per barrel would be $1 billion a year. Much of it
would be the return on scarce capital and the payment of personnel; both could
draw incomes elsewhere. Only the excess of what they earned working for Saudi
Arabia is to be considered a net gain. Or if American banks were to manage an
Investment portfolio of $100 billion, their annual fee would probably be about
$100 million, a large prize for those who get it, but negligible in comparison with
the $24 billion cost of oil per year. Similarly with those exporting to the producer
nations; or profiting from their payments to contractors; or advisors on economic
development, public relations, et cetera.
But the gains are concentrated in a small group, active and articulate; those
who pay are disunited and diffuse.
Sheik Yamani was wise to assure Aramco, publicly, that they will be very well
provided for, for oil and non-oil operations. He was giving others the hope of
profits on exports and on contracts of all kinds. But all the joint ventures require
investment funds put up by the foreign party. Recent tabulations by the Department of Commerce show a bulge of American investment in the Middle East.
The American investments are hostages for good behavior and political influence,
to block any defensive measures against high prices. The Shah too knew what he
did when he warned that any unfriendly actions would make him reconsider to
whom he awarded contracts. Those "profitable" investments and sales are a national misfortune.
I will not waste this Committee's time explaining why the cartel is a disaster.
Many will starve to death because of it. It has destroyed the observance of contracts in international investment in raw materials. Less developed nations will
try to imitate OPEC In other raw materials. They will fail because no product
is like oil in its importance, perishability, high cost of storage and lack of substitutes. The only result will be to divert investment from more productive use inthe less-developed countries to less productive substitution In the more developed.
World inflation and recession were not caused. but were certainly aggravated,
by the oil price hikes, and it is hard to trace out all such ramifications as theminers' strikes in Great Britain and now in the United States; the danger of
leftist or rightist revolution in Italy. etc.
The danger of war is henceforth much greater. The producing governments are
off on an arms race. Wars are likely, to gain some piece of promising land orsea water, or some political objective. The flood of money makes revolutions
more likely, with extremists coming to power ready to set the world afire. A few
years ago, Libya was "a nice conservative pro-Western monarchy, a good place to
do business"-like Saudi Arabia, which may be the future super-Libya. What I
pointed out last December. the London Economist has now said forcefully (October 12, 1974) : "The dramatic escalation of oil and oil-money Issues since the
Arabs first used their oil weapon a year ago has given them ideas and ambitions
that have nothing to do with Israel or the Palestinians."
Oil supply Is now very insecure. Because the producing governments are
getting so much wealthier, temporary cutbacks will get easier all the time. eitherfor political or economic reasons. Last winter's Arab oil cutback was hugely
profitable both politically and financially. Great excess capacity now overhangs:
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the world oil markets (see below). Since the cartelist nations have been unable
to divide up the market, allocated production cuts would be difficult. A temporary
cutback is always likely, to clean out inventories, firm up prices, and scare
customers, whom it is important to keep respectful and jittery. A good reason
can always be found for doing what is-profitable.
What's good for the cartel is bad for the U. S. A., and vice versa.
MULTINATIONAL CORPORATIONS: AGENTS OF PRODUCER GOVERNMENTS
The multinational oil companies can bargain with the governments only over
their own renumeration, an insignificant fraction of the total price. The hearings
of the Senate Subcommittee on Multinational Corporations have been revealing
but not surprising. The companies do as they are told.
Yet as an instrument of the cartel the companies are very important, perhaps
Indispensible.
First, the Persian Gulf countries today transfer crude oil to the producing
companies at a uniform government take, which is the floor to price and over
90 percent of the price. By "take" is meant the dollars and cents per barrel paid
to a government, whatever the sophistry over "equity oil" and "participation
oil".
The take per barrel is a public record. This permits the constant watch of
each government-cartelist on the others lest they cheat on him by offering better
terms to expand sales. It makes it much easier to isolate a particular lower
price as a temporary bargain.
If the OPEC countries actually sold the oil, it would be much more difficult
to monitor many short-term and long-term contracts, with varying terms. Where
there is doubt, there is room for price shading to gain sales or prevent loss.
The companies are also able, without collusion, to act as the governments'
instrument for limiting output and dividing markets. But before we can see the
key importance of this role, we need to examine the permanent overriding problem of every cartel-excess capacity..
EXCESS CAPACITY IN

INTERNATIONAL PETROLEUM,

PAST AND PRESENT

The history of the world oil market is the history of a huge potential surplus
always threatening to break through into actual excess capacity. (Surplus oil
production is rare and unimportant, since storage is limited and expensive.)
The old world oil cartel of 1928-1939 was concerned with nothing else. A 1968
document written for the top management of Standard Oil Company of California, and published by this Committee, shows their fear of creating excess
capacity. The oil companies did what they could to avoid this, but they dared
not collude and prices kept declining very slowly. During the twenty-five years
between World War II and 1970, prices fell by 65% in real terms. Contracts
signed in the late 1960s show the universal expectation of lower prices as the
surplus continued.
Excess capacity among OPEC countries, approximately 9 mbd in January
1975, is an all-time high, both absolutely and relatively. (So-called "free-world
spare capacity" in former years, including the U.S., adds apples to oranges, and
is best disregarded.) Furthermore, the rapid rate of drilling in nearly every
OPEC country except Kuwait and Oman means that excess capacity will
mount in the near future. (Potential capacity will remain very much larger than
actual capacity.)
Table I is a mosaic of many parts, on each of which estimates could be far
off without affecting the conclusions. The demand for OPEC oil (line 6) is
expected to be little different in 1980 from what it was in 1973. The recent
O.E.C.D. report estimates it a third lower; others 23 percent higher. But in
any case, the burden of excess capacity must somehow be appropriated among
the OPEC nations, particularly among the OPEC "conservatives". Lines 910
indicate three possibilities among many. A: all the conservatives but one stay
where they were in 1973, and Saudi Arabia accepts the whole cutback. This
is not mere arithmetic. A year ago, Saudi Arabia was producing about 8 million
barrels and taking $20 million a day. We were assured by authoritative Americans and Saudis that they did not want all that money. Today, 1.9 million
barrels daily would still be about $20 million a day. Of course they would accept
no such limit.
Column B is the result of Saudi Arabia invading and occupying all the
emirates of the Persian Gulf. This will soon be feasible. Our Government is
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selling them billions of dollars' worth of arms, with training in their use. The
land forces are to have "440 helicopters" to give them "a first-rank land combat
force". There would also be many Phantom jet fighter-bombers and naval forces.
Ilence Saudi Arabia, which surrounds the small oil producing countries, can
occupy them quickly and either shut down production or appropriate it. This
reduction in output would be only slightly offset by an Egyptian occupation of
Libya. Hence Saudi Arabia need cut back only to 5.9 mbd. Their investment
in arms would have a spectacularly big payoff. By 1980 Abu Dhabi and the other
emirates could be producing 6.5 million. The oil is there. It is now doubtful
that they will ever get to 3 mbd, and Saudi Arabia will be able to put them to

zero.

TABLE I.-WORLD OIL PRODUCTION, 1973 AND 1980
[Millions of barrels per day]
Possibilities

World production and consumption

-----------------------

Less non-OPEC production. -------------------------

Equals: Demand for OPECoil ---------------------Less expansionist OPECnations I -----. --------.-- -

1973

1980

57.5

77.3 -----.

26.6

46.5 -

30.9

30.8 ---

12.4

17.9 -

Equals: Conservative OPECnations share .--..------- 18.5---------Of which: Venezuela, Kuwait, Libya, Abu Dhabi, and miscellane11.0 ..----ousPersian Guf .
7.6 ---------Residual: Saudi Arabia-

A

B

C

-

....--

....---- ..-------

-

-.

12.9

12.9

12.9

11.0
1.9

7.0
5.9

10.5
2.4

I See table below.
Algeria

Indonesia

Iraq

Iran

Nigeria

1.1
1.1

1.3
2.0

2.0
4.0

5.9
8.0

2.1
2.8

Venezuela

Kuwait

Libya

Abu Dhabi

Miscellaneous
Persian Gulf

1973 - - - - - - - - - 3.4
1980-B ------------------------ 3.0
1980-C ----------------2.5

3.0
a0
1.5

b 4.0

Country
1973
- - ----- - - 1980 ----------------------------

2See table

below.
Country

2.2
1.5

1.3
.o

-3.0

1.2
'0
-2. 0

- Occupied bySaudi Arabia.
bOccupied byEgypt.
Occupied byIndia.

It pays Saudi Arabia to suppress competitors and restrict output. The United
States is giving them the means to do this. Why?
Column C shows other possibilities. Venezuela, Kuwait, and Libya keep reducing output. Looking eastward: the nearest airfields in India and Pakistan
are only three hours flying time from Abu Dhabi. A couple of airborne brigades
would give either or both of these countries enough oil production to meet all
their needs and a large export capability as well. With a little American air
cover and Soviet approval, many of these countries' most pressing problems
would be solved.
These are a few among many possible scenarios whereby the surplus might or
might not be contained. But up to now, the multinational companies, as we will
now see, have been able to contain the excess capacity and keep it from becoming
excess production to break the price.
"CUT

IMPORTS TO OPPOSE THE CARTEL" HAS ALREADY nEEN

TRIED-AND

FAILED.

HOW THE CARTEL TOOK THE STRAIN EASILY IN MID-1074

It is widely believed that if the importing countries will only restrict imports
(consuming less and producing more) this will break the power of the cartel. This
policy has already been tried, and failed. The most it can do is provoke a surplus
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of capacity and then of actual production. Under competition a surplus will
indeed force down prices. The function of a cartel is to keep the excess capacity
from becoming actual excess production, for long enough to break prices.
In mid-1974, there was not only excess capacity but even a large surplus of
actual production. But it soon disappeared. The multinational companies simply
cut back their liftings to what they could sell. The press reports that the pro-ducing countries had "cut back" production are misleading. These countries each
accepted the lower production, and made no attempt to maintain output by.
shading prices.
Admittedly, the governments will be under increasing pressure. A country hav-'
ing three times average Middle East investment requirements (as of 1972, the
most recent year available) and able to sell at $10 a barrel, stands to make 1000
percent per year on its investment. This is an inducement to develop more capacity, and try to sell. On the other hand, the more a country has foreign assets on
which to draw, the easier to forego income. This conflict makes it difficult to
predict the conduct of a group of cartelists under pressure.
But however many times repeated, to suppose that the surplus of capacity over
consumption will automatically break down the monopoly is like predicting that
Holland will be flooded because the adjacent seas are above the level of the
land. On the contrary, so long as the dikes are kept in good repair, the land will
stay dry. And, so long as the oil cartel is free to manage the market and to use
the multinational companies for limiting output and dividing the market, its
chances of staying in business and raising prices even higher are also good.
Indeed, we will show that restricting consumption may in some circumstances
help the cartel-and the U.S. Government is providing the circumstances.
LOWER CONSUMPTION PLUS COURTSHIP OF SAUDI ARABIA STRENGTHENS CARTEL BY

