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MULTINATIONAL OIL COMPANIES AND OPEC:
IMPLICATIONS FOR U.S. POLICY
WEDNESDAY, JUNE 2, 1976
CONGRESS oF TI
UNITED STATES,
SUmCOMIMITTEE ON ENERGY
OF THE JOINT EcoNoiric COuntITTEE,

Washington, D.C.
The subcommittee met, pursuant to notice, at 10:20 a.m., in room
1114, Dirksen Senate Office Building, Hon. Edward M. Kennedy
(chairman of the subcommittee) presiding.
Present: Senators Kennedy, Javits, and Percy; and Representatives Hamilton, Long, and Brown of Ohio.
Also present: John G. Stewart, subcommittee professional staff
member; William A. Cox and Sarah Jackson, professional staff members; Michael J. Runde, administrative assistant; Charles H. Bradford, senior minority economist; and George D. Krumbhaar, Jr.,
minority counsel.
OPENING STATEMENT OF CHAIRMAN KENNEDY

Chairman KENNEDY. We will come to order.

This is the first of 3 days of hearings before the Subcommittee on
Energy of the Joint Economic Committee to examine the implications
for U.S. energy policy of the evolving relationships between multinational oil companies and OPEC.
We hope these hearings will help illuminate the basic policy choices
open to the U.S. Government in its efforts to design a more effective
international energy policy. Nearly 3 years after the oil embargo, we
are still very much in the posture simply of responding to external
events that can have the most serious impact on energy supply and
prices, whether these events are meetings of the OPEC oil ministers
in Indonesia or negotiations between representatives of Aramco, and
Shiek Yamani of Saudi Arabia in Panama City, Fla.
At the request of the Joint Economic Committee, the General Accounting Office is conducting a major study that evaluates these
choices in light of the near total control over foreign oil resources
now exercised by the producing countries, the apparent continuing
strength of the OPEC cartel, the significant role still played by U.S.
companies in the production and marketing of OPEC oil, and the

growing dependence of the United States on imports.
These factors are, as usual, of special concern to Massachusetts and
all of the New England States, given our historic dependence on imported oil and our heavy reliance on oil to heat our homes and run
our factories.
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The American people want to know whether the price of oil will
keep going up and what our Government and our oil companies can
do about it. They want to know what our Government and companies
are doing to offset another possible oil embargo.
On the basis of the testimony at these and whatever subsequent
hearings may be held by the Energy Subcommittee, and drawing from
the study now being conducted by the GAO, the Joint Economic Committee will offer specific policy recommendations to Congress.
We welcome our witnesses today. In recent years there has been no
lack of criticism of our oil companies, much of it quite merited. But
some of it, I suspect, has come about by a failure on both sides to
explore these difficult problems with an open mind and a willingness
to listen to the other fellow's point of view. We hope this exchange
can be frank, candid, outspoken-but respectful.
These hearings will not dwell unduly on past events since other
committees of Congress have conducted exhaustive inquiries into the
historical record. Nonetheless, the perspective of history is important
in understanding three major areas of concern.
First, the new relationships that now exist between multinational

oil companies and producing countries have raised questions about the
companies' priorities. Is it to get the best price for the American consumer? Or is mere access to crude the companies' top priority, regardless of the price imposed by the cartel? What is the best interest of the
United States?
It is clear that OPEC governments are rapidly assuming full ownership of the means of producing oil within their respective boundaries.
Exporting nations have increased their share of ownership from 12
percent in 1972 to 62 percent as of last January. When the final arrangements between the Aramco partners and the Government of
Saudi Arabia are completed, national participation will increase dramatically and Aramco will become independent of the multinational
oil companies-Socol, Texaco, Exxon, and Mobil-which now share
its ownership. It will become, in effect, an "Eighth Sister," in reserves
the largest oil company in the world.
But this historic shift from ownership to participation has not eliminated the essential role that major multinational oil companies perform for OPEC governments. The companies explore for, transport,
refine, and sell most of OPEC's oil. Countries which have nationalized
concessions have not waved goodbye to the concessionary companies.
Instead, they negotiate continuing long term, preferential sales contracts with the companies as a way of guaranteeing outlets for their
production in world markets.
The companies, many observers believe, give priority concern to
achieving long-term access to these crude supplies that are essential in
maintaining the operations of their vertically integrated structure.
More than this, there is growing concern about whether the companies
are playing a vital role in helping proration crude production among
OPEC countries in a way that protects the basic price set by the cartel.
In short, many Americans want to know whether the major companies and the producing countries have important common interests that
often work against the goal of achieving lower oil prices for
consumers.
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Second, the perspective of history is necessary in evaluating the impact of these supply arrangements upon the price of imported oil.
Viewed from the standpoint of a refiner in the United States, the
delivered cost of crude oil imported from overseas more than quadrupled, from less than $3 to more than $13 per barrel, between 1970
and late 1975. From the standpoint of the oil-producing countries who
are members of OPEC, the same 5 years have seen their "take" or
revenues per barrel of crude, jump by a factor of 11, from a little
over $1 to a little over $11.
Opinion is divided as to whether this is a reflection of the power of
OPEC as an organization or of the power of the individual governments which control large shares of the world's oil productivity and
which happen to be members of the organization. Either way, the
spiral of crude costs and the explosion in government "take" resulted
from the actions of governments, emboldened by the waning power of
the oligopoly of international major oil companies.
The producing governments first succeeded in asserting their power
to set the "posted prices" of the oil produced in their countries. Then
they raised those prices. With each successive hike in posted prices,
the cost of oil to the companies operating in the OPEC countries went
up.
The lion's share of the price increase occurred in the winter of
1973-74, coincident with a supply shortage which was "artificial" in
the sense that it arose not to natural, physical constraints on productive capacity, but rather to governmentally imposed cutbacks of production in aid of the anti-Israel embargo. Artificial as it was, the
reduction in supply brought the law of supply and demand to the aid
of the decreed high prices and, theoretically, helped to make them
stick.
We might have expected prices to recede after the end of the embargo, owing to the great excess of supply over the depressed world
demand for OPEC oil. Some authorities invoked classic economic
theory to predict that this would happen. But it has not. On the contrary, the 21/2 years since the embargo have seen OPEC succeed in
raising prices even further in the teeth of an oversupply situation that
has sometimes been labeled a "glut."
We cannot avoid asking the question: Did the multinational oil
companies play a key role in helping set production quotas among the
OPEC members, and thus support OPEC's ability to maintain the
cartel price?
Third, the perspective of history helps illuminate the inadequacy of
present policies of the U.S. Government in regard to international
oil.
The exhaustive hearings conducted by Senator Frank Church before the Senate Subcommittee on Multinational Corporations conclusively demonstrated that for most of the postwar era the U.S.
Government viewed the multinational oil companies as instruments
of U.S. foreign policy, especially in the Middle East, and that the
U.S. Govermnent also considered the interests of the companies basically identical with the U.S. national interest. Out of these two assumptions evolved the system of oil allocation administered by the
majors and relied upon by the consumer nations.
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This, system has now collapsed. As a consequence, the policy assumptions on which the system was founded can no longer be relied upon.
It would appear, however, that our Government has yet to recognize
this fact or adjust itself to the new realities of the international oil
market. In fact, if one steps back and assesses the record of the last
6 years, it would be hard to devise a series of U.S. policies-including
the oil tariff and threats to invade producer countries-that could
have better served the interests of OPEC. It is largely a record of
confusion and false starts, misunderstandings, and limited success.
The hearings on which we embark today are premised on the belief
that it is'time to put aside our feelings of futility-and hostilityin our. dealings with OPEC and look to our strengths in the international oil trade, without, however, resorting to the bluster and empty
threats of our initial response to the embargo and the OPEC-induced price increases.
I have long believed that our best hope lies in an effort to cooperate
with oil-producing states, as well as with consumers. But this does not
mean that we should do any less than try to maximize our own advantages and strike the toughest bargains possible. This means giving the
OPEC members solid means for not raising the price of oil or
instituting another embargo.
A number of propositions need to be examined and evaluated. For
example, should the United, States assume a more direct role in the
negotiations between multinational companies and the producing
nations, such as requiring U.S. approval of all long-term supply contracts? Or should the United States simply require the companies to
provide the Government with full and complete information about
such negotiations while reserving the right to intervene if U.S. interests require it? Should the United States become the principal purchasing agent of OPEC.oil, thereby removing the companies from
their new role of de facto managers of production levels among OPEC
members?.Or, alternatively, should the Government. support the coinpanies in, a common effort to force, a lower price by their refusing to
market oil.at irrational and inflated prices? Should the production
subsidiaries of the major oil companies be separated from their transportation, refining, and marketing s*bsidiaries as a way of generating
greater competition among companies in the purchase of OPEC oil
and as a. way of denying to OPEC the guaranteed markets of the
vertically integrated companies? Finally, what institutional reforms
within the U.S. Government are needed to provide the United States
with the capacity to play a more direct and coherent role in the
international oil market?
The answers to these and related questions are neither simple nor
self-evident. This is a policy area of great complexity, one ill-suited
to gimmicks or pat answers in the search for lasting solutions. But
this much is certain, we, as a Nation, can no longer afford to lurch
along from crisis-to-crisis, simply hoping for the best, in the absence
of an international energy policy based on the realities of today's
world.
Senator Javits.
OPENING STATEMENT OF SENATOR JAVITS

Senator

JAvrrs.