INCREASING CONCENTRATION AND SHARE OF LARGEST PRODUCER
Lower consumption, plus encouragement to the largest cartelist to expand,
discourages the smaller producers and reduces their market share. The more
concentrated is ownership, the stronger the cartel and the better able to resist
pressure. Other producing countries, unlike Saudi Arabia, do not have as good
multinational company conduits into consuming markets.
Reducing American consumption only hurts the cartel if we make sure the
cartel rather than the noncartelists, bear the brunt of the reduction. In fact,
cartel imports have held up much better than non-cartel sources.
The impending reduction in Canadian output is a typical damaging result of
the interaction of American and Canadian policy mistakes. Because of the jump
in world prices instituted by the cartel, exports of Canadian oil to the United
States became vastly more profitable. In an attempt to capture the windfall gains,
the Canadian government instituted an export tax, in absolute amounts per
barrel. Thereby it became less profitable to import Canadian oil than Persian
Gulf oil. Accordingly, production in Canada declined, and with no prospect.of
early and substantial tax relief, drilling rigs soon began to be shipped out of the
country. This in turn promised a decline in reserves, which in turn frightened
the Canadian government into proposing a phase-out of exports.
The Canadian experience should serve as a clear warning of how our failure
to see security as a problem in cartel behavior, and our leaving production
allocation in the hands of the multinational corporations, builds up the cartel
-and impairs national security, as well as prolonging high prices. It is also a
lesson to Canada in penalizing herself.
U.S. POLICY:

COOPERATION WITH THE CARTEL

Perhaps Mr. Kissinger might appear before a Senate committee to explain why
our government insists on encouraging the largest cartelist at the expense of the
smaller and the noncartelists, and why we propose to make them the enforcer of
production in the southern Persian Gulf. I think the answer will be clear : the
State Departiment simply does not understand oil economics, or What makes an
oil cartel stronger or weaker. This is the most charitable way to explain their
constant policy of help and co-operation.
As I have demonstrated ("Is the Oil Shortage Real?". Foreign Policy, Winter
1972-73), the monopoly has gone from strength -to strength in the growing knowledge that its customers would never resist. This make s the world oil cartel
unique, and promises it long life. In no other instance, so far as I am aware,
have any carteFs customers adopted the motto: "cooperation not confrontation",
and suited the action to the word.
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The first great lesson to the cartel nations was in Libya, in mid-1970. The
Libyans could have been stopped in their tracks if the oil companies, supported
by their governments, had agreed to refuse the demands, aid to insure oil from
other sources for the companies expelled, at cost-plus-tax. A likely result.would
have been a Libyan coup to bring the companies back, and a severe lesson to all
the oil exporters that blackmail (lid not pay.
In my previous article I had to admit: "Failure to oppose [the Libyan demands] does not necessarily imply that the United States favored the result."
We now know, thanks to this Committee, that the United States government
actively helped Libya. The State Department oil policy maker supported the
Libyan demands in a memorandum not made public. One multinational company
thought appeasement was even more dangerous than resistance. "Our conclusion was that sooner or later, we .. . would have to face an avalanche of escalating
demands from the Producer Governments and that we should at least try to
stem the avalanche.
At the meeting in Washington .

.

. I developed this line of reasoning .

. .

The

U.S. Government officials were not at all convinced by it, whereas of the oil company people present, some were less than others and some not at all."
Perhaps as important as the American support of the Libyans was the lack
of any understandable reason for it:
"I really cannot express any authoritative or informed view why . . . others,
such as Mr. Akins, should have formed a different opinion from ours on this
issue".'
The threat of an embargo gave the cartel its next triumph: the Tehran "agreements" of February 1971. Only after American-sponsored capitulation to producing country demands in January did any producing nation dare for the first
time to voice public threats of an embargo, which culminated in a formal OPEC
resolution, issued just before the Tehran agreements, threatening "total embitrgo".
Our government "expected the previously turbulent world oil situation to calm
down following the new agreement." In fact, the five-year Tehran "agreement"
lasted four months, and after several unilateral "revisions" was pronounced
"dead" in late 1973. In the meantime, our government was doing its best to scare
the daylights out of consumers with predictions of a 20 mbd deficit in 1980, et
cetera. Its "exaggerated talk of an energy crisis greatly strengthened the bargaining power of the Arab states" (Petroleum Press Service, November 1973).
To the same effect was the proposal for preferential entry into the United States
for Saudi Arabian oil-the most insecure source conceivable. The State Department was "enthusiastic" (Oil and Gas Journal [OGJ], October 9, 1972), for
reasons not explained. Shortly thereafter, according to the public record, we
again terrorized-the consuming nations: "Fears of Europe and Japan that Middle
East'ofl-they were'counting'oi to'cover their needs will be diverted by the United
States to its own use weren't dispersed by the recent explanations of a top U.S.
official. . . . They're now ever more worried because the U.S. clearly warned them
that nothing will stop it from importing the oil it needs." (PetroleumIntelligence
Weekly [PIW1, November 6, 1972).
The 1973 shooting war and economic war waged by a subgroup of the cartelthe Arab oil producers- were invited by repeated American statements, of which
the public record is probably only the tip of the iceberg. The Saudis were told
they were the last best hope of civilization, we had to have their oil, and the
wheels would all be standing still if they did not raise production to 20 mbd by
1980. Would they not please produce it, even though it was not (we said) in their
economic interest to do so? No revenues were high enough to induce the Saudi
government to agree to big production increases; something extra must be done
,for them. (Wall Street Journal [WSJ], August 15, 1973; OGJ, September 10,
1973) This was a seliffulfilling prophecy. For if we believe it and are willing to
do something extra for the Saudis, they are glad to demand it.
The buyer is asking to be had who tells a seller, "I know you don't want any
more business but please just to do me a favor won't you sell me something?"
There are few such buyers because they don't stay in business very long. Not so
in government.
Sheik Yamani, the Saudi Arabian petroleum minister, has asserted that when
Saudi Arabia was producing eight million barrels per day, "we were producing at
'Letter, Sir David Barran to Senator Frank Church, August 16, 1974.
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a much higher rate than what we should for our economy." And that was a sacrifice on our part." It amounted to "losing money". (Meet the Press, December 9,
1973.) Sheik Yamani says, without a smile, that his government has been producing not for its own benefit but for sweet charity. He speaks as a man who
expects to be believed. But that's no wonder, for the United States Government
was saying this publicly before he was.
During 1973, the U.S. Government made it clear that they expected and favored
a Persian Gulf price around $5 per barrel; in April 1973 a world wide intergovernmental commodity agreement to fix that price was suggested [NYT,
April 16, 1973]. In our government's view, "the OPEC countries should be granted
substantial increases" in order to induce alternative energy sources needed "to
avoid an energy crisis in the 1980's, or 1990's," a "crisis" as usual assumed, never
explained. Also, "price increases will hurt America's commercial competitors
Europe and Japan," and Saudi Arabian revenues would mostly be invested in the
United States (Economist, November 26, 1973).
The policy is also confirmed by later statements in which the U.S. "admitted"
that previous prices were "too low", even when they were 20-30 times production
cost.
Our government was concerned to conciliate oil companies and governments,
and higher prices were the one way to appease both. Nobody else was considered.
When a State Department spokesman said just before the Tehran "agreements"
that "we don't want anybody hurt" he was just like Tom Sawyer's aunt who
heard of a steamboat explosion in which one black was killed but nobody else:
"Oh, that's good, because sometimes people do get hurt." She was a goodhearted
woman to whom it never occurred that blacks were people. Our government never
supposed that there was any other interest except oil companies and producing
governments, nor the danger of a world oil monopoly. Moreover, they obviously
believed and still believe that there is a shortage of oil in the world-Secretary
Kissinger plainly implies this in his interview with Mr. James Reston in the
New York Timesof October 13, 1974.
EXTJRAORDINARY SUBSERVIENCE OF U.S. GOVERNMENT TO SAUDI ARABIA

We have been treated to a vast serving of nonsense about the wealthier Arab
nations "not needing the money," hence ready or even wishing to cut output,
unless our negotiators flatter and cajole and persuade them to raise output. This
is an ego trip for the negotiators and as much nonsense as explaining the old

Standard Oil Trust by the dimensions of John D. Rockefeller's stomach. These
nations aim at a price-quantity combination which maximizes profit. Nobody need
question the sincerity of Arab rulers' devotion to the Arab cause, but anybody may
act for two motives, when both point the same way. The Spanish conquistador
explained why he came to the New World: "to serve God, and get rich." If King
Faisal really didn't want the money, there are many million people whose starvation he could relieve. Whatever the King "really wants", money is the royal road
to it, and he will therefore take all he can get. Indeed, if he values power more
than money, he will prefer to get more today, even at the risk of getting less
tomorrow.
Because of the fixed idea that we "needed" Saudi Arabia, the Administration
was concerned above all with covering up Saudi hostility. The boycott was a clear
violation of the Saudi-American treaty, and the boycotters should have lost their
most-favored-nation status. This did not come to public attention until pointed
out by Professor Richard Gardner of the Columbia Law School.
The iSaudi government ordered Aramco to cease deliveries of oil to the
United States fleet, not only out of the Ras Tanura refinery, but everywhere in
the world. This was only revealed by Business Week several months later.
As the Hearings of this Committee, and of the Senate Permanent Subcommittee
on Investigations, have now revealed, Saudi Arabia lacked the personnel and
facilities to run the boycott. The Aramco companies did so, as agents of Saudi
Arabia on foreign soil. This is, to put it mildly, a rather anomalous role for
American companies to play, acting to damage the economy of the United States
at the behest of a foreign government. Yet the companies were not disloyal. They
notified the Pentagon immediately, and were never told to desist.
One excuse is that if the companies had refused to be their agents on foreign
soil, Saudi Arabia would have shut down production completely, and other Arab
states along with them. This is unsupported and improbable. A total shutdown
would have meant immediate military action by the European and Japanese gov-