Mr. Chairman, I will be very brief.
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Mr. Chairman, I consider this one of the most important hearings
the Joint Economic Committee has had because I find a state of complacency in the country and in the Government about one of the most
critical problems of American life, and that is the continued effective
operation of our economic system and our industrial plant, which
indispensably is fueled by oil. The world cannot bear up undernotwithstanding that we seem to have tried to adjust to it-so cataclysmic a rise in the price of raw materials as has taken place in the
price of oil.
I attribute to the rise in the price of oil the principal reason for the
near depression beginning in December of 1974, and for the rate of
intolerable inflation experienced in 1975. I don't think even the OPEC
countries realize what they have done to this world in which they live.
Second, complacency is evidenced by a complete lack of- conservation of energy in this country: The lack which is so grossly negligent
as to be almost criminal in terms of its eventual impact on the American
people.
We are not less dependent, Mr. Chairman, we are more dependent
upon foreign soil sources of a highly unstable and difficult. political
nature. And finally, by our failure in. other respects, we have been
driven to the drastic remedies of enforcing antitrust laws by legislation which are inherent in the divestiture concept. We would not be
anywhere near such drastic decisions, both in American politics where
we abhor bills of attainder and ex post facto actions as a principle of
life and as a principle of justice; but nevertheless, we are driven to
their serious consideration because of lack of effective bargaining with
the OPEC countries, attributable to our own weakness.
I will appreciate, as will the Chair, the view of these witnesses on
the question of divestiture, and whether it will do us more harm than
good. I know that they are prejudiced nonetheless, they are the people
in the business and we know that they have their point of view for very
selfish and understandable reasons. But the facts are critically important, as to-what it will mean.
For myself, I have been unwilling as yet to vote for divestiture until
I know what it means. It is easy enough to divest, but it's awfully hard
to put the "scrambled eggs" together again if you find you have made
a horrible mistake.
So, Mr. Chairman, I would like to compliment you and Senator
Humphrey, the chairman of our committee. We are not a legislative
committee, but we are the "think" committee of the Congress, and of
all the things we need in this field it is thought and energy and getting
rid of the idea that it is all okay, business is as usual, and that you can
still drive 60 miles to dinner. We simply cannot afford it, we cannot
do it. As I say, it is so grossly negligent of our future as to be criminal
in its implications.
Thank you, Mr. Chairman.
Chairman KENNY. Thank you very much, Senator Javits.
We will start off with our first witness, Mr. Tavoulareas, and his
associates. He is in his present position as director, president and vice
chairman of the executive committee of Mobil Oil Corp. since 1969; he
joined Mobil in 1947 to work in the Middle East accounting department; since then he has worked in corporate planning, analysis, the
supply and distribution of international sales. Since 1965, as senior

6
vice president, he became responsible for planning, supply, transportation in Middle East and Indonesian affairs. In 1967, he was chosen
president of the North American division, and we are looking forward
to his remarks.
I want to welcome you, Mr. Tavoulareas, please introduce your
associates.
STATEMENT OF WILLIAM P. TAVOULAREAS, PRESIDENT, MOBIL
OIL CORP., ACCOMPANIED BY GEORGE BIRRELL, GENERAL
COUNSEL; AND LARRY WOODS, VICE PRESIDENT OF PLANNING
Mr. TAvouRAiYs. Mr. Chairman, I would like to introduce George
Birrell, general counsel of Mobil Oil Corp. and Larry Woods, vice

president of planning, Mobil Oil Corp.
Chairman KENNEDY. Thank you. Proceed.
Mr. TAVOULAREAS. I have a prepared statement, and I would like to
read the statement, if I may.

My name is William P. Tavoulareas. I am the president of Mobil

Oil Corp., and I appreciate the opportunity to appear before you today
to say a few words about the international oil situation.
Today. I would like to discuss the relationships which the companies
have with the major producing countries, to indicate what appear to
me to be logical ambitions for these countries and to explain the role
which the companies perform in the world of international petroleum
trade. I hope thereby to demonstrate why the U.S. Government should
understand these various matters which bear on the welfare not only
of the companies and producing countries but, more importantly, of
the United States and the free world. Finally, I will outline the steps
which the United States should take to lessen its dependence upon
foreign oil.
Our company's operations in the Middle East began in Iraq before
the Second World War, after that war we secured participation in
the Arabian American Oil Co.. better known as ARAMCO, and the
Iran Consortium. While the history of oil in the Middle East has at
times been colorful and interesting, I do not believe that reviewing
history will contribute meaningfully to the objectives of these hearings. There have been many discussions and negotiations in the last
25 years, and I have participated in most of them; it would take hours
for me to go over the details of those events.
There is, however, one observation I would like to make with respect
to our history in the Middle East, since the late 1P40's there has hardly
been a period when we were not negotiating some open issue with one
or more of the producing governments. In this regard I would like to
make two points.
First, the producing governments have shown great tenacity and increasing sophistication in the negotiations which have been held over
the many years; in short, they are very intelligent and experienced and
a re not pushovers for gimmicky arguments or ploys, as some people
believe. They require the same kind of hard facts and persuasive argument that you would expect in any negotiation conducted with the topranking economists, businessmen, or politicians in any country. Pertinent to this point is a quotation which appeared in the May 17 issue
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of Petroleum Intelligence Weekly from an interview with Howard
Page, former director of Exxon and the dean of the oil company negotiators during much of this period.
I have the feeling that many of the proposals and theories start with the
premise that the OPEC people are stupid and naive and can be easily fooled
or frightened. My personal experience is that those OPEC representatives I have
dealt with are far smarter than any of the people who make these kinds of
suggestions.

Second. these negotiations have been conducted against an everchanging background of economic and political developments. We have
found it necessary to revise our agreements on the basis of changed
circumstances. We have learned there are no quick fixes that will settle
all issues for the indefinite future. Thus, we have seen our financial
arrangements with the producing governments change from payment
of a royalty only in the 1940's to a payment of a royalty and a tax in
1950. Between 1950 and 1970 we saw the Iranian nationalization, the
partial nationalization in Iraq, the overthrow of the Iraqi Government,
interruptions of supplies, endless negotiations on crude oil realizations,
and a multitude of ministers with whom we had to deal; through all
of this, crude production constantly increased to meet the world
demand.

In 1970, following the closing of the Suez Canal and the surge in
freight rates which that event occasioned, Libya was able to obtain
greatly increased prices for export of their crude, which was so conveniently located in relation to the large European market. Then, in
February 1971, we negotiated a 5-year agreement with the OPEC
countries in Teheran. We had every right to expect that this agreement
would endure for the full 5-year period. And yet, within a relatively
few months there was a fundamental shift in the parity of the U.S.
dollar against major foreign currencies. There are differences of opinion in the industry as to whether the 1971 agreement contemplated the
possibility of such a change, and it is fruitless to argue whether the
words could be read to contemplate such a change, but the fact is that
a deterioration in the value of the dollar was a shocking event to the
producing countries; it was unprecedented and unpredicted, it greatly
decreased their oil revenues, and it caused them to insist upon a currency adjustment.
When OPEC was established, the question had arisen as to whether
the companies should be able to set oil prices unilaterally. In 1971 we
agreed to negotiate with the governments the tax reference or posted
price, and the companies continued to have a role in setting prices until the hatter part of 1973 when the governments set prices unilaterally.
With the benefit of hindsight, I believe it might have been possible to
have had a further negotiation for new price levels even as late as the
fall of 1973, but I do not believe that such a negotiation could have been
concluded on an -acceptable basis to the oil companies and the governments. It was my belief at that time that the price expectations of the
producing countries were greater than the companies could have
accepted.
While the shock of the devaluation of the dollar was unsettling, a
more fundamental change was also occurring. Oil demand, particularly for U.S. imports, was growing faster than anyone's expectations.
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In the years immediately preceding October 1973, the United States
had moved from a relatively minor importer of petroleum-imported
crude was 11 to 13 percent of U.S. total refinery runs over the 1960-70
period-until by the fall of 1973 the United States had surpassed Japan as the world's No. 1 petroleum importing country (6.3 Mbbl/d
versus 5.4 Mbbl/d), and imported crude represented 25 percent of
refinery runs. Production in the OPEC countries was rapidly increasing toward the limits of capacity, and the producing governments
could see that they had increasing strength on their side, causing continuing pressure for higher prices, over and above the amount necessary to correct for the devaluation of the dollar.
In any case, by October 1973 the companies had lost their freedom
to price crude oil exports. The "War" began on October 6, and at a
,meeting in Kuwait on October 16, the companies were not even invited
to take part in the price deliberations. These OPEC deliberations resulted in a unilateral increase for the price of the marker crudemarker crude is the price of Arabian crude used as benchmark-from
$3.01/bbl to $5.22/bbl, an increase of about 70 percent and the clear
precursor of the much higher crude prices which were to follow.
On October 18 an embargo was instituted against the United States;
it was later expanded to certain other consuming countries. In- December the.OPEC members met again, this -time in Teheran. At this meeting a further increase in crude prices was agreed upon, although
apparently not without some internal dissension. Effective iix January
1974, the price for the marker crude iose to $11.65 a barrel, more than
double the price they had set unilaterally only 2 months earlier.
. Over this same period the producing countries increased their emphasis on the need for modifying the old concession agreements to
achieve participation. Participation was not a new idea, but had originated with Resolution No. 90 passed by OPEC on July 26, 1968; the
term was taken generally to mean the entry by the Government into
the marketing of some production and also the contractual right to
influence operating decisions. With the oil received from participation, the producing countries could do some direct marketing of crude
oil, including some through auction sales. I should perhaps pause here
to state in a bit more detail the events surrounding the auction sales of
1973, since there is a body of opinion in this country to the effect that
the auction of U.S. crude oil imports somehow could produce a. lower
price.
In an auction, a company with few alternative sources of supply
tends to bid a price high enough to secure the required quantities. On
th~e pther- ,hand,. the company which has alternatives tends to bid a
paice which is competitive with those alternatives.
So, what happeried? In the crisis atmosphere of the' embargo many
of the smaller companies panicked, and at the Iran auction in the fall
of 1973 a high bid of $17 a barrel was made, more than triple the then
posted price. In Nigeria, some independents bid as high as $22 a barrel
for the low-sulfur, conveniently located Nigerian crude. Certain
OPEC countries then used these prices to justify the OPEC price
increases of December 1973.
That an auction system holds no promise for reduction of crude
prices for the United States seems obvious to me, but I leave it to the
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unbiased observers to judge for themselves from the facts. Certainly,
at the time when the question is most critical-when there is a shortage-the auction alternative will only produce higher prices; and if
there is a surplus, the seller can either set an upset price or refuse to
sell, in much the same fashion as the U.S. Government now establishes
minimum bonus prices for offshore lease tracts.
There has been considerable talk about the so-called final takeover
of the producing company assets in the OPEC countries, often referred to in terms of an end of an era or some other equally dramatic
appellation. To my way of thinking, the end of an era label overstates
the case. I believe one can discern a clear evolutionary trend-with
some benefit of hindsight-as the following few facts regarding the
profitability of oil companies operating in the Middle East may
indicate.
The table attached to my statement shows certain years, 1948
right through 1975; and then the posted price-there is no posted
price shown for 1948 because there was no posted price in 1948-the
price at which we sell to our affiliated companies; the average government take; the operating cost, and the company profit. Now, if you
look at the last column, you will see how our profit has constantly
declined over the years from 1948 to 1975. So, to say that we favor
increasing prices and lowering profitability, which some people apparently say, to me is unbelievable.
As you can see, the margin per barrel for the international companies operating in the Middle East has continually decied since
Middle East oil became a factor in international trade, while the
"profit" on the government side has steadily increased. This evolutionary process took place even while the companies owned 100 percent of the concession and controlled prices. The present move toward
100-percent ownership by the countries can be viewed as yet another
step in a steady erosion of company unit profitability. I don't mean
to oversimplify the situation by implying that this is the only consequence of 100-percent ownership, since it is clear that the host
governments have obtained access to substantial quantities of crude
oil which they can utilize as they see fit and as economic conditions
warrant Thus, for example, during periods of surplus we can expect
pressure on the companies to lift a substantial part of the governmert share, while the government will want to market separately during periods when supplies are tighter.
We are still seeing the emergence of the thinking of the host governments as to what their future role in the international oil markets
should be, and only time will tell how they will ultimately decide to
proceed. Nevertheless, at the present time they appear to have very
little interest in investing in downstream marketing and refinery
facilities in foreign countries. I believe there are several reasons for
this reluctance. First, these downstream functions are not as profitable
for them as the producing investments and other investments they
believe they can or should make. In addition, these downstream functions are very capital intensive. The required investment for a daily
barrel of Middle East crude production has been as low as $300, and
even now is running somewhat over $1,000, while a comparable EuroI See