12
ernments, with American cooperation by request. The limited cutback was all the
Saudis could afford and all that was needed. It was a measured action. The Saudis
and other Arabs were bold but not rash and exploited every weakness of the
consuming nations.
Two incidents publicly known show the delusion of American opinion. In
late November "a very high official in the Nixon Administration who is a policy
maker in this area" told a reporter "he feels King Faisal . . . at the last minute
would prevent any serious economic harm from being done to this country because
he is at heart a friend of the United States" (Meet The Press, November 25, 1973).
In January, an American oil company executive told the press that the embargoboycott would soon end because Sheik Yamani, when visiting the United States,
had privately-been so distressed by our distress that he resolved to end it
(NYT, January 19, 1974). In November, Yamani had-publicly-gloated about
the approaching winter of our discomfort: "Americans are not used to being
uncomfortable." (NYT, November 7, 1973).
The hearings of this Committee have revealed that the American Ambassador
to Saudi Arabia went outside channels to urge American citizens to pressure their
own government; and he also made the wildly untrue statement, early in
November 1973, that the plight of our East Coast would be "critical" if Arab oil
supplies were not increased "in a matter of days". (NYT, November 10, 1973).
He knew or should have known that the failure to stop fuel oil shipments to the
East Coast was on the agenda of a special meeting for later that month. (OGJ,
December 10, 1973).
Such incidents explain the Saudis' contempt for this country, and therefore
help to explain the 1974 developments in the oil market.
AMERICAN ATTEMPTS TO TALK PRICES DOWN IN 1974
RESULT ONLY IN 47 PERCENT HIKE
The oil embargo led to a transistory price explosion, but the permanent increase was embodied in the increased government take, to $7 per barrel January
1, 1974. The United States immediately started a loudly advertised diplomatic
offensive to lower the price, perhaps to $6 (OGJ, February 18, 1974).
Saudi Arabia proclaimed repeatedly that prices were "too high". It was good
copy to have the "good guys" fighting the good fight against the hard-liners who
wanted still higher prices. Like most -good stories, it did not resemble the facts.
By approximately March, the Saudis had reinterpreted the $7 take to $8, by
requiring the companies to take a proportion of higher-cost "buy-back" oil along
with their "equity oil" (see Appendix).
On June 8 came the announcement of a Saudi-American agreement for military
and economic cooperation that "heralded an era of. increasingly close cooperation." It did not require Saudi Arabia to do anything. But American spokesmen
"hoped the new accord would provide Saudi Arabia with incentives to increase
her oil production between Washington and other Arab nations." (NYT, June 9,
1974). The next night, there was a celebration. "The atmophere among the Arabs
at the Saudi Embassy was close to euphoria. . . . Said one American banker:
'Fantastic-imagine it, the great of the world coming to kowtow to the Arabs.'"
(NYT, June 10, 1974). The kowtow-knocking one's head on the floor before the
Emperor of China-had to be accompanied by rich gifts. So the next day, Saudi
Arabia revealed that they had "agreed" with Aramco to raise their share of
"participation" to 60 percent. (NYT. June 11, 1974). This "agreement was a unilateral increase in the take, to $9.35. It was automatically matched in Iran pursuant to the agreement there which provided for raising net payments to equal
the level elsewhere at the Persian Gulf.
In the early summer of 1974 the Saudis announced an auction in August to
bring prices down. It would surely have done so. The volume of Persian Gulf
crude oil sold at arms length, rather than transferred within an integrated
"offtaker" company probably did not exceed 3 mbd. An auction increasing it by
even one mbd-and Saudi Arabia could have supplied more-would have depressed prices, perhaps severely, since oil demand is very inelastic. Given the
huge world-wide excess of producing capacity, added to the then excess of actual
production,the auction might well have triggered a price collapse.
The auction was therefore abandoned, and there was some murmuring about
two-faced behavior. Yet in this matter, they had been reasonably candid, having
said repeatedly that while they were "in favor of" lower prices, they would
do nothing that threatened the unity of the cartel, and the auction was a drastic
threat indeed.
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"TOUGH" AMERICAN STATEMENTS ARE EMPTY BLUSTER AND WHEN COUPLED WITIL
REPEATED ASSURANCES OF "COOPERATION NOT CONFRONTATION" ARE AN INVITATION
TO THE OIL CARTEL TO RAISE PRICES FURTHER
The auction cancellation prompted "tough talk" from the President and Sec-

retary Kissinger in mid-September. It was "a blunt, gloves-off challenge" (PIV,
Sept. 30, 1974). It sounds like poor old King Lear: "I shall do such thingswhat they are yet I know not-but they shall be the terror o' the earth." Secretary Kissinger's statement that the price of oil was not determined by "economic factors" makes one yearn-again!-for an explanation of why a monopo-

list, raising prices toward what the traffic will bear, is not responding to
i"economic factors". American spokesmen read moral lectures to the oil producing nations: It was their duty to lower prices, etc. But policy was the mixture
as before: "cooperation not confrontation", "amicable discussions", etc. Our
chief oil policy-maker soon let them know the price increase was not too great,
only too abrupt (OGJ, October 14, 1974) : a signal that the Saudis could raise
the price again.
In mid-October, Secretary Kissinger visited Saudi Arabia. He received assurances (sic) from the King himself to "try to bring down world oil prices."
(NYT, October 13, 1974). Shortly thereafter, Saudi Arabia again raised prices.
At the next meeting, during the first week in November, King Faisal pledged
that Saudi Arabia would try at least to keep prices from raising "and, if possible, reduce them, at least symbolically." Mr. Kissinger said he was gratified,
and on Sunday, November 9. Saudi Arabia again raised prices.
Since the start of the year (see Appendix) Persian Gulf government take
has risen 47 percent, from $7 to $10.36. The increase of $3.36 this year is not
much less than the $4 increase at end-December. So much for the great American campaign to "lower prices", and the Saudi "assurances". You can fool
some of the people all of the time, if they sincerely wish to be fooled. While
we heard those "tough, gloves-off" speeches in September, Federal Energy Administrator Sawhill was quietly admitting to the Senate Permanent Subcommittee on Investigations that there was no plan at all for lowering prices. Time
magazine reported that "the remark angered Henry Kissinger", and now Mr.
Sawhill is out of a job.
OUR GOVERNMENT'S OBJECTIVE: A WORLDWIDE COMMODITY AGREEMENT FIXING A
"JUST PRICE" WHICH WOULD BE A FLOOR NOT A CEILING

Throughout 1974, Secretary Kissinger has echoed the call made earlier by
.Saudi Arabia and Iran for a worldwide commodity agreement among producers and consumers to fix "a just price" for oil. In February 1974 it meant

$6, today it would be touted as below $10.
Our greatest danger is a super-Tehran, "the greatest oil agreement in history", "cooperation" of producing and consuming states, announced by a flourish of trumpets on a TV spectacular, with the same promise made by the same
people who brought us the first Tehran that this time "the previously turbulent
world oil situation" will really "quiet down." It would be a one-way street,
preventing independent action by consumer states to promote price reductions.
If the monopoly can rig the price higher, up it will go. In proclaiming the
Tehran agreements dead, Sheik Yamani supplied a classic formula: "We in Saudi
Arabia would have liked to honor and abide by the Tehran agreements, but . . ."
circumstances had changed (Middle East Economic Survey, September 7. 1973
emphasis added). Sheik Yamani may one day say that he and his colleagues
would have dearly loved to honor and abide by the Kissinger agreements, but
. . . circumstances, etc. The supersubtle diplomat is no match for the fellow
who grabs what is in his reach, then dares you to fight to get it back.
CARTEL CAN RE WEAKENED OR DESTROYED BlY REMOVING MULTINATIONALS
AS COORDINATORS, IMPOSING IMPORT QUOTAS. AUCTIONING TICKETS
The multinational companies

are today

the instrument which

permits the

governments to restrict output and fix prices in concert. The objective of policy
should be to destroy the link without harming the multinationals.
A limit on imports is probably unavoidable in the near future. It is becoming

clear that investment in conventional petroleum is being slowed, and investment

in shale oil and coal liquefaction is stopned dead. because of uncertainty about
the future domestic markets. If the price is expected to remain high, though
.53-443-75-2
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perhaps not as high as it is now, various investments are attractive despite their
risks. But when we add the risks of the cartel collapsing and prices with it,
plu8 the risk of the cartel succeeding all too well, and able to slash prices for
a time to put rivals out of business-those investments will not be made. We
will pay the high price and even then not get our money's worth, unless import
quotas are imposed and the domestic industry is thereby guaranteed a certain
market.
If imports are limited, quotas must somehow be awarded, and competitive
bidding is the only way of avoiding favoritism and corruption, or caprice. There
fore, an auction of import quotas is almost unavoidable if we institute storage
and import limitations.
But import quotas can be turned from a costly necessity into a means of
greatly reducing the burden of energy self-sufficiency.
The cartel's weak spot is excess capacity, which at 9 mbd now exceeds total
U.S. imports. Use of the excess capacity would be highly profitable for each
cartelist, but if they all used it prices would collapse. Therefore a cartel needs
mutual surveillance of all by all, nobody shading prices to get or keep customers.
But the cartelists can be forced to compete in mutual ignorance, each unable
to watch its fellows. We should award import quota tickets like other valuable
rights, by sealed competitive bids. Anyone may bid who deposits a certified
check, on which Treasury-bill interest is paid from date of deposit to date
of acceptance or refusal. Nobody need know who was actually putting up the
money offered by an ostensible bidder at a given sale, i.e. which government was
willing to chisel on its fellow cartelists and rebate some of its profits to the
U.S. Treasury to expand-or keep-exports to this country. (To prevent bugging, tapping, kidnaping, etc., names of even the nominal bidders should be kept
secret until after the beginning of the import period.) Furthermore quota
tickets should be freely transferable by sale or exchange. Quotas offered for
sale at any given moment should be a mixed bag of short- and long-term, for a
maximum of perhaps three years. The import of a given shipload could be covered by tickets issued to various bidders at various times, destroying any connection with the original bids. Moreover, with the increase of transshipment
points, the place of production of any shipload of oil might be difficult or impossible to trace. This is confirmed by failure of the Arab embargo to cut down
product imports (as distinct from crude oil) into the United States. Still another
barrier to knowing the bidder's real identity: Country A buys tickets, gives
them to Company Alpha as a premium, to induce Alpha to use A's crudes in
Europe instead of Country B's, which Alpha can ship to the United States.
An active market in import tickets would develop, like a commodity market or
the world tanker market, with oil companies buying tickets ahead of time to
cover needs, and buying or selling at short term to cover a deficit or get rid of a
surplus. These markets are very efficient. Despite the great spasms of the world
tanker market it was rare and remarked upon that anyone needing a ship could
not get one, or that anyone with a ship had to wait for employment. But the
governments would have to pay for the tickets (or reimburse the companies) or
lose their sales in the United States.
Long-term contracts would thus be nullified. And no exporting country would have any assured outlet through the American affiliates of the companies producing their oil. With everyone now able to sell here by rebating, i.e. competing,
the United States would become a haven for oil from all over the world. The
assurance of a market would induce investment in new producing areas, and
thereby greater capacity.
It would be best for the system to start small, and let everyone become familiar
with it. If the producing countries refused to bid, that would actually help the
scheme get started. Many companies, both those who needed oil for domestic
refining, and those who hoped to make a speculative gain, would put in low bids,
perhaps as little as 5 or 10 cents. It would cost them nothing to lose (since interest would be paid). while the ticket would insure them oil. Producing companies would also find it worthwhile to enter their own bids. Hence the first or
second time around, the oil would continue to flow normally, but there would
probably be no great gain.
But as the scheme became established, it is hard to imagine the producing
countries, month in and month out, each abstaining from vastly profitable sales.
Whatever their public pledges, they cannot tell which of them are privately
betraying the rest, making incremental sales at a huge profit. Even a very low
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rate of defection supplies American imports. In the second quarter of 1974, the
OPEC nations (including the Netherlands West Indies as a visible extension
of Venezuela) supplied 3.8 mbd, 61 percent of the total U.S. imports of 6.3 mbd.
But total OPEC capacity was about 36 mbd, so we need a defection rate of
only 11 percent.
It has often and correctly been said that the oil producing nations cannot
be threatened with a cutoff of food, because they are so small a part of the
market that even a slight leak through the embargo could easily feed them.
Our situation is different, but only in degree. Because the United States imports
absorb only a small part of the world producing capacity, it takes only a small
lack of solidarity to supply all the imports demanded, at substantial profits to
the defectors, and rebates to the Treasury. But for some nations, sales to the
U.S. are indispensable. Just over half of Venezuelan production of 3 per mbd
went to the United States as crude and as products from Venezuelan or N.W.I. refineries, and that Nation might need some quick substantial compensation from
the other nations if they found themselves without sales here.
The cartelists who refuse to meet higher bids, and renounce export to the
United States could try recouping some of their losses by offering oil in world
markets without much notice. As little as one mbd coming suddenly into the
spot market is. proportionately a very large addition, upsetting to established
market shares. As spot prices fell abruptly those companies who had entered
modest bids would buy and make large profits, encouraging more to bid the
next time. It would also encourage the various governments to prefer paying
more to the U.S. government to having oil stay in the ground or disrupt international price levels. Fear of loss would join with hope of gain. This is how
cartels fall apart, but this one willinot soon do so without some help from us.
Moreover, we should offer partial refunds.to nations which had never threatened embargoes. This would include all non-OPEC nations. In addition, Nigeria
and Ecuador were not members when OPEC made the embargo threat in February, 1971. Indonesia is a stronger case-she refused to sign. A lesser refund
might be given to nations like Venezuela or Iran, which joined in the threat
but have never taken overt action against us.
I would ncot expect the cartel simply to break apart, even when other importing nations get the word and start imitating the United States. The potential
gains are so huge that .the Persian Gulf nations and their followers will not
easily be put )ff. But even modest success would reduce the burden of imports.
The lower the revenues of the exporting countries, the less their power for
economic and political damage to the consuming countries.
ON SPEAKING SOFTLY