table, p. 15.
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pean marketing and refining investment would be $6,000 per daily
barrel, or more.
Moreover, investments in consuming countries would have to be carefully selected to match the economic yield pattern from the crude
which each country has available. Finally, the downstream investinents would be vulnerable to future expropriation by the consuming
country.
There does appear to be some interest in the part of certain OPEC
countries to become involved with ocean transportation. The depressed
nature of the tanker market has both helped and hindered this movement. On the one hand, the depressed freight rates allow for low-cost
acquisition while, on the other hand, they restrict profitability. Over
a period of time the proliferation of producing country fleets may
well create inflexibility in the international movement of petroleum.
In their own countries, the producing governments have large plans
for future investments. There are substantial new investments on the
drawing boards for refineries and petrochemical plants, as well as for
facilities to export natural gas. One of the driving forces behind these
investments is the desire to retain more of the value added in the producing countries than would be the case with the mere export of
crude oil. Moreover, investments in their own country are immune
from the risk of expropriation.
Apart from petroleum investments, there are of course large industrialization and military projects in all the OPEC countries, and
in particular in Saudi Arabia and Iran. Extrapolation of the current
trends of spending in the various OPEC countries in relation to the
likely levels of revenue suggest that some of these countries will be
far outspending their revenue sources, while others-and in particular Saudi Arabia-will amass large surpluses of dollars.
I would be remiss if I did not point out the importance of the
OPEC countries' crude reserves in the long term energy balances of
the free world. It is always risky to discuss reserve estimates because,
in spite of the technological progress the petroleum industry has
made, the only way to find out for certain whether hydrocarbons
exist is to drill. Bearing this uncertainty in mind, the OPEC countries currently process about 65 percent of the free world's known
crude reserves, and Saudi Arabia alone possesses rather more than
one-third of OPEC's total reserves. The important concept is the
pivotal role Saudia Arabia and Iran play. Indeed, so long as these
two OPEC countries continue to support OPEC, the cartel will last.
Generally, the Saudis have adopted more moderate positions on
price than other OPEC members. The more pressing revenue needs
and political objectives of some other producing states have led them
to demand higher prices than the Saudis considered necessary, or felt
the economies of the free world could tolerate. It is of vital importance to the interests of the United States and the rest of the free
world that Saudi Arabia continue to feel justified in increasing production, even though it will thereby also continue to amass dollar
surpluses. While Saudi Arabia wants to continue to be a close friend
of the United States, it is also sensitive to the problems of its partners in OPEC and in the Arab world. Neither they nor their associates are immune to worldwide economic developments, including inflation. Recently King Khalid stated that continued inflation in im-
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ports of manufactured goods would lead to a further increase in
crude prices. I believe his statement dealt more with long term trends
than with the short term position of Saudi Arabia on crude pricing.
This statement was written before the welcome action by OPEC
last week not to raise prices, mainly because of Saudi Arabia.
Because of the strains which will accompany too rapid a growth of
production, the Saudis and some other OPEC states would actually
be relieved to see us develop alternative energy resources. They recognize that there will be long leadtimes to develop coal, nuclear and
other alternatives, but if these other sources are not developed in
timely fashion, the pressure of energy demand growth throughout
the world can increase the risks of confrontation between OPEC and
the consuming countries. After all, we cannot expect these countries
to deplete their limited natural resources quickly, merely because we
won't face up to our own energy problems.
I expect that we will continue to see adjustments in crude prices to
reflect quality variations, locational differentials, and from time to
time, sweetners to enable countries with greater revenue needs to sell
somewhat more crude. They will continue to argue about these relatively minor points, but I see no sign at present that the cartel will not
hold together. In February of this year, as an example, Iran lowered
the price of Iranian heavy crude by 9.5 cents a barrel. I could give you
other examples to indicate that crude prices have been and are in a
continual state of flux within relatively narrow ranges, but make no
mistake-these are relatively small and do not significantly affect the
overall level of crude prices.
It is appropriate at this point to say a word about the role which
the international oil companies can or may play in the future, particularly in the producing areas. We have now had experience with a number of years of Government "takeovers" in producing areas, and that
experience has shown that without exception the same or other Western
producing companies have been invited to return or to continue to supply services that are required in these countries. To be sure, the companies have not retained access to all of the crude they once had, and
the profitability has been less than before, as I already indicated. Nonetheless, the fact that the Western companies are needed to play a role
in the exploration, producing, and transporting petroleum is an important one for us to understand in trying to asses the future. Let me
state the point more categorically.
Those who direct the affairs of most OPEC Governments have no
doubt that in their self-interest it is desirable to retain the services of
integrated Western oil companies and pay them-in cash and in access
to crude oil-to retain those services into the indefinite future. It is
important to understand, moreover, that while our profits are less than
formerly, the vast majority-if not all-of the new capital will be provided by the countries and thus relieve the companies of the carrying
cost and risks of those investments.
By the same token, there is also emerging an understanding among
the OPEC countries that the companies with the large diverse markets
for a variety of types of crude are logical purchasers of crude oil which
the OPEC countries have to sell. There are literally hundreds of types
of crude oil varying from the very. heavy, high-sulfur Eocene crude
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produced in the neutral zone between Saudi Arabia and Kuwait to
light, sweet, high-gravity Nigerian crude which yields a large gasoline
fraction. Since the demand pattern in the different areas around the
world is by no means similar, the international companies have for a
long time been able to direct the crude oils which are most economic
in terms of yield pattern to those countries that can best use the types of
products that crude oil will produce.
Thus, for example, the markets in Australia and the United States
are heavily oriented towards gasoline, while many of the industrialized
countries in northwest Europe and Japan require large quantities of
heavy fuel oil. The typical U.S. refinery produces a very high yield
of gasoline and distillate-the so-called "light ends"-from a barrel of
crude oil-about 80 percent-whereas in Japan the refinery yield pattern is 45-50 percent heavy fuel oil. In addition, about 60 percent of the
refining capacity in the Unite States has been specifically constructed to
run on sweet-low-sulfur-crudes, and therefore cannot use high-sulfur crude oil; whereas much of the crude oil in the Middle East is high
sulfur.
If the; U.S. multinationals were to disappear rrom the scene for
whatever reason, the foreign multinationals-many of them government-supported and subsidized-could be expected to step into our
shoes before they scarcely cooled to provide the services we had offered. Such a development would be contrary to the interests of the
United States, but probably would be of less longrun concern to
OPEC; the world's oil demand would still be there and non-U.S.
companies would be dealing with OPEC. How secure will the United
States feel when it has to acquire oil directly from foreign governments or foreign multinationals? The International Energy Agency
has designed an allocation system that relies on the major oil companies for its implementation; how will this system work if there
are no major U.S. multinationals?
Destroying the U.S. oil industry will scarcely contribute to the need
to find the new oil that we believe still exists in quantity overseas, both
inside the OPEC countries and outside them. Can the U.S. Government play.the role that U.S. companies are now performing in vast
exploration efforts around the world? Destroying the incentive or opportunity to explore for additional supplies will only result in our
becoming increasingly dependent on OPEC.
Much of the constructive concern in the United States over our relations with the OPEC countries stems from our undue dependence
upon these foreign powers for our future energy resources. I believe
such concern is justified. What steps, therefore, can we take to improve
U.S. self -sufficiency? Domestic crude production is falling. Increased
coal production is hampered by the combination of economic uncertainties and environmental restrictions. Similarly, growth of nuclear
power has been dramatically slowed down. Those who oppose increasing our energy supplies offer only conservation as an alternative. While
we oppose waste, and favor conservation, conservation alone cannot
do the job. I would like to outline what I believe are the constructive
steps the United States should take in energy matters.
First, it seems obvious to me that we have what is a scarcity of deliverability of energy in this country, and not a scarcity of basic energy
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resources. Consequently, we must with all deliberate haste reach a consensus on the way in which we will utilize-with appropriate safeguards-the strengths we have in coal and nuclear energy.
Second, on the matter of conservation, we must first define what is
meant by conservation. Unfortunately, some who talk about conservation have motivations which have very little to do with meeting
the energy needs of the American consumers.
They oppose all measures to increase supplies, and they believe that
if there is less energy to consume, these limited supplies will then have
to be allocated by ever-increasing prices or by gigantic governmental
controls. Of course, we can and should be careful not to waste energy,
and'we can be a good deal more efficient in the ways in which we use
energy-efforts to encourage such action must continue. But there are
still a great many people in this country whose standard of living and
working conditions are not adequate. In my view, developing additional supplies at the same time we eliminate waste of energy will
,avoid the inevitable confrontation associated with massive redistribution of energy among consumers, and will also avoid the Federal
bureaucracy necessary to administer such a redistribution program.
Third, the United States will have to obtain increasing supplies of
energy no matter what steps are taken to reduce our consumption
levels. As the chart I attached to my statement indicates, American
energy consumption will continue to grow even if we are able to cut
our consumption levels to about one-half historical rates.
I think if we study the chart for just a moment, it will portray our
problem. People talk about conservation, and we welcome all measures
that will encourage conservation. But the fact remains that existing
production will only decline, as we can see from the line called "production." And consumption will continue to grow, even if we assume
that through 'higher prices and conservation we cut the growth rate by
one-half-which is the lowest I have seen predicted by any of the
energy studies.
There are only two ways of filling the gap, from U.S. resources, or
from imports. I just think we have not had enough emphasis on the
supply side of the equation. People have talked about conservation and
have talked very little about increased supplies.
Quite apart from the need to supply growth in energy use, there is
also the need to overcome the roduction decline which has been and
will continue to be experienced from our domestic resources. As you
can see from this chart, between now and 1986 we will need to obtain
2.8 MMB/D from new energy sources just to replace the amount by
which our crude production from existing reserves will have declined
by then.
Having said that, the question arises as to where these supplies will
come from. Obviously, in 'the next few years we are going to be importing ever-increasing quantities of oil from overseas. Even if we take
the most aggressive stance in utilization of coal and other energy
sources, we will not be able to stem the tide of imports for a considerable period of time. While we are-and should be-uncomfortable with
ever-increasing levels of imports, we should remind ourselves that
major countries overseas have had an even larger dependence on im1 See

chart, p. 16.
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ports-in relative terms-for many years. Japan, for example, has
little domestic energy and therefore no alternative to dependence on
imported energy; the United States on the other hand has alternatives.
While the subject is not within the area your committee asked me
to discuss, let me just complete my list of elements for a U.S. energy
policy by saying that one of the ways that we can take some of the
pressure off our import needs is to permit the domestic industry to
explore vigorously in virgin areas offshore in the United States. There
are signs that this effort is going forward, and for that I am grateful;
but the delays have been costly to the American economy.
At the time when the United States felt affluent enough in energy
matters to mark time with desultory debate, the countries surrounding the North Sea have fostered the most massive exploration and
development investments this industry has ever seen, even under the
most onerous physical operating conditions, with the result that the
United Kingdom is within sight of being self-sufficient in oil, for the
first time in its history, and Norway can look forward to being an
exporter of some importance. There are lessons to be learned from
these examples, and I trust that we will not have to learn them too
late.
In summary, I believe the best policy for the Government is to
encourage the development of domestic energy resources and at the
same time to support the American companies overseas; at least until
we redress our overdependence on foreign oil, we must turn to overseas sources.
I think the U.S. Government should support the American companies as other governments support their companies; destroying the
U.S. industry will only bring harm to the consuming countries and
ultimately to the United States itself. Let me say bluntly that I believe the American companies overseas represent a great strength to
the American economy and to the American Government. If you do
not agree with me, I would suggest that you talk with some of the
governments overseas to get their views; many of them have struggled for years to try to secure a position which is only a fraction of
that enjoyed by our American companies. The American companies,
if properly supported, should be able to continue to secure the supplies which America will need to import and to do so at the best price
available.
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It is my belief that the American companies have accomplished
much, and so I'm happy to have played some part in those
accomplishments.
Thank you. I shall be pleased to try to answer any questions you
might have.
Chairman KENNEDY. Thank you very much.
[The table and chart attached to Mr. Tavoulareas' statement
follow:]
COMPANY MARGINS ON ARAB LIGHT CRUDE, 1948-75
(Dollars per barrell
Sales
price to
affiliate,

Average
Government
take

Operating
cost

..------------------------------------------------1.75
1.75
1.80
1.49
2.18
1.85
2.48
1.95
2.74
2.30
3.40
.13
.12:
11.65
9.00
11.65
9.50
11.25
10.46
12.38
11.51

0.21
.58
.92
1.26
1.44
1.69

0.27
.27
.10
.11
. 11
.13

1.56
.90
.47
.48
.40
.48

39.18

.17
.17
.29
.29

(.35)
.15
.22
.24

Posted
price
Date:
1948
.
.-.
1951 ---------------------------1965 ---------------------------1971-Teheran (February) ---..---.
1972-Geneva (January)-----------1973-Genev (April)-------------1973-Kuwait (October)-.---------- 5.12
3.65
1974-Kuwait (January)----------1974-Kuwait (March) -------------1975-Kuwait (January)-----------1975-Kuwait (October)-..----------

'This figure would vary by company and transaction.
3 Before United States taxes, if any.
aGovernment participation and take increased retroactive to Jan. 1.
Note.-Averaged over equity and buy-back crude from 1973 onwards.