The suggested policy has absolutely no room for provocative, doomsday, or
preachy talk, finger-wagging, etc., which we have inflicted on the world.to earn
contempt and derision.
We will get the maximum impact with the least fanfare. A Deputy Assistant
Secretary of the Treasury should state that imports are to be limited, tickets
to be sold at auction to assure fair distribution. There is to be no discrimination,
not even in favor of our own citizens. It is merely orderly housekeeping in our
energy policy.
MULTINATIONAL

OIL COMPANIES AS SCAPEGOAT AND DIVERSION

Saudi Arabia advertised the latest price increase as a reduction, if only the
wicked oil companies would not pervert it. This was not fraud, for there was no
concealment. Sheik Yamani and his colleagues knew that the oil companies are
in the public doghouse, and that millions of people will call a price hike a reduetion if you can only make the companies out as villains.
The public attitude toward the multinational oil companies brings me back
to the bad old days of Joe McCarthy. Then, many of our people, frustrated,
angry, and a bit fearful of the unreachable leaders of the "monolithic Communist block", went out determined to find and bash an enemy at home. Today,
unable to do anything about high oil prices, many of our citizens are inclined
to take it out on the multinational oil companies. But these companies are simply
obeying the United States government, which has made them into instruments
of the cartel, and our government can take those functions away from the com
panies and leave them to the work of providing the oil.
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PERSPECTIVE ON DOMESTIC AND WORTD PRICE LEVELS
The whole consuming world is now undergoing a great divorce between the
price levels of domestic and imported energy. For the sake of security, much
must be produced at home, at high cost. It is wasteful, but there seems no escape
from it. Even after the cartel breaks down it would be reckless to assume it will
stay dead. The rewards of the great OPEC raid have been too great. The vision
of unbounded wealth by monopoly will float before the eyes of oil producing
nations for a generation or more to come.
Because high costs are in my view inescapable on home production, it is urgent
that we allow the productive system to expand as fast as possible, to see what
we can expect from it. Hence I would urge that energy prices be decontrolled
as fast as possible: new and old, crude oil and natural gas. The old-new division is mostly artificial anyway, since new drilling in an old reservoir is the
way much or most new capacity is provided. We simply must know for our own
guidance how much an oil price of $5 or $7 or $11 will provide, especially if
we wish to compensate those not able to afford high prices.
I think many people understand this but are reluctant to permit uncontrolled,
pricing because it would give oil companies such huge profits. This is mostly unfounded. Most of the recent profits are inventory gains and currency appreciation
gains, already fast disappearing. Outside the U.S., producing profits will be
kept down to whatever is needed to keep companies in business. Both inside
and outside the United States, refining and marketing are competitive enough
to present no special problem, and there is no longer any shortage in these areas
to generate windfalls. We are left with U.S. production, where large amounts of
oil and gas found at low cost will be sold off at high prices. But this is easily
corrected by repealing the tax advantages at the same time that prices are unfrozen: not only percentage depletion, but also expensing of intangibles, which
probably is a bigger item. Given normal taxation, and also competitive bidding
on new Federal and State lands to soak up all unusual profit, and I do not see
any major remaining problem.
But although higher domestic prices are inevitable, high world prices are
not. The Administration may keep talking about putting a $7.70 elevator floor
under prices, but I know not why the country should be pledged to this giveaway. The lower the world price the better, to avoid both useless economic burdens and great political dangers. The auction system is a way of having the
Government reap a huge profit, available to issue fuel stamps for lower-income
consumers; to support public transport; to subsidize R and D; and so on.
APPENDIX 1
PRICES DURING 1973-74
Let A-percent government equity
PP=posted price
r-royalty
t=tax rate
C-accounting cost
B B=buy-back price
Before October 16, 1973 on equity oil "owned" by Aramco:
Take=PP(r+t-rt) -tc=$3.01(.125+.55-07) - (.55X.10)=
$3.01(.605) -. 06-$1.76
On October 16, 1973,
Take= $5.12 (.605) -. 06=$3.04
As of January 1, 1974,
Take =$11.65 (.605)--> (.55X$.10)
=$T7.00
Beginning January 1, the Saudi government had 25 percent "participation".
Between January 1 and end-March, it became apparent that Aramco would sell
nearly all the Saudi production. For the package of "equity" and "participation"
they now owed:
Take=A[PP (r+t-rt)
-tc]+ (1-A) BB
=.75[$11.65 (.125+.55-.069) - (.55X $.10) ] +.25 ($10.83) =$7.96
On June 10, the Saudi government changed A from 0.75 to 0.4:
Take=.4 ($7.00) +.6 (10.83) =$9.30
Various small increases after June 10 were codified by November 10:
Take=.4 [$11.25 (.20+.85-.17) - (.85 X $.16) 1+.6 ($10.66)
=.4($9.76)+.6($10.66) =$10.30
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If the companies buy back nothing, the take is $9.76. If they buy back all the
Government's share, they pay $10.30.
Before long, the Government share will be 100 percent and the companies will
pay $10.66, unless the Government decides to change the price.
Thus Government take has increased during 1974 from $7 to approximately
$10.30, by 47.1 percent.
APPENDIX 2
To assess what the last oil embargo cost us, we need to distinguish between
the price impact of the embargo, which is still here, and the shortage, which is
not. The impact of the shortage is equal to the difference between (a) what
consumers and business would have used, at the new high prices, and (b) what
was available for their use. By the end of the year, the difference had been
reduced to approximately zero. December, gasoline and distillate inventories
began to grow; for residual fuel oil and crude oil, the turn came in mid-January;
thereafter, supply exceeded consumption. This accounts for the increase in the
shortfall" after December. Since the Arab production cutback was being relaxed,
supply should have become easier not tighter. In fact, it was getting easier, but
consumers did not want even as much as they could have.
A high estimate of the shortage, below what consumers wanted at the higher
prices, is to take the total reduction in imports from the last preembargo month
(182 million barrels) plus the total reduction in inventories (70 millions).
Valuing this loss at $11 per barrel, as the market value of the missing crude
oil. the total is $2.8 billions in 154 days, or an annual rate of $6.6 billions.
Alternatively, one might calculate that during October-March, consumers
would have wanted exactly what they wanted a year earlier, higher prices just
cancelling out the normal growth in demand. If so, average consumption during
the period would have been 18.04 million bd. Since actual consumption was
16.95 mbd, the loss was 1.09 mbd, an annual loss rate of $4.4 billion. This is
probably an over-estimuate. and one might consider that the effect of the price
rise on demand is best measured by performance in the second and third quarter
of 1974, before the recession deepened: it was 2.5 percent below consumption one
year earlier. If so, average consumption during the six months should have been
97.5 percent of a year earlier, or 17.59 mbd. Then actual consumption of 16.95
mbd was 640 thousand bd short, for a year's loss of $2.6 billion.
These calculations are rough, but they bracket a wide range of uncertainty.
Many numbers mentioned in the press are many times higher, but this is because
they add together the effect of the higher prices, to the effects of the shortage
as such.
An additional error made in calculating the high loss estimates is in ascribing
the loss of employment in certain associated industries to the lack of supply.
This also is mostly double counting, since most of the impact was due to higher
prices, not lack of supply. Finally, much of the disruption was due neither to
the higher prices nor to the lack of supply but rather to the explosive combination
of controlled prices and no rationing. Supply might have been equated with
-demand by letting prices rise, or by levying a gasoline excise tax, or by rationing.
When we kept prices frozen without rationing, the mile-long gasoline lines followed as the night the day.
ARRANGEMENTS BETWEEN COMPANIES AND PRODUCING COUNTRIES

Senator CHURC. Thank you very much, Professor Adelman. I
agree with you so strongly. After 2 years of investigating the world
oil picture, I find it a bit difficult to question you. Like you, I have
become convinced that unless the annex is that now places the major
oil companies in tandem with the producing governments is broken,
the international oil cartel will continue to dictate oil prices, and for
this reason I am introducing tomorrow a bill which rather ambitiously
undertakes to establish an alternative program to that which the
President has proposed, but which has as its centerpiece the establishment of a Federal purchasing agency for the purchase of foreign oil
which would be powered directly with foreign governments for the
purchase of oil at the most feasible price that can be reached, or by
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accepting sealed bids, or by utilizing the method that you have described, the so-called Adelman plan. But I am convinced that unless
we free ourselves from the present arrangement between the oil companies and the producing governments, there is no chance at all of
improving our situation. We play into the hands of the cartel and we
strengthen it instead of weakening it, as you pointed out.
A FEDERAL POWER AGENCY

What would you think of the device of a Federal power agency
empowered to proceed along the lines that I have suggested?
Mr. ADELMAN. Well, Senator, some such agency is almost inevitable
in the near future, if only because of the need for a stockpile on which
there is fairly wide consensus. And bearing in mind the need for a
stockpile the solicitation of sealed bids for the stockpile is a time
honored way and I think an efficient way to proceed.
Furthermore, since I am proposing a quota system I think I should
point out its disadvantages, namely, its rigidity. But, if you have a
purchasing agency which is charged with the task of accumulating
a stockpile, it seems to me. that there is a very nice complimentary
relationship because you charge the purchasing agency with cutting
down on stockpile accretions at a time when demand exceeds the permitted quota, and increasing those at other times. Therefore, having
a purchasing agency to build 'upsome kind of natural stockpile does
sound to me like a good supplement to what I have been suggesting.
But even more widely, I think strategy is a lot more important than
tactics and we might agree or disagree on a great deal of how to
break today the hold that the exporting countries have over the companies and the use they make of the companies. The basic decision
that we have to make, however, is that what is bad for the cartel is good
for the United States, and after that-that old joke, you remember the
punch line, that we are only haggling about the price.
Senator CHURCH. Yes.
CARTEL DOMINATION