9.18
9.95
10.98

Company
margin2
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Chairman KENNEDY. We are going to follow the 10-minute rule for
questions that we follow in the full committee.
I am interested in your final comment and statement about the
relationship between the companies themselves and American policy.
I suppose one of the key questions which we have to consider is
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whether. the companies are representing just the stockholders, or
really looking at the interests of the consumers, whether these are
parallel or divergent interests. No doubt, they are representing and
trying to carry through the best interests of the stockholders.. But we
also recognize that this is a national energy issue, and we are trying
to fashion a national energy policy that will have many iniplications
in terms of our whole economic strength, and the role of the United
States in the international economy. What we do here has obvious
implications for many other nations. I hope to come back and get
some impressions of you on that issue.
Can we get to a matter about which I am sure you can: be very
cost of marker crude. We saw
and that is the
helpful,
a e wasn't any increase, and
in the results of the Bali conference t
someone pointed out that it was basically an inability to settle their
differences over price differentials, and they never really got down
to the hard bargaining, or decisionmaking on the marker crude.
What .do you expect to happen in the market by the end of this
year?
Mr. TAVOULAREAS. You mean in ,the marketplace 'iregarding 'the
crude price?
Chairman KENNEDY. Yes.
Mr. TAVOULAREAS. Well, I do not.expect any more action by OPEC
toward the end of this year.
Chairman KENNEDY. And then what do ydusee, how long will there
be price stability, now ?
Mr..TAV*OULAREAS. I think, if you read King Khalid's stateaient very
closely, I believe what you can look for in the future ,is price increases
which are parallel to inflationary trends.
Chairiian KENNEDY. As principal executive offi6r of one of the
major and successful oil companies in the world, what are your own
views, or projections over the period, let's say, of the next year, or
next 2 years, in terms of increased costs?
Mr. TAVOULAREAS. Increased cost of crude, as I 'said 'I think will
follow inflationary trends.
Chairman KENNEDY. Well, inflationary, basically those of the
United States of 6 to 7 percent ?
Mr. TAVOiULAREAS. I think inflation for the goods they bury from the
free world.
Chairman KENNEDY. Well, of course, that is such a variablI, isn't it?
I mean, obviously food products are different from arms arid all the
rest. Can you define it any further, I mean, is it 5 to 10 percent?
Mr. TAvOULAREAS. I could not guess what the inflationarl trend is
going to be.
Chairman KENNEDY. But you are making decisions; over the next
year or 2 years, that it will be basically-a ball park figure-the basic
inflationary, international inflationary increase.
Mr. TAVOULAREAS. If I had to make a guess, that is the guess I
would make. I hope that does not happen, I hope it will stay still for a
while because they have increased so rapidly a few years ago.
Chairman KENNEDY. But that is what you basically assume, as far as
your own personal view as a person who has had a great deal of
experience.
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Mr. TAVOULAREAS. Over a period of time, I think that is what we
ought to assume.
Chairman KENNEDY. Let me turn to another area of enormous interest, I am sure, in terms of all the consumers, and particularly all
Americans who are very much interested in the stability in the Middle
East, and who are also trying to achieve some resolution of that complex and difficult issue.
If there should be a deterioration there, and if there would be an
embargo, are we better off now to deal with that effectively as we were,
say, in 1973, or not?
Mr. TAVOULAREAS. I think we are worse off because we are more dependent on foreign imports, much more dependent on Arab oil than
we were in 1973.
Chairman KENNEDY. Do you have any doubt. if there was an active
hostility in the Middle East, that there would be a resumption of the
embargo?
Mr. TAVOULAREAS. I would not really know. There was the recent
statement made by Saudi Arabian officials to the effect that an embargo
may not ever be used again, and need not be used even if there was a
war.
Chairman KENNEDY. What do you think?
Mr. TAVOULAREAS. I really don't know. I could argue both ways. I

hope it is never used again.
Chairman KENNEDY. Is that generally the feeling in the industry?
Mr. TAvoULAREAs. I hope it is. Let me say something about price,
sometimes it is not good to express an opinion publicly, because they
may take it as a floor for a price increase.
Chairman KENNEDY. We appreciate that. but I think we appreciate
your candor, as well, and want to thank you for it.
But your own view is, if there were to be an embargo, as far as the
American economy, you feel that we may very well be, given the figures
of imports, the percentages, perhaps more vulnerable now.
Mr. TAVOULAREAs. The whole world is more vulnerable now than it

was in 1973.
Chairman KENNEDY. Even with the actions that have been taken by
the Congress in terms of strategic reserves, and all the rest.
Mr. TAVOULAREAS. I think we have had a lot of action, but I don't
see one additional barrel of supply resulting from that action. We have
got to get additional energy resources developed. We have got to show
OPEC that we are serious about our energy problems. I do not believe we have to wait until the day we develop self-sufficiency to have
a better bargaining position. I think if the OPEC countries see that
we are. serious about solving our energy problems long before we
actually solve them, we will see some amelioration in their actions.
Chairman KENNEDY. What is your impression, do you think that
they are impressed with what steps have been taken, or not so impressed, or very little impressed?
Mr. TAVOULAREAS. Very little impressed. They kid and needle us
about. "What are you doing about the environmentalists lately: what
are you doing about the Congress, they don't like you fellows very
much, do they?"
So, they needle us constantly. They are very clever. They are not
impressed with what the United States has done in the energy field.
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Chairman KENNEDY. What about the TEA, has that made any
difference with regards to an embargo?
Mr. TAVOULAREAs. This is a subject on which I am sure a lot of
people would disagree. Some look upon TEA as a means of confrontation. In the last war the oil companies quietly were able to allocate
supplies in an equitable manner, and we have been congratulated by
the Government committee and by the EEC committee.
I, myself, would still prefer that method in the future. I think when
you create a force which becomes a focal point for confrontation, you
are more apt to get confrontation. I have had this view for some time.
Just this last week I read the communiques from Indonesia, and that
was one of the items they referred to, saying, "We still have to deal
with the consuming countries trying to confront us."
I am not arguing whether there is going to be a confrontation or
not, but if you have a confrontation, you had better have the leverage
to carry it through. They have the supplies.
Chairman KENNEDY. Let me ask you, moving quickly to another
subject, what amount of your foreign investment is invested, just
approximately, in OPEC countries?
Mr. TAVOULAR-s. Oh, my goodness, I will try to get that figure, I

don't have it with me.
Chairman KENNEDY. Just approximately.
Mr. TAVOULAREAS. Well, right now it is a very small figure because
little by little we have taken our investment out; I would say certainly
less than 10 percent.
Chairman KENNEDY. You can supply that for the record. The point
I am trying to get at is, what is invested in OPEC, and what is invested in non-OPEC countries.
Mr. TAVOUtLAREAS. We will give you that figure.'
Chairman KENNEDY. Would you say as a general policy matter that
most of the investment of the major companies is in the OPEC countries, rather than non-OPEC?
Mr. TAVOULAREAS. Oh, no, a very small investment of the major
companies is in the OPEC countries. As I referred to in my statement,
we were developing a barrel of oil in the Middle East for as low as
$300 a daily barrel, where we spent as much as $6,000 per daily barrel
to develop refining and marketing assets in Europe-$6,000 per daily
barrel. So, there is no comparison of what we spent in downstream
facilities versus what we spent in OPEC countries.
Chairman KENNEDY. Well, where are you drilling, are you drilling
in OPEC?
Mr. TAVOULAREAS. Well, as a consortium we are drilling in and out
of OPEC. We are drilling around the world. I think we will continue
to drill, hope to create surpluses; that is one of the better means we
have of alleviating demands for higher prices. I think we should continue to drill, continue to explore.
Chairman KENNEDY. On the question about where these decisions are
made, is it a conscious decision, a corporate decision, that you are going
to do so in OPEC countries, or are you going to slant it over in nonOPEC countries?
'See response of Mr. Tavoulareas to additional written questions posed by Chairman
Kennedy, beginning on p .70.
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Mr. TAVOULAREAs. We drill in both areas. We are constantly drilling in both areas.
Chairman KENNEDY. Are there any incentives for drilling in the
non-OPEC, should there be more incentives for drilling in non-OPEC
areas, do you believe? Have you given any thought to that?
Mr. TAVOULAREAS. As you know, there has been a tremendous effort
in the North Sea; Alaska and the North Sea are the two largest investments outside the OPEC area. When the British Government finishes
with its demand for participation, I will give you an idea how great
the incentive is. Certainly, the incentive to secure supplies outside the
OPEC area is very great; we think it is good to drill outside the OPEC
area, as well as inside.
Can I just make one other statement, Senator? You said in your
opening statement that sometimes the interests of our stockholders
and theconsumers will conflict. I must say, I don't know how different
companies operate at their board level, but I don't think they are too
different from us.
We realize that we are not in business for a day. If we don't meet
the long term needs of the consumers, we won't meet the needs of our
stockholders. I don't find any conflict theie.
Chairman KENNEDY. I Suppose you would have to ask in terms of
American consumers, they begin to wonder, when a major oil company
has as much going overseas as they do-what kind of an incentive do
they have for trying to see a control of price overseas when they know
the international price is going up, there is going to be that' much
greater profit here at home?
Mr.'TAVOUTAREAS. I would like to answer thatquestion.