OF WORLD OIL PRICES

I really find it hard to understand why the question of the cartel is
not likely addressed by our Government, which leads me to suspect
that the interest that the big oil companies have in the preservation
of the cartel may be the reason, yet it is clear that as long as the
companies have no leverage on price, which they have admitted they
no longer possess, and as long as they can service the oil-producing
governments by guaranteeing them outlets for their oil, and the
certainty of its getting marketed, in exchange for the governments
agreeing to give the companies access to that oil, the cartel continues
to dominate the world oil front every bit as much today as it did before
the OPEC governments displaced the oil companies themselves as
the dominating factors in control.
Would you agree with that?
Mr. ADELMAN. Well, I think there is no precedent for the current
oil monopoly. Certainly the discrepancy between price and costs,
considering cost now in the longest run, is an order of magnitude
greater than anything I have ever seen.
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This is the greatest cartel the world has ever seen, the greatest
monopoly I probably will ever see.
The old cartel of the 1930's was a miniature, not only according
to the number of barrels that was handled, but according to the degree
of monopoly.
Now the use of the companies is a very strange one in a way. It is
almost as if the governments called in some stranger and said you
decide; or it is almost as if they rolled dice to decide who gets how
much of the market. This leaves some of them very unsatisfied but
anything is better than risking an outbreak of competition.
The Libyans and Iraqis, for example, are thoroughly dissatisfied with
their market share today. They have very large amounts of excess
capacity and still larger amounts of potential excess capacity. So
the use they make of the companies-in the case of Libya and Iraq
it is getting very small-does not satisfy them. But with prices at
current high levels they can stick it out.
ADMINISTRATION

STATEMENTS

Senator CHURcH. Looking back a few months at the statements made
by such highly placed officials in this administration as Secretary
Kissinger, Secretary of the Treasury William Simon, and others, such
as Arthur Burns, it becomes clear that although we are in agreement,
the thing that had to be done was to bring down the world's price of
oil. Now, just a few weeks later the President has proposed a program
which offers us no speculation that the world price of oil will be
reduced. It does not come to grips with the cartel which preserves and
perpetuates that price. It adds an additional $2 to $3 a barrel to the cost
of oil, thus taking the disaster that beset this country last year and
adding to it by making the price of oil to the American consumer
higher than that of any other industrial country.
It sets off a whole new wave of inflation and it offers us no reasonable
expectation that consumption will be reduced in the quantities that
the President himself acknowledges are required. And since no matter how one analyzes the program it makes no sense. I think it is
incumbent on the Congress to come up with an alternative proposal
and that is the reason I am presenting a bill. Others will present
bills, I am sure. From these various legislative proposals I would hope
we could distill a comprehensive alternative program that makes sense.
I have just one other question and then I will turn the questioning
over to Senator Case and Senator Hart.
ESTABLISHING A FLOOR PRICE

The arguments that I have heard made by Secretary Kissinger and
others on behalf of establishing a floor price, or a so-called just price,
as you have referred to it, is that if we protect independence and undertake with public money to develop alternative sources of energy,
that the cost of this development program must-should be-protected lest the international price of oil fall and undercut this whole prodigious investment and leave the United States with high cost energy
compared with the lower price oil and thus at a competitive disadvantage with other industrial nations.
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What have you to say about that?
Mr. ADELMAN. I think that the assurance of a domestic market is
-essential to get expansion of supplies of both conventional and synthetic oil. Nobody knows what prices are needed to bring forth any
given amount, therefore, nobody ought to pretend to know. Unfortunately, a number of people are pretty free with statements.
But the assurance of a market and insulation against the tactics of
the cartel is necessary and hence the suggestion to limit importsSenator CaRcn. In other words, the protection can be given by a
restriction on imports and it is not necessary to establish through
negotiation or otherwise a guaranteed price for oil.
Is that what you are saying
Mr. ADELMAN. Exactly, Senator. We have got to bite the bullet at
home in the shape of high prices. There is no need at all for us to accept high world oil prices. On the contrary, there is every reason
of self interest, both what serves us and what serves the friendly nations, in bringing world oil prices down. And this is a means to do so.
If nothing else, we at least would be spared the impact of high world
oil prices and I think there is plenty that we can do with those Treasury receipts. I think, also, that we would be setting the best kind of
example for other friendly nations as to how they, too, could lighten
the burden of high world oil prices. Their problems are the same. They
are going to have relatively high cost domestic energy sources-fossil
fuels, nuclear or whatever-but again.there is nothing in it for them
or for us, nothing but grief, in having world oil prices at high levels.
WORLD ENERGY CONFERENCE

Senator CHURCH. Professor Adelman, you indicated your opposition
to a world energy conference.
Would you elaborate on what an international commodity agreement between the oil producers and the oil consumers would look like
and what the longrun implications of such an agreement would be?
Mr. ADELMAN. The consuming nations would assume the responsibility for keeping the world price of oil at some minimum level.
Senator CASE. Minimum or maximum?
Mr. ADELMAN. Minimum level, Senator.
Senator CASE. I see.
Mr. ADELMAN. Because the exporting nations are not interested in
maximum levels. They would doubtlessly commit themselves to some
-maximum level. As is said so often, those that ignore the past are
-condemned to repeat it, and I can only marvel at how successful our
Government is, and not our Government alone, in ignoring the recent
past. The plethora of agreements which those oil exporting nations
have signed since the middle 1960's, every single one of them was
broken within a few months or a few years. A monopoly of sovereign
-states: this is -unique perhaps, or one of the unique features of the
current world oil monopoly, that it is a monopoly of sovereign states.
No system of law can possibly control them. Therefore, whatever
-ceiling they agree to, if they did. they would feel quite free to violate
it as soon as it was in their interest to do so.
On the other hand, the consuming nations would have signed away
their freedom to evade or disrupt or break up the cartel, their freedom
of self protection. That would be the result of a world commodity
.agreement.

21
THE MINIMUM PRICE

Senator CASE. Why would the consuming nations honor the minimum price if they could get away with undercutting it?
Mr. ADEIAN. Senator-

Senator CASE. You are saying a deal like this is no good on either
side?
Mr. ADELMAN. I think a deal like this is excellent for the producing
nations and that is why IranSenator CASE. So long as they have a monopoly. But suppose they
do not have a monopoly, then it is not going to do them any good to
have a minium price because nobody will pay it.
Mr. ADELMAN. No, Senator, if the consuming nations commit themselves to paying a minimum priceSenator CASE. Who is going to enforce that?
Mr. ADELMAN. The same delusions that have made them play along
with the cartel up to now. Why, some future historians will ask, did
the United States and other consuming nations play along with the
cartel for as long as they did? That is out of my field of competence,.
I am afraid, but they did.
Senator CASE. I believe this kind of international agreement is nodice for anybody. That is my own view.
Mr. ADELMAN. Senator, I hope nothing of this kind is attempted.
Senator CHURCH. I agree.
Senator Case, I return the questioning to you.
Senator CASE. Thank you. Very nice to have you here again.
Senator CHURCH. Thank you.
THE PURPOSE OF THE PROPOSALS

Senator CASE. What is the purpose of this exercise? What are we
trying to do? Why do we want to curtail imports? Is there any real
way by your gadget or the President's gadget or Dr. Kissinger's gadget,
or anybody else's to do anything short of persuading the American people to accept a reduced standard of living? Is that not the only way
we can really deal with this problem? Why should we deal with it?

What is the purpose anyway?

Mr. ADELMAN. Senator, the people are accepting a lower standard of
living right now.
Senator CASE. They are but they are not doing it by conscious decision: they are doing it through inflation and other ways.. They are
fooling themselves. We have not put to them the proposition that you
can control this cartel situation but only in one way: If you will say
we will not import a pint of oil from anybody else. That is the only
way we can really do it. Then we should divide up the hardship and
reduce the standard of living, as we would have to. I am not sure we
ought to do it, but I rather think we should.
Mr. ADELMAN. I think the question is how far we need to go in
controlling imports. That is a question of the level.
Senator CASE. Why should we try and control them at all? Why
not let nature take its course?
Mr. ADELMAN. Nature taking its course right now is very unfavorableto iis in raising the Drice.
Senator CASE. Why?
Mr. ADELMAN. We are paying a great deal more for oil-
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Senator CASE. Nobody thinks that we are going to reduce the price
-of oil. Dr. Kissinger's plan is not intended to do that. We are trying
.to keep prices up. We are committing ourselves by everything we do
to keep prices at least at this level. Probably that is our motive, though
nobody says so. Is that not true? We are talking about buying gas
from Russia at a price linked to the price of oil, and we have to keep
the price of oil up in order that loans we make can be paid back. Is
'that not true?
Mr. ADELMAN. The latter is true, and I think it is a good reason.
Senator CASE. That is one of many things we are trying to insure
-we are not going to reduce the price. If we are not going to reduce
the price of oil, what are we trying to do?
Mr. ADELMAN. I would say, try to reduce the world price of oil.
Senator CASE. Why?
Mr. ADELMAN. Because it is a clear gain in wealth to the United
-States and friendly nations.
I. F. STONE'S VIEW

Senator CASE. Did you read I. F. Stone's piece in the last New York
Review of Books?
Mr. ADELMAN. No, I am sorry I did not.
Senator CASE. He makes a very strong argument that it is in the
U.S. interest to have a high price of oil because our biggest competitors
in the economic world are Europe and Japan, and the high price of
oil is going to hurt them much more than it hurts us, and this is going
to make us stronger vis-a-vis them.
Mr. ADELMAN. I think that is just plain wrong.
Senator CASE. Would you develop that for me?
Mr. ADELMAN. For one thing, the price of energy is not that big an
element in the price of exports, and for another, assuming that we do
help ourselves at the expense of the Germans and the Japanese, there
are things they can do in retaliation. I think it is a very undesirable
-course for us to start on.
Senator CASE. This was not a statement of intention on Mr. Stone's
-part, it was just an observation of what was happening and probably
-would happen. I cannot find any reason to disagree with his con<clusion
that nothing we are doing is intended to drive the price of oil
down.
Mr. ADELMAN. I agree perfectly on that.
Senator CASE. Nothing that you propose is designed to do that
either.
Mr. ADELMAN. I think it is.
'Senator CASE. Would you develop that a little bit more?
REDUCING THE PRICE OF OIL

Mr. ADELMAN. If we require importers to bid for the privilege of
importing that is an effective reduction in the world price, not in the
-domestic price.
Senator CASE. Suppose they just agree with each other: "We are
-not going to fool around with the United States, and let them pull us
-apart. We have come a long way in making this agreement among
ourselves to act as one; we are going to tighten our belts a little fur-
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ther (if you can call it tightening your belt). We are going to forego
some of the unneeded money that we are now making and could make
for a little while to show them."
Our percentage of the purchase of world oil is rather small. How
could we affect the price?
Mr. ADELMAN. We can turn that to our advantage, Senator. The fact
that our percentage of purchase is small, means that it takes only a
.few people saying, in public, "Of course, we will not ship to the United
States," and, in private, permitting shipments at their own great
profit. It does not take much of a rate of defection to supply our needs
at a lower price to the Nation.
Senator CASE. But I thought the object was a world price. We are
going to have a high price internally.
Mr. ADELMAN. The benefit of the low world price goes to the Treasury, and I think there are a number of things that they can do which
would benefit the Nation generally.
Senator CASE. I do have difficulty in seeing through this. I am no
expert in all of these things, and I sit at your feet-we all do. But I
cannot escape the kind of gut hunch that the only way we are going to
control this thing is by deciding we are going to stop importing oil,
and the way to stop is to stop, and not to fiddle around. Unless we are
prepared to stop and take the consequences, temporarily, we are not
going to get hold of this thing, short of war. That is my own viewpoint.
Mr. ADELMAN. Senator, with all respect, I have to disagree. I do not
think we need to stop importing. I think, in fact, that our imports are
a lever that we ought to exercise with which to lower the level of world
oil prices.
Senator CASE. But it is your own argument, and I do not disagree
with you on it, that the administration's plan is of no particular value
because our imports are not that large.
Mr. ADELMAN. I agree with you completely, Senator, that the administration's plan is not only of no value, I think it is counterproducted.
Senator CASE. I did not say that. I did not disagree with you; I was
not taking a position on your point. You made the point that the administration plan is of no value. I would leave that aside. They have
their own arguments for it. I think the only argument I have heard is
that we are going to soak up the capacity of the world market to take
up the oil that the Arab nations want to sell us so they cannot raise the
price further. In effect, there will be no marginal increment that they
can add. In substance, we are controlling.a hypothetical further increase that may be played otherwise. .
Mr. ADELMAN. This I think is just plain wrong. I know this is the
administration
Senator CASE. Is that not the rationale for the program?
Mr. ADELMAN. That is the rationale for the program; yes, sir.
Senator CASE. I am not sure what good that does either as far as that
goes.
Senator CHURCH. The present price is a disaster.
Senator CASE. I am sorry, Mr. Chairman, we are like little children
wandering around in the dark. All of us think of these matters, and we
are just stimulating each other trying to get some sense out of it. I
know the old adage that Mencken and I think somebody else pushed
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along, "for every problem there is a solution that is simple and neat
and wrong." So I shy away from getting dogmatic about these things.
But I have an uneasy feeling that unless we are willing to bite the
bullet we cannot handle this thing without a world disaster, which
means a war. I do not mean we will start it but it will come to that.
THE POSSIBILITIES FOR WAR

Mr. ADELMAN. Senator, I share your apprehensions. The amount of
money that is flowing into irresponsible hands today, the value that
any little patch of barren ground or seawater has, and the arms buildup
of the Persian Gulf, and other places, does mean there is going to be
a lot of shooting in the years to come, and that is one of the reasons
why in our own self-interests it would be well for us to inject somecompetition into the market and limit, or, as I say, possibly, that is the
maximum objective, destroy the cartel.
LIMITING OIL 1IPORTS

Senator CASE. You recommend we put a limit on the amount of oil
we import?
Mr. ADELMAN. I would start out simply with the current level.
Senator CASE. And say no more?
Mr. ADELMAN. And say no more than that.
Senator CASE. What are we importing ?
Mr. ADELMAN. Now it is in the neighborhood of 61/ million. All
these figures are rough because, as you know, there is a recession on and
it is hard to say this would be the figure if things were more normal.
Senator CASE. You would not try to knock off another million?
Mr. ADELMAN. No, Sir; because the economic damage that you cause
is disproportionately. high and it is plain from the administration's
statements today that they made nothing that you could dignify as a
calculation of the burden of reducing consumption by any given
amount.
Senator CASE. Now, is your thought that that limitation on imports
to the amount currently imported is going to produce any particular
leverage on the oil producing countries?
Mr. ADELMAN. Limitations of imports without more will not. A
chance for them to compete in mutual ignorance through a system of
sealed bids would, I think, have a considerable effect.
Senator CASE. Would that competition apply to amounts in excess
of the 6 million or all imports?
Mr. ADELMAN. To all imports; yes.
Senator CASE. OK. Thank you very much, Mr. Chairman.
Senator CHURCH. I just have one question and will turn to SenatorHart who has been waiting very patiently.
THE I. F. STONE ARTICLE

In reference to the I. F. Stone article, I was interested in the explanation of that article that Senator Case gave. I concede some basis for
the argument that if there was a high price for oil of the kind that
exists today, that that price might give some comnetitive advantage
to the United States viz-a-viz the countries of Western Europe or
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Japan, provided that we took full advantage of the lower price of our
own domestically brewed oil which, as you know, is still under price
controls. I think that that controlled price is $5.25 a barrel and that
:something like 60 percent of our total petroleum consumption is
derived from domestic sources. By blending the $5.25 domestic price
with the $11 imported price we would then come out with cheaper
energy than our competitors, which could give us some measure of
advantage. But we destroy that advantage by our own hand if we adopt
the President's proposal because he would control the price of domestic
oil thus letting it rise to the high world price, then adding on top of it,
if you please, $2 or $3 more in excise taxes, not only eliminating this
advantage but leaving us in a disadvantaged posture.
Does that not follow?
THE TWO TIER SYSTEM

Mr. ADELMAN. Senator, I will venture to disagree with you on'the
-domestic oil price which I myself wish could be decontrolled as rapidly
as possible 'because I think the two tier system is both an economic and
administrative horror and because I think you are going to get a response in so-called old oil if you decontrol it. But this is not a very
important part of the picture that 'Senator Case and yourself are looking into because old oil is by its very nature a disappearing thing and
before many years have gone we are going to be dealing with practically all new oil. So this subsidy to some of our exporting industry is
not only a relatively small thing but it is a disappearing thing. I think
it is almost trivial.
What is true, however, is the impression it makes in peoples' minds
because what Senator Case said about the United States trying to foist
on the whole world a high oil price (and I realize it was not the Senator's own views, it was paraphrase), is something I have heard many
times in Europe and Japan, that the United States is trying to assert
or to hold on to world hegemony, dominance and so on, and this is one
devious way in which they are doing it.
OIL POLICY AND WORLD LEADERSHIP

This view is held with a certain 'amount of passion by some people
abroad and it is reinforced by what is obviously a bid on the part of our
Government now to make oil policy into an instrument of world leadership, world dominance, and so on.
I cannot think of anything better calculated to arouse resentment in
Europe and Asia against American policy than this heady intoxicating
talk of world leadership.
Senator CHuRcn. Thank you.
Senator CASE. Does that not lead you back to the idea to let things
take their course?
Mr. ADELMAN. Sir, I believe we can help nature by getting some
-competition into the market and just putting a banana p-el or two
-under the feet of the exporting cartel.
Senator CASE. That is the trick, is it not?
[Laughter.]
Mr. ADELMAX. No.
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Senator HART. Mr. Chairman, thank you for letting me hear Professor Adelman today. In the Antitrust Subcommittee we have heard him,
many times, also in pursuit of the banana peel, and I do not know how
you describe it, forest of bananas, but it is a forest none of us have
really eyed yet. And I am grateful you let me come in and hear his
most recent statement.
Senator CHURCH. We are glad to have you.
GETTING LOWER PRICES

Senator HART. While Senator Case graphically suggested that perhaps the way to avoid war was to lower our standard of living and
divide up the hardship, I will be very parochial when it comes to
energy; the division of the hardships seems to begin in Michigan, so I
continue to seek to find some way to get some lower prices.
Senator CASE. It did not do New Jersey any good either.
Senator HART. In your full testimony you describe a little more
specifically your program and yet I am not sure that I get it yet.
If you take a posted price of oil at $11 a barrel and assume the
Saudi's want to ship a million barrels to the U.S. market, you would
have them bidding, assuming this is a successful bid, $2 a barrel for
our import tickets, and that $2 for a million barrels would go into
the Federal Treasury. Alternatively, a private corporation, Texaco
for example, might bid $2 a barrel for tickets to import the Saudi
oil and would presumably recoup what they bid from the Saudis.
Now, under either approach the price of the Saudi crude to the
private U.S. sector is still $11 a barrel. What we would have in effect
is a split of the profits between the Saudis and the U.S.. Treasury,
but not a reduction in the crude price to the U.S. refineries. That is
correct, is it not.

Mr. ADELMAN. That is correct, Senator, but you are free to use those
proceeds in any way. But the proceeds go first to the Treasury. They
do not go directly into the domestic market.
THE GOVERNMENT

ROLE AS PURCHASING AGENT

Senator HART. Senator Church described his intention to introduce
legislation that would have the Federal Government in the role of the
purchasing agent. One formula that some of the Antitrust Committee
staff building on your suggestion would involve the Federal Government determining the amount of dollars that our economy appropriately could permit to be used to acquire crude. That would be announced publicly. Bids would be solicited, sealed. The allocations by
this Federal procurement agency could be made at a price below the
total purchase price, the theory being that that might throw a few
more banana peels in because the conspirators would not be sure who
was cheating. It might have the effect of breaking the cartel but in
any event, should provide us with a lower price crude, assuming bids
.were received. Is that right?
Mr. ADELMAN. You can think of some variants on any such scheme
as this. But object of the exercise is to make people pay for the privilege of selling inside the United States and to gather for us some of
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those very large earnings or revenues that the producing nations are%
getting today.
. Now it is not quite clear to me whether the petroleum mentioned'
would limit the amount of oil coming into the country, to an amount.
set and known in advance or not. I do think that is an essential part.
of the program, or should be.
Senator HART. Barrels, not just dollars should beMr. ADELMAN. Barrels, Senator, not just dollars, because the need
that we have today is for some assurance by the domestic industry
that they will not be undercut and destroyed by the cartel following
a tactic of temporary price reduction.
The box that we are in now is the following: suppose that at current prices it is profitable to say produce synthetic oil from shale orcoal or any other source, suppose it is also profitable to produce conventional crude oil from some different sources, but if there is verylittle confidence or if there is a very large perceived risk of this price
disappearing in the near future, investment will not be made, and so.
we are in that worst of all possible cases where we pay the high priceand do not get the supply response.
Now a limit on imports is a way of getting some of the supplyresponse, that is why I think it is essential.
Senator CASE. Would the Senator yield?
SLEGISLATIVE BARRIERS TO OIL IMPORTS

What in the world would prevent the pressure for eliminating anylegislative barrier to the importation of oil if it became apparent that
it would benefit a great majority of the people of this country to do so?
It seems to me that the only thing we can do here to encourage exploration and the building of producing facilities for alternate sources
is to guarantee any obligations, bonds or what not, for the construction
of these things. This is a direct way to subsidize alternate sources of
production including research. Would not that be sounder than relyingupon some kind of gadget that could be changed whenever there was.
domestic pressure to change it?
Mr. ADELMAN. If you are talking about things on the frontier of
technology, I agree.
Senator CASE. I mean production facilities. Our utility companiesspend 8, 9, 10, 12 percent for money and we can do something about
that. They are not building the plants they planned to build, not
because of environmental questions nor worry about pollution, norpoisoning the atmosphere or anything else, but because they are
afraid it is not going to pay out. Really they have stopped a lot of
these things.
Mr. ADELMAN. I am aware of that.
Senator CASE. 'Would you comment on the other point instead of
getting into the complicated business about limiting imports and all
the rest:
Mr. ADELMAN. Truth to tell, I thought it was an extremely simple
scheme but if I understandSenator CASE. I wonder if it would work? You can say today we-,
won't let any more oil in except the amount that is coming in now. A
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year from now when the pressures on this country to buy a million
barrels more would conceivably be enormous, I don't think we7 would
resist politically. I think the hard nosed guys that receive the money
in alternative methods will say this is a very weak reed to stand on.
Mr. ADELMAN. Senator, I agree with you that if prospective receivers
are afraid our Government is going to zig-zag course this way in a
short time
Senator CASE. Governments will, countries will, you know.
AN IMPORT QUOTA

Senator CnuncH. May I just make an observation? This is a
very interesting question but I remember that for a long number
of years -we maintained an import quota for the purpose of protecting
the high domestic price of oil and even though this
Senator CASE. That was the political strength of Texas and the
Southern bloc.
Senator CHURCH. I am wondering if consumer strength has not
grown sufficiently so that the consciousness of the general need to
solve this problem would not fortify the Goverinent in a policy of
this kind.
I recognize Senator Case's point is a legitimate one; the pressures
on Government tend to bend the policy and it might be that there
would not be confidence that a quota would be maintained. What about
the question of direct subsidy to promote domestic production of alternative sources, the question that Senator Case raised?
DIRECT SUBSIDY