Chairman KENNEDY. All right.' And this goes back to the question
of whether you are really representing stockholders in this, or the
consumers.
Mr. TAVOULAREAS. Well, let me tell you what' happens.' We wel-

comed the action last week of OPEC to freeze prices. We would welcome even more action by OPEC to lower prices. Now, that is just a
fact. We have been accused of not wanting that, but in our board meeting last week when we got the word that OPEC had frozen the price,
we were very thankful.
Now, it is wrong to think that we can just ever pass on to the consumer the ever-increasing price, we never assume that. A part of the
strategy of a business organization is to keep its cost down all the time,
and OPEC taxes are only one element of cost.
So, even, let's assume on the small production in the United States
you would make more money, if we had no price controls, but just
think of the volumes that come' from the OPEC area; on which you
would make more, by having lower prices.
So, even to figure the economics out; I would rather see lower prices,
not higher prices. I know others say, the opposite, but it's' just not
true.
Chairman KENNEDY. Senator Javits.

Senator JAvrrs. Mr. Tavoulareas,' you say in your statement, "'Destroying the U.S. oil industry will scarcely contribute to the need to
find the new oil that we believe still exists in quantity overseas, both
inside the OPEC countries and outside them. Can the U.S. Government
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play the role that U.S. companies are now performing in vast exploration efforts around the world?"
Now, do you conceive of the divestiture effort as being one which
would destory the U.S. oil industry, and if so, why; bearing in mind
that divestiture is simply expected to divide production from refining
and marketing, so that a company like your own would, let us say, by
distribution with security holders, still retain the effectiveness of the
three major branches of your business.
Why would divestiture destroy the U.S. oil industry?
Mr. TAvouAREAs. Well, let me first go to the first part of your question. I referred before to the need to continually drill, and continually
find more reserves, even though we take great political risks around
the world. I am a great believer that the best way -to improve our
negotiating position is not by fighting to divide up the existing pie,
which a lot of the proposals are-such as how do we get into Aramco,
how (o we get into Iran?
The answer is that we want to do more exploration around the
world--create more surplus--the more the surplus is the better chance
we have of lowering prices.
Now, when we find oil, oil has to go some place. We go into the
OPEC countries, and they want us to- supply some services.. They want
us to explore, they want us to develop oil. In exchange for that they
give us access to oil.
Now, if the United States said, "Well, we don't really care for you,
'Mr. Producing Company,' to operate in Saudi Arabia if you have
production-let somebody else go over and buy oil." The foreign producing countries will then turn to a non-U.S. company that is not
broken up, and they deal with him; they give him oil supplies. So, if
in exchange for our providing service in a producing country they will
give us access to oil, why do we want to give up that access to oilwhen we want it for our markets? If you start separating us into
different parts, we will have no market that we will need oil for. So,
there will be plenty of European companies, or Japanese companies
that will take over that role.
Senator JAvrrs. Well, when you say, "We have no markets that we
provide oil for," one of the wonders of the recent recession was why
Mobil invested invested $800 million in Marcor, instead of investing
it and finding more oil, or some other form of energy production.
Now, if Mobil sought to diversify their operations in Marcor, then
owning a retail operation implies that you don't make everything you
sell, you don't get it out of the ground, you don't make it on a sewing
machine, you buy it from others.
So, if your company considered it good business to be an independent operator and buy from others in order to sell to consumers in the
retail field, why wouldn't it feel the same way about oil? You would
be getting the oil. you are confident of customers as Americans are
using millions of barrels a day, and there will be companies-including a part of your own-who will be in the refining and selling business. What is the difference?
Mr. TAVOULAREAs. There was a time when the major parts of our
profits already were in the producing end of our business, and that
shifted to where more of our profits come from refining and marketing, in the last couple of years.
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We had to build platforms in the North Sea. The first platform
we built cost about $350 million, and the second platform, it looks
like, will cost double that amount of money. We are able, now, to use
the cash flow from our entire corporation to develop that oil, and when
we develop that oil, the world has more supplies.
If you break us into small oil ccmpanies, who is going to be able
to handle the $350 million, $700 million platforms?
Now, as to Marcor, if I may say, there are two aspects to Marcor.
First of all, not one opportunity in the United States to look for oil
was turned down because we needed $800 million for Marcor. So, I
can assure you that no money was diverted from the search for oil
in the United States because of Marcor. I sit on the board, and I can
tell you that is a fact. As a matter of fact, in terms of bonuses on offshore between 1970 and 1975, Mobil outbid the whole industry. So, you
can see that we did not take money away from the oil side.
On the other hand, I must say, if you read the amount of bills in
Congress, including divestiture, that want to break us up, there is
even more reason in the future to look for Marcors.
If we have a limited opportunity to find oil, and then even with
that limited opportunity, we are going also to be broken up into little
pieces, I would say those attacks would make one look more toward
diversification.
Senator JAVITS. As a practical matter, having little experience in

the oil field myself, it is a fact, is it not, that you don't generate investment capital solely out of earnings and cash flow, you depend
enormously upon capital markets; you depend enormously upon joint
ventures, Just as you have in Aramco. Isn't that true?
Mr. TAVOULAREAs. That's true,
Senator JAVITS. See, frankly, I am asking you these provocative
questions because they are the questions before the Congress, We are
neutral.
Mr. TAVOULAREAS. We appreciate that.
Senator JAVITS. I am neutral on divestiture, and I would like to
know why. The more information you give us on that score the better
as far as I'm concerned.
I would like to ask you just one other thing, which relates to your
statement, where you say what you think we ought to do. You say,
"While the subject is not within the area your committee asked me
to discuss, let me just complete my list of elements for a U.S. energy
policy by saying that one of the ways that we can take some of the
pressure off our import needs is to permit the domestic industry to
explore vigorously in virgin areas offshore in the United States."
Now, are we doing anything to prevent you. or keep you, or inhibit
you, or limit you in virgin areas offshore the United States and if so,
what is it?
Mr. TAVOULAREAR. 'Well, the only way we can drill in offshore areas
is for the Federal Government, or in some instances the State governments, to put up the acreage. The acreage has been very slow coming
on the market. There are constant debates, constant lawsuits, and constant delays; some unbelievable-some very necessary-others not so
necessary-restrictions on where the pipeline will go-where you will
put that refinery if you do drill offshore-so, we have been slowed
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down by the pace at which acreage is being put up and by the amount
of environmental restrictions that are put on operations. A good example has been Alaska. We all think a certain amount of environmental restrictions is great, but I think that Alaska is a good case
where we went far and lost a lot of energy for a lot of years for the
United States. If we had the energy in 1973, as we were supposed to
have it, I think we may have had a different situation during the
embargo.
Senator JAvrrs. I must say, I like very much the part in your testimony about the fact that the first indication of a break in our need will
cause OPEC prices to come down, and they will come down, probably,
very sharply. That's why I am so hot for conservation because it would
be easy, direct and immediate, except for the disposition of our people
and the unbelievable complacency of our Government.
But the U.S. authorities argue that when they put up "virgin areas"
the bids don't come in. In other words, the oil companies are not coming through with the kinds of bids which the United States has a, right
to expect, if the oil companies consider these virgin offshore areas their
best opportunity.
Mr. TAVOULAREAS. Well, first of all, there is now a question of somebody asking what is the right value for a block?
Senator JAvITs. Right. Whether the bids are commensurate with the
value.
Mr. TAVOULAREAS. Recently. in the Gulf of Alaska, there were bids
as high as $60 million in completely virgin territory, where only one
well was drilled, I think at a cost of $11 to $14 million, and abandoned at 5,000 feet. It is an area of tremendous tides and disruption,
much worse than the North Sea; and we saw bids of $7 or $8 million
being rejected. I question that kind of action, I really do. If we get
oil out of the Gulf of Alaska within 7 or 8 years, I will be very
surprised.
So, to say now, "I don't think this bid was high enough," or "This
bid is high enough," when you put it out to the industry and they all
bid competitively, they can't bid together, who is the God that says
that wasn't the right price? I think the prices were surprisingly high
for that territory in Alaska.
Senator JAVITs. My time is up. Thank you very much, Mr. Chairman.
Mr. TAvOULAREAS. We bid $250 million in the Gulf of Mexico, it was