AND DOM51ESTIC PRODUCTION

Mr. ADELMAN. Well it seems to me when you are talking about
research and development, when you are talking about a new anduntried method, that we ought not to try to raise the whole domestic
price level to the point where it would justify an investment in something as frontier-like as that. You are much better off making either a
subsidy or a direct credit with the builders of a prospective plant,
providing that we will take off their hands the output at a given
price.
Senator Cnnonlr. We are already doing that in the exotic fields. We
have already established a program, say to develop geothermal energy
sources in the West which will guarantee repayment of the loans involved which will eliminate the risk factor utilities, which will involve pile on the plants constructed by the Government to demonstrate the feasibility of the technique. So I think we are already engaged in doing this kind of work in the new technological areas, but
something more is obviously needed because the present policy is not
solving our problem.
Mr. ADELMAN. No; I think it is the fear of a loss of market and I
have to agree with Senator Case and with you that this fear is not
altogether tuifounded. When I talk about governmental proposals I am
an amatuer talking to professionals, but I would hope that the vulnerability that has been demonstrated these past few years has been a
strong enough lesson to where Government policy would not zig-zag
as rapidly as all that.
Senator CASE. When you think of the history of the development of
oil in the Middle East by our multinational corporations with the com-
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plete encouragement of and stimulation by our Government, in a
venture which was becoming more fragile all the time, in alternatives, I-am not very confident about this.
Senator CHURCH. Any further questions?
THE FEDERAL GOVERNMENT AS PURCHASING

AGENT

Senator HART. I have a mechanical one with respect to this role of the
Federal Government as a purchasing agent.
. We are sometimes told that the crude grades, the quantities and the
refinement, are so valuable that only the private corporations are
capable of handling the details that are involved in the procurement.
Is that a valid objection to the proposal?
Mr. ADELMAN. I think it is something you overlook at your peril.
Crude refining is very complex, refining is a very complex problem,
but somebody has got to be aware of the specifications, somebody
makes the decisions, some individual. The question is simply whether looking at the whole array of tasks, who does what task better.
So I do not think there is any general moral to be drawn from that
caution but it is a caution I would observe with respect, yes.
Senator HART. Thank you, Mr. Chairman.
IMPORT LDIITATIONS

The CHAIRMAN. One further question. You propose import limitations. Suppose at the present level of imports that we were faced with
reductions over the next 3 years. At that level, would that not have
the effect of bringing to bear an even stronger impact on incentives
for new investment than keeping the imports constant?
Mr. ADELMAN. Undoubtedly, Senator, it would but we have to be
clear as to what kind of effect this would have on the domestic price
level. Since the demand for oil is elastic, even a small reduction in
supply gets you a big response in price. So you want to handle this
lever with great care and the criticism that I would direct, one of
several, against the administration, is that they have not examined
this effect with much care.
Senator CHURCH. Would it follow then if the objectives were to reduce the level of imports by a fixed quota, that it would be wise to
retain controls over that production for which controls exist, old
oil, in order to temper the pricing?
Mr. ADELMAN.
enator, I would hope that the control over oil
prices be terminated. I think a phased out termination would probably
be less disruptive but I do think it ought to be as quick as possible.
The two tier step is a highly wasteful one economically in addition
to being disruptive politically. If the objection is to quell excess profits, I think that can be handled through the tax system. There is a
very simple way to provide a package, namely, to get rid of oil price
,controls and get rid of special tax breaks on the other, but I think we
would be better off without price controls on old oil.
CONTROLS ON DOMESTIC PRODUCTION

Senator

CHURCH.

What about controls on all domestic production.

Mr. ADELMAN. If you are speaking now, I am not sure:Senator CHURCH. I'm speaking of old and new oil.
53-445-75-3
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Mr. ADELMAN. Domestic production is not under effective control
today. Now there is an exception. Some fields in Texas are capable
of producing more than they are, and I think this ought to be terminated as soon as possible.
I think it is a mistake to restrain production on the Naval Petroleum Reserve in California, but this aside domestic output is not controlled by anything except price.
Senator CHuRcH. Yes. But since the price applies under the present system simply to old oil, since every barrel of new oil comes in
at the world price not subject to control, and since an additional
bonus is given by bringing an additional barrel of controlled old oil
out from under price controls, it seems to me there is a very powerful
financial incentive under the present argument for producing more
oil. Actually the marginal price of new oil is not just $11 a barrel but
something close to $16 a barrel. I cannot imagine -how much more
financial iiicentive is necessary than that which the present system
supplies.
Mr. ADELMAN. I quite agree, Senator, there is no reason to gild the
lily of new oil prices.
MID-EAST INVESTMENTS

BY U.S. COMPANY

Senator HART. Again in your basic paper, page 2, you indicate
that there is now a bulge in Mideastern investments by U.S. companies.
It is my understanding that some of them plan to invest more there
than in the United States but notwithstanding the insecurity of the
Middle East.
Is this in our best interest and do you believe that our State Department supports, or at least views favorably, that development?
Mr. ADELMAN. Senator, I do not see anything harmful to our interests in developing additional capacity in the Middle East. If anything
it is favorable as contributing to the excess which we can use as a lever
to break up the cartel. Indeed, if the cartel had good control of its own
members you would not have heavy investment in exploration and
development at the Persian Gulf today. These countries are either
spending their own money or inducing the companies to spend money
in increasing oil potential or capacity because they do not trust each
other and it is this distrust that I would like to make use of.
So I do not think it is in our interest to try to limit their spending
but rather, to utilize that fact.
THE EFFECTIVENESS OF OPEC

Senator HART. I have never been impressed by their aggressiveness
even before the formal OPEC arrangements.
I know in your paper several times you suggest that our internationals, as you put it, dared not collude during the sixties and you
say that they can act without collusion now. Yet, I think the testimony
before the Church subcommittee would suggest that these companies
acted as the private cartel to manipulate Mideast production long
before OPEC itself became an effective cartel.
Mr. ADELMAN. I think what they managed back in the forties and
fifties and even early sixties was to prevent the potential surplus from
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becoming an actual surplus and certainly the documents that this
subcommittee has put into the record are very gratifying evidence of
this, but of how companies are able to do this without any collusion,
each holding back and.hoping everybody will do the same. But there
was, over a period of about 25 years, a very great erosion of real oil
prices in the Middle East. Between about 1945 and 1970 real oil prices
were down by about 65 percent. So the companies did delay that
evaluation but by no means did they stop it. It is since then that you
have had an open and very aggressive and successful monopoly of the
governments.
REDUCING U.S. CONSUMPTION

Senator CHURCH. One question. Going back to the proposition of
reducing our own consumption by imposing import limitations, if we
were to do that, rather than to hold our import at the present levels,
would not it have the effect of applying more pressure on the OPEC
cartel by increasing their excess capacities still further and thus
aggravating the internal strains within the cartel?
Mr. ADELMAN. I think it would, Senator, but the amount of the
additional stress is very small, especially compared with the price
that we would be paying to impose it.
Now, the amount of stress is very small because half a million
compared to the 8 million already existing is not very impressive.
Senator CHURCH. Unless by such example as we might set, other
rich industrial nations would undertake similar conservation measures. If Western Europe and Japan were to reduce consumption
comparably, then the combined effect on the OPEC cartel could be
considerable. Is not that true?
Mr. ADELMAN. I do not think it would be enough to cause any
rupture there, and I say this because the buildup of excess capacity
during the year 1974 really surpassed anything that the consuming
countries could do.
Senator CHURCH. However, if you combined these reductions with
the sort of system for purchasing oil that we have excused, then you
have got a workable program; is not that correct?
Mr. ADELMAN. It takes two to tango. The excess capacity makes the
conditions very favorable for exploiting an auction scheme.
Senator CHuRcH. Yes.
Mr. ADELMAN. But the excess capacity is probably not a sufficient
condition.
Senator CURC.

Mr.

ADELMAN.

Alone?

Alone.
EXCESS CAPACITY

Senator CASE. They are building up their own excess capacity,
aren't they? Didn't you just say they were?
Mr. ADELMAN. Yes, they are.
Senator CASE. Excess capacity means the ability to produce more
oil than now or at any time, this is, than they can immediately sell.
Mr. ADELMAN. That is correct. But they are also sensible enough
not to want to do this and if you give them time they will cut back

and indeed they are already doing so.
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I have also suggested in the full statement, or even in the short one,
that given the arms that are now going to Saudia Arabia, they can
put out of operation a producing region, which is good, the Federal
Energy Administration estimates, and I think they are right, for
,about 61/2 million barrels daily in the early 1980's. We are therefore
giving them the means to take these remedial actions in suppressing
excess capacity when it suits them to do so.
Senator CASE. You mean against each other?

Mr.

ADELMAN.

Yes.

THE USE OF ARMS FOR CUTTNG PRODUCTION

Senator CASE. I want to be sure I understand what you said. We
are selling them arms which they can use to destroy their own
production?

Mr.

ADELMAN.

Yes.

Senator CASE. Is that what you are saying?
Mr. ADELMAN. I would not say destroy. I would say shut down or
cut back.
Senator CASE. You mean by shooting at them.
Mr. ADELMAN. Not by shooting at them, rather by occupying those
small emirates. It is a very easy thing.
Senator CASE. That is what you are talking about?
Mr. ADELMAN. Yes.
Senator CASE. They could do that now, couldn't they?
Mr. ADELMAN. They probably could but it would be a great deaF
easier when they have those 440 helicopters that they are speaking of.
Senator CASE. You mean Iran, you do not mean Saudia-Arabia?
Mr. ADELMAN. I do mean Saudi Arabia.
Senator CASE. Do they have any people trained to do this?
Mr. ADELMAN. We are training them.
Senator CASE. We are?
Mr. ADELMAN. Yes.
Senator CASE. So this would take care of the little emirates or whatever you call them?
Mr. ADELMAN. Senator, they are little in population, they are pretty
big in oil potential.
Senator CASE. This is what you have in mind?
Mr. ADELMAN. Yes, this would take care of them from the viewpoint
of the cartel. It is good for them but it is not good for us.
Senator CASE. I wonder if they need this sort of thing to do that.
I should think modern methods of guerrilla warfare and sabotage
and what not would be an effective a way of doing it. You have in
mind they would take over and occupy these countries, I take it?
Mr. ADELMAN. Yes, Senator, which is a lot more quick and surgical
and easy.
Senator CASE. You could not destroy the facilities, you would put
them out of operation.
.
Mr. ADELMAN. Put them out of operation at least.
Senator CASE. Economically this would be a sounder proposition.
Mr. ADELMAN. Yes.
Senator CASE. Not so wasteful.

Mr.

ADELMAN. Yes.
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OTHER PROPOSALS

Senator CASE. Do you mind, gentlemen? If you want to leave, go
ahead. But there is a collateral thing I would like to pick this man's
brains about if I could. That is the question of various proposals that
have been made for the world including, mainly, the United States,
to finance the purchase of OPEC oil at present or higher prices by
countries that cannot afford to do so. I wish you would talk about
this. I am talking about the World Bank suggestion, Witteween plan
or Dennis Healey suggestion and most of all the rather vague but
persistent Kissinger suggestion that we're going to have a deal of
our own for $25 billion a year for 1 or 2 or maybe more years. I wish
you would talk about that and its. ramifications and its bearing on
what we are doing here.
Mr. ADELMAN. Senator, I think any long-term commitment we
make is against our interests if we privately resolve. If our Government resolved that somehow we would bail out the less developed
countries, that is all very well.
Senator CASE. That is a rather small piece of it.
Mr. ADELMAN. That is a small piece of it.
Senator CASE. That is humanitarian.