dry; this is what happens.
Chairman KENNEDY. Congressman Hamilton.
Representative IIAMILTON. I would be interested, sir, in your impressions of the present administration policy with regard to the
price of crude oil in international markets. Are you, for example,
under the impression that the present administration policy is trying
to create any downward pressure on those prices; or are you under
the impression that they want upward pressure, or they are not entering into it in any way?
Mr. TAvOULAREAS. I think the statements by the President and the

head of the Energy Agency, and Secretary Simon, all applauding
OPEC's action in keeping prices down together with the earlier statements that they saw no need for a continual increase in crude prices-
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I believe from conversations with certain OPEC countries-I am not
privy to-have all made it pretty clear that the United States does
not really want higher prices.
Representative HAMILTON. Are you under the impression that the
administration is taking any steps, other than these statements that
you mentioned, to create pressure downward?
Mr. TAVoULAIEAS. Well, let me say, when you say "pressure" it is
hard to. understand in what area you mean. I don't know what pressure the U.S. Government-can apply-I am not talking about military pressure-I don't get into the political fieldl-what economic pressure the U.S. Government could bring on OPEC that would force
them to bring prices down. I wish I knew what it was, I don't know.
OPEC has the reserves.
Representative. HAMILTON. So, you are not avare of any steps being
taken by the U.S. Government, indeed, you don't even see any possible
steps that. the Government can take to create dowrtward pressure. Is
my impression correct of your perception?
Mr.

TAVoULAREAs.

Other thani persuasion and talking, I honestly

don't know of anything they could do to the OPEC countries.
Representative HAMILTON. You really do not negotiate with OPEC
on price, at all, do you, you just accept the price they set.
Mr. TAVOULAREAS. Well, we have had some conversation with some
of their people, explaining to them why prices are too high, and telling
them that raising prices four times in 1 year was a disaster to the free
world, and in the last analysis not good for them. We have all these
conversations, but- they are just conversation; we have nothing to do
with setting the price, they set the price.
Representative HAMILTON. Let me ask you. do you view the interest
of the U.S. oil companies, and the interest of the Government in dealing with OPEC countries as being totally convergent? Is there any
real difference between those two interests?
Mr. TAvoULAREAs. I see our association with the OPEC countries
and 6roducers around the world reallv in three parts. One is providing
services.I, see. nothing about providing services that is inconsistent
with U:S. Government interests.
The second is to try and get the lowest price possible. Now that they
set Drices. what can we do except explain to them why the price is too
hi-h, why it is not justified, and what it is doing to the free world.
Representative HAMILTON. Would not the Government's interests,
which are broader than the economic interests at this point be able to
be of some assistance? For example. we sell many arms to the Middle
East and OPEC countries. Cannot there be a liinkage with regard to
their desire -for American military equipment, and our desire for access 'and lower prices on oil? Obviously, you cannot assert that interest, but perhaps if the American Government were involved in some
way. peihaps it could be asserted.
Mr. TAVOULAREAS. I guess I am not qualified to answer in that regard, whether you want to use military equipment sales to see if you
can bring about a price decrease. I have some doubt you could, but I
am not qualified to answer in that area.
Representative HAzIro.
Should the Government, or would it be
helpful for the Congress to require access to information on the negotiations that occur between you and OPEC?
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Mr. TAVOVILAREAS. We report to the Government after each large
negotiating session, both to the State Department and the 'reasury,
and tell then what the negotiations are about. We have no problems
with access to the information on negotiations we participate in.
Representative HA3iLTON. Do you see any role.for the.Government
to play in these negotiations at all?
Mr. TAVOULAREAS. Well, I would say in the areas I spoke about, price
anid volume And services; I really see no role they could play.
Representative HAMILTON. You have an interesting staten1t at the

end of your statement which says, "I think the U.S. Goveirnment
should support the American companies as other governments support
their companies."
What, specifically, do you have in mind there? Are you under the
impression that the U.S. Government ought to be taking a lot of steps
which we are now not taking, and which other governments do take
to support the oil industry in those countries?
Mr. TAvoULAREAS. Maybe I can best illustrate this, when we go out to
see various OPEC officials, in the last 2 -or 3 years, they are very quick
to tell-us how much we are criticized by our own Government for our
actions. Now, the criticism may be from newspaper accounts, it may be
from an individual Member of Congress, rather than the Government.
I would say we should get less criticism, and it should be confined to the
areas where it is justified. At the least, I believe this is unwarranted
and seriously undermines our negotiating position with those
governments.
We are taunted with, "Even your own Government does not trust
you," or "they think you conspired to do this."
The second point, in all fairness, is that we are being deluged with
an excessive amount of legislation.over the last few years,.the like of
which I have never seen; this does not help our negotiating position
abroad.
We have all kinds of suggestions by various people as to how they
are going to break the OPEC cartel. OPEC attributes these comments to the American Government and says, "Don't you tell them
those things won't work."
"Well, we don't get involved in that," we explain to them.
I think if the American Government would realize that in the area
of price and volume, and services, there is nothing inconsistent between our objectives and the American Government's objectives it
would help. I think we have gotten an undue amount of criticism in
the last 2 or 3 years, and it has hurt our negotiating posture tremen-dously. I think less unwarranted criticism would help tremendously
abroad..
- Representative HAmuroN. Would it help your negotiations with the
OPEC countries if you had greater leeway from the Depaitment of
Justice to consult with other American oil companies?
Mr. TAvouLA"As. Well, there is one a'rea on which I would like to
speak. Usually, when we are discussing matters with the OPEC governments, we are talking about things which can increase costs. Now,
.it is always put in terms of a "price negotiation," but it really is not a
price negotiation, it is a cost negotiation.
Now, our attorneys are quite clear in telling us that this is not something that violates the antitrust laws. But there is enough doubt in this
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area, enough people attacking us in that area that I wish the Government would come out more clearly.
I just don't believe the antitrust laws of the United States prohibit
companies to get together to resist higher costs. And yet, we know a
few years ago, when we got the clearance to meet in 1971 as a group,
so we could negotiate against higher prices and have some kind of
understanding with the companies that might have been nationalized
unilaterally because they took a tough stand, we got criticism on the
Hill and from the newspapers for getting together. All we were getting together for was to resist higher prices, higher costs.
Representative HAMILTON. One final question. In your statement
you point out the fact that the declining company margins on profitability dropped rather dramatically from 1948 to 1975, do you expect
now that that margin will level off?
Mr. TAvoULAREAS. Yes.
Representative HAMILTON.

You don't expect any further erosion
of it?
Mr. TAVOULAREAS. Oh, I think it will level off about the same level,
and I hope it stays there long enough to see whether the countries that
try to get a bargain-because some countries want to get less than that
figure-will be satisfied with the services rendered. I actually think
the figures should be higher, but that is the best we could ever negotiate with them. I expect it to stay at about that level.
Representative HAMILTON. Thank you very much, Mr. Chairman.
Chairman KENNEDY. Congressman Long.
Representative LONG. Mr.~Tavoulareas, one of the things vou know
we are presently considering, particularly in the House of Representatives, is this Outer Continental Shelf legislation. which relates to the
question that you were discussing with Senator Javits.
Tn my Staite of Louisiana we have a great deal of experience and
luckily-I think luckily-we have had a minimum amount of environmental harm. There is no question but that it caused some dislocations
in the environment. but some have been good and some have been bad.
The recognition of the economic impact. negative economic impact
that offshore development has to a State. I think. is finally being recognized by that legislation. Perhaps Louisiana and the other States that
have developed this over a long period of time went about it the wrong
way. asking to share in the proceeds of anything outside the 3-mile
limit, rather than asking for a share of the additional expenses that
are incurred by them. As you well know. Louisiana doesn't even get
any sales tax on those items that are used outside the 3-mile limit.
This has caused us, contrary to what most people think, substantial
economic harm over a long period of time. The Outer Continental
Shelf legislation gives recognition to that problem, and in this regard

I favor it.
On tre other hand. the only thing that bothers me about it is that it
is so long in coming. The other end of it, with respect to the protection
of the environment in the setting forth of the different steps that have
to be taken in order to get a permit to operate offshore, off the Continental Shelf, or on the Continental Shelf outside the 3-mile limit in
most instances-vou and I both know there are a couple exceptions to
it. but only a couple-do you see this legislation as speeding up devel-