Mr. ADELMAN. Yes.
Senator CASE. Why we should have that job when the other countries
are causing the trouble I am not sure, but nevertheless that is humanitarian. How big is that in the whole picture?
Mr. ADELMAN. Quite a small part.
Senator CASE. In percentage?
Mr. ADELMAN. Five percent perhaps.
Senator CASE. We will do that out of the bigness of our hearts even
though it means we are giving X countries the money to pay $12 or$15 a barrel for oil to these states which have no right to charge that.
to these poor countries. Now for the rest of it, what about it?
Mr. ADELMAN. Well this brings us, I think, right back to where,
we started. Do we think that high oil prices are good or bad for theUnited States? If we think they are good, then we want to contimiel
toward a long-term agreement to keep them high. If we think they
are bad, undermine them.
Senator CASE. But I suggest this is not really the reason we are
proposing to finance this whole operation; it is because ofstrategic
reasons and political reasons. Isn't that true?
We do not want to see Italy go down the drain. We are afraid she
will. Maybe she won't. Maybe she will just.do a better job of running
things within Italy if we do not help her too much and not live in
the style that she has become accustomed. I am not sure how far
we should go in financing the purchase by Japan.
Mr. ADELMAN. I do not know, Senator.
Senator CASE. If we do not do that, would not the Arab countries
have to sell Japan oil at prices she can afford because they have to
sell oil?
Mr. ADELMAN. I am not that concerned about countries like Japan
because they can pay for them mostly out of current exports. What
I am afraid of is countries like Italy which are not able to pay out of
current exports and which are not able to pay either by handing over
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claims to the exporting countries because the exporters do not want
those claims.
HIELPING ITALY

Senator CASE. How much does Italy buy in the way of foreign oil?
Mr. ADELMAN. I do not have -the figure in my head but it is an

important amount.
Mr. LEVENSON. 41/2 billion, approximately.
Senator CASE. That is three-quarters of what we buy.
Mr. ADELMAN. Imports, yes, not total use. The difficulty in Italy,

and I am glad you took that example, because in mhny ways it is the
most important, is this-suppose that the Italian Government simply
lets the lira depreciate to where current imports and exports are
approximately in balance, now there are two results of that. One,
that they have really handed on to the rest of the world the job of
financing the oil. Somebody else has got to supply the claims on future
payments. We are in the vicious cycle of beggar-my-neighbor.
Secondly, letting the lira depreciate means to raise the cost of all
imported goods and also to promote the sale of Italian exports, making
them more scarce at home. Given the fragile state of the Italian political system at this moment, it is not at all sure that you would -not
have revolution from the right or the left, or both, and I think that
is the most important hazard as far as we are concerned.
Senator CASE. This was the general justification for the Marshall
plan, wasn't it ?
Mr. ADELMAN. That is correct. But the Marshall plan was a pumppriming operation. We said these countries are fundamentally sound,
if we can just get them started, fill the pipeline a bit, with current
goods.
Senator CASE. You had more to work on.

Mr.

ADELMAN.

Yes.

Senator CASE. What would you do, then? Would you not help Italy,
would you take the strategic and political risk, for economic reasons?
Mr. ADELMAN. I vould want to help Italy. But if I look too eager
to do so everybody else will gladly leave me the honor of propping
them up.
Senator CASE. So, it is not a question then whether you are willing
to do it, it is a question of what you pay for it?
Mr. ADELMAN. That is correct. And I think again the task is an
unnecessiry one in the sense that the cartel can be limited or even
destroyed if we put our mind to it and all of these problems are involved thereby.
Senator CASE. Would our energetically proceeding with these various schemes for financing present prices reduce the effectiveness of
our proposal to limit those prices?
Mr.. ADELMAN. I think they would to some degree, because if you
were personally brutal about it and said we would not help them,
then at least this would result in a decrease in sales to Italy and it
would put that increasing pressure on the cartel, increasing excess

capacity that we have been talking about.
Senator

CASE.

Where else is this important?
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Mr.

ADELMAN. Britain.
Senator CASE. Not Japan?
Mr. ADELMAN. In Britain I would say. I should qualify what I
said: in Japan, it is not as critical there, but it is important. I would
say that the British economy is in a somewhat perilous state today.
Senator CASE. But they are interested in keeping prices up, they
don't want to get prices down.
Mr. ADELMAN. Senator, you are right.
Senator CASE. It is a strange thing.
Mr. ADELMAN. I think it is very strange. I think it is explicable.
NORTH SEA OIL

Senator CASE. How soon before the North Sea comes in?
Mr. ADELMAN. That is a good question. Let's say 1980 before the
flows are that large that the British economy is substantially ahead.
Senator CASE. Such things are always anticipated?
Mr. ADELMAN. That is right.
Senator CASE. And the effects are going to be felt before they
happen.
Mr. ADELMAN. That is true. And if the British malaise were nothing but a big deficit on oil account, it would not be that serious a problem to them. They have deeper rooted troubles and this comes as the
-crowningSenator CASE. The last straw.
Mr. ADELMAN. Pardon.
Senator CASE. The last straw.
Mr. ADELMAN. The last straw or the last brick, yes.
Senator CASE. You would follow Dr. Kissinger but reluctantly?
Mr. ADELMAN. Follow him in what respect?
Senator CASE. I mean in indicating our willingness to take this
burden on?
THE FLOW OF PAYMENTS

Mr. ADELMAN. To take on some of the tasks of keeping the flow of
payments moving, yes.
Senator CASE. How do you do that and still not do it. That is the
problem, isn't it?
Mr. ADELMAN. There is no contradiction between helping certain
countries with their financial problems andSenator CASE. Once you indicate you think this is important enough
to go into then the other countries are going to say OK. So either you
do it or you don't.
Mr. ADELMAN. That is the operation problem. But if you say OK,
well, if worst comes to worst, tide these nations over for a couple of
years, but we are also taking steps right now to make sure that the
problem shrinks to where it is manageable or zero in a few years.
Senator CASE. You mean by getting them to commit themselves to
various internal reforms?

Mr. ADELMAN. No.

Senator CASE. By what?
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UNDERMINING

THE CARTEL

Mr. ADELMAN. By undermining the cartel.
Senator CASE. You mean by the scheme you have already proposed
here.
Mr. ADELMAN. Yes. I think once it succeeds in the United States
others are going to follow suit.
Senator CASE. Would you provide enough credit for these countries to buy as much oil as they want or would you put some pressure
on them?
Mr. ADELMAN. You could not possibly underwrite a line of credit
for them to buy as much oil as they want. I do not think anybody
would want to do that.
Senator CASE. Do you have any idea what the measure would be?
Mr. ADELMAN. No; I haven't given it any thought.
Senator CASE. I see.
Now, of course, to whatever extent we develop alternative sources of
energy in this country, that is going to reduce prices, isn't it?
Mr. ADELMAN. No, Senator, it will not.

Senator CASE. When they come into production that it will be an
added source of energy and any added sources of energy supposedly
will reduce the price.
Mr. ADELMAN. No, because if it takes a high price to make it profitable to get energy from a new source then this coming on stream of
new source will not do anything to reduce it. Perhaps what you are
hinting at is that if you get a payoff from the research and development, new sources will come in at lower costs than present technology
will permit. Now that is a legitimate hope, yes.
Senator CASE. Also it suggests we do not want a minimum fixed
price, as you indicated earlier, in any international agreement on this
matter.
Mr. ADELMAN. Well, Senator, that is an argument against not holding any fixed price domestically either. I would be altogether against
that but I was urging that we have got to tolerate a high price at home,
no reason to tolerate it abroad.
Senator CASE. I think you have really dealt with this. One of my
earlier questions challenged you to justify your proposal as better
than other proposals for bringing cartel members to heel.

Mr. ADELMAN. Yes.

Senator CASE. Your idea is, if we give them a chance to break the
price individually and quietly and behind the barn, not sure what
each other is going to do, that we can break their monopoly more effectively than if we require them to act in the open?
Mr. ADELMAN. Exactly, Senator.
REDUCTION

IN

OPEC SURPLUSES

Senator CASE. There-have been recent estimates that OPEC surpluses are going to be reduced. I wish you would comment on that.
Our Treasury people said something about that.
Mr. ADELMAN. I think they are right. Those surpluses are going to be
less than originally estimated because those countries are going to buy
'a great deal more in the way of armaments than originally estimated.
Armaments are a wonderful thing. There is no limit to your need for
them. If you and I are neighbors, the more you buy the more I need,
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and then the more I buy the more you need. So that those purchases
will do a great deal to cut down on the surplus. They will also do a
great deal to build up the capacity for mischief of all of the people
involved.
STORAGE SUPPLIES

Senator CASE. What is the maximum length of time for which we
can build up storage in this country? Is it long enough to be of any
value? Could you accumulate a year's supply of oil?
Mr. ADELMAN. You could.
Senator CASE. Is it economically feasible to do that sort of thing?
Mr. ADELMAN. It is feasible to do so. It is also costly. The main
problem is to discover and develop enough salt dome storage to where
you can put most of it underground. This has an attendant cost which
is that of building pipelines and other transport facilities to get the
oil to where it is most needed. You need a tradeoff between these
two things.
Senator CASE. In other words, the storage would not be in gallon
cans or in drums or in big tanks; it would be in natural facilities of
some sort. So you would, in effect, be remining the oil to get it out
again?
Mr. ADELMAN. No, you would not need that. You would have a lot
of steel tank storage in any case but you would try to strike a balance
between steel tank storage, underground storage and transport facilities such -as to minimize the -total cost of holding any given amount.
Senator CASE. In your judgment, just in a general way, what would
be the maximum time for which it would be feasible to build up an
excess supply?
Mr. ADELMAN. I have not given this thought.
Senator CASE. Have you studied that? Do you know if there have
been studies on the point.
Mr. ADELMAN. There have been a number of studies. Nobody as far
as I know has tried to set any kind of upper limit. You can always
store a bit more. The question is, at what price.
Senator CASE. How much is, in effect, stored and transported?
Mr. ADELMAN. If you mean the normal commercial storage it has
been traditionally about 45 days. Much of this is really bottom fill
which you cannot actually get out of a system, it is a permanent investment, really.
Senator CASE. Like the brick in the toilet tank, you mean?
Mr. ADELMAN. Yes.
Senator CASE. The Arabs cannot store it either, can they?
If they don't ship it they do not pump it, isn't that right?
Mr. ADELMAN. That is correct.
Senator CASE. When you say excess capacity 'or something, you mean
they just shut down production?
Mr. ADELMAN. Excess capacity, Senator, not excess production. I
.am glad you draw the distinction'between those two.
Senator CASE. You have been most patient and I am most grateful
to you, Professor, for clarifying our thinking.
Senator Crumcn. Thank you very much, Professor Adelman, for
your testimony. You have'made a real contribution this morning.
Mr. ADELMAN. Thank you very much.
[Whereupon at 12:05 p.m. the subcommittee adjourned subject to
the call of the Chair.]