27
opment offshore, or is it likely to result in a delay of offshore production and exploration?
Mr. TAVOULAREAS. I just really do not know the specifics, I will
have to ask one of my government relations people to give you their
guess. We have heard it said a few times that some of the States have
opposed the offshore because they have not gotten a share of the action. To the extent that they get a share and we can go ahead with offshore, I would say I would have to be in favor. To the extent that it
imposes undue environmental restrictions on the method of operations, it would slow it down. Other than that I have no opinion, I
guess I am not that close to it.
Representative LoNG. I have about come to the conclusion, myself,
it is one of those where it is impossible to say whether it will, in the
long run, slow it down or speed it up. I think it is going to slow it
down, in those States who are not doing it now, getting into it. They
are going to be more reluctant unless something similar to this law is
imposed. One, from an affirmative point of view, it gives them some
money, and they look at that to push them forward a little bit toward
participating; on the other hand, negatively, it gives them additional
assured protection for the environment which is to some extent necessary. The degree is where the question comes in.
And, looking at it long range, if we do impose a law that the companies are not able to live with, it could in the long range end up in a
considerable slowdown.
I am a little bit like you are, I have studied the legislation at some
length; and I have been looking at the development off shore of
Louisiana for a number of years.
Mr. TAVOULAREAS. Well, for example, there is one provision I believe
in, the bill that the State will have to approve the operations offshore.
You know, we have a national energy policy, but sometimes individual
States don't think they have a problem. You have heard the arguments
between New England and Louisiana, your State.
Representative LoNG. You saw the bumper stickers during the
shortage, or during the embargo, "keep our gas in Louisiana and let
the Yankee freeze."
Mr. TAVOULAREAS. Well, I just feel we have a national energy
problem and the Federal Government should rule in this area. If we
have a multitude of governments, we are bound to be slowed down.
Representative LoNG. I am inclined to agree with you, I think it is
a national problem and that too much State control adds another
bureaucratic layer that ought not to be added to it.
Mr. TAvoULAIREAS. That's about it.
Representative LoNG. Two other minor points. In your statement
you stressed the benefits that the United States-based oil companies
give to the United States in securing needed oil supplies. If you continue, though, the development of offshore-not offshore but outside
the continental United States, outside the offshore activity, the foreign,
let's call it, the production facilities, refinery facilities, and all of the
things that go with it, which as far as capital investment are concerned,
are so very heavy, if those will continue to be built abroad, rather than
in the United States, is this advantage to the United States because
of the fact they are domestic companies, going to continue, or what
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is going to be that torn conflict that comes between the profit motive
of oil companies-which we well recognize-and the national interest?
Mr. TAVOULAREAS. Well, right now we got ourselves ii the position
where we are dependent on foreign supplies. I am.very pragmatic in
this area, I say, let's recognize that condition, let's work on that condition, let's try to increase our energy supplies and live with the facts
as they exist overseas. What we want from overseas, in my opinion,
is the maximum amount of security of support at the lowest possible
price.
If the means of getting additional supplies is building refineries in
producing areas, then I think that is something that helps our security
of supply. That does not mean at all that in the meantime I would not
be increasing our own energy resources-I don't think they are
inconsistent.
But if a country says, "As a price of additional supplies.I want you
to help develop local refineries"-as we did in Venezuela 25 years agoand then they want those refineries to operate in times of emergency,
then we ought to have those operating, and I think that gives you a
lot of security. I would like to have even better security, I would like
to have secured crude supplies and have my refineries where I want
them. That is not an alternative we have available.
I think these producing countries are telling you, "You will get
more supplies if some of the refineries are in my area."
Representative LONG. After the final sale of the Aramco property
in its entirety is concluded with the Saudi Government, what is going
to be the relationship of Mobil with the other former parent companies,
I think is the best way to describe them, that were the owners of
Aramco; is this going to be something that is going to allow Aramco
to play these companies off one against the other with respect to future
negotiations of entitlement?
For example, also related to that could be Aramco coming and saying, "Look, we want to come in with you on the North Sea." Would
you look at the first part of that problem, and the second part of it?
Mr. TAVOULAREAS. Well, on Aramco, whether the companies acquire
the word "Aramco" or the Government, that has not yet been settled.
Representative LONG. I am not worried about the word.
Mr. TAVOULARaEAS. I Just want to explain it. So, there will still remain a company owned by. the four companies. Whether. it is an
"Aramco," or a new "Aramco," is not important, .is what .you are
saying. That company will operate in Saudi Arabia. and acquire crude,
and give it to its partners.
Now, if the Government all by itself wants to go into the.Torth Sea
with somebody, it is certainly: free to do that, there is nothing inconsistent with that. But, there will be almost no change in the relationship between the .four companies and Aramco. or a new Aranmco,
Representative LONG. Well, let me restate the question, thenL
say tle Saudi Govei-nment, instead of Aramco.
Mr. TAVOULAREAs. Right.
Representative LONG. Let's rephrase my question, instead of the
term "Aramco," which I merely used as a descriptive of theIactivity
of the Saudi Arabian Government in its relationship with these companies that were previously the parent companies of Aramco.
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Mr. TAVOULAREAS. All right. There will be a new relationship that

will grow, it already has. They will still deal with Aramco as a group
who will help explore in existing concessionaires and whatever new
concessionaires the Government will give them from time to time.
Representative LONG. The secret there is, as a group; that is really
the answer to my question, isn't it?
Mr. TAVOUL-AREAS. Completely aside from that, the Government is

free to go with any one of the companies and deal with a different
venture. As an example, we are negotiating with the Government to
build a refinery at Yembu, on the Red Sea, we, Mobil, outside of
Aramco. Another one of the companies is negotiating with the Government to build a petrochemical plant, another one of the four owner
companies. There is nothing inconsistent about these two things.
The reason why it is important is because we see other internationals, foreign internationals willing to perform these roles, outside of
Aramco.
Representative LONG. So, you would not really see any advantage of
your sticking together and saying, "We will only deal with you as a
group" because somebody else would come in and fill that void?
Mr. TAVOULAREAS. If we were to say, "We won't deal with you, Mr.
Government," then we would have four, five companies bidding
against us, some others that are glad to fill the gap.
Representative LONG. What if the Saudi Government told you they
wanted to go in with you on the North Sea, what would be your attitude toward that?
Mr. TAVOULAREAS. I think if they want to help and put up the bonus
money, I think we would have a favorable interest.
Representative LONG. That really gets into the question of the U.S.
interest in the multinationals when they go with their expertise of
moving with someone like the Saudi Arabian Government, which
already has a hold on them, as they do, into another major growing
productive capacity, doesn't it?
Mr. TAVOULAREAS. I don't think they have any interest to go to in
the North Sea, but if they want to put up their part of the money, their
part of the risk capital, I wouldn't say, "We won't deal with you."
Representative LONG. Well, I can see, as a business person, why you
would make that decision, I can well recognize it. But that really
points up the question that Senator Kennedy was raising about the
position of you as a businessman and the president of a corporation
that has a responsibility to its stockholders to make money, as distinguished from what our interest is as a national government in you
enabling the Saudi Arabian Government, which does not have the expertise, to move from where they have a complete stranglehold into
an area in which they are not now operative, and in which they could
become a major factor.
Mr. TAVOULAREAS. Well, the Government is encouraging all kinds

of companies in Iran and Saudi Arabia, aiid other countries, to go out
and help them in areas where they don't have expertise, today. We
see a tremendous amount of people passing through Iran and Arabia
to help in areas where they don't have expertise. The U.S. Government
is now encouraging just that.
Representative LONG. Thank you, Mr. Chairman.
80-939-77-3
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Chairman KENNEDY. Senator Percy.
Mr. TAVOULAREAS. I mean, there was a large economic aid program
just signed between Secretary Simon and the Saudi Arabian Government covering this area.
Representative LONG. I think there is one major difference, that we
are dealing with a very critical material here in which there exists
a shortage.
Chairman KENNEDY. The Chair recognizes Senator Percy. The Congress is going to meet in joint session with the King of Spain. We are
going to have to recess the hearings early, and we have two more witnesses. I want to give Senator Percy a chance. We all have additional
questions, and if it is agreeable with my colleagues, we will submit additional written questions to you.
Senator PERCY. Thank you very much, Mr. Chairman.
Because no one has anything good to say about oil companies these
days, I would like to start on a happier note. I would like to point out
that Senator Kennedy, Senator Javits, and I have been strong advocates of an agency for consumer advocacy, and we would all like
to commend Mobil for the very forward looking position it has taken
in this respect. We would aso like to commend Mobil's affiliates,
Marcor and Montgomery Ward, for the leadership they displayed in
helping us shape sensible, reasonable, responsible legislation favoring
the consumer.
My only question is: How could any responsible, good business
be against an agency that does not regulate, but is simply a spokesman for the consumer interest in the free enterprise system?
Mr. TAVOULAREAS. Well, you know we favor it, and we were very
quick to see the advantage of your bill. In all frankness, the people
who jumped on us for endorsing the bill have said, "We have seen
many agencies start with a very humble beginning, and then we see
how they grow."
I think that has been the biggest objection, Senator, really. We saw
the Federal Energy Administration say they would never have more
than a 100 people at any one time working for them, and they were
going to have a very simple method of allocation and price controlthey have 4,000 people working for them. We have 200 people full time
in Mobil working, answering their questions.
Senator PERCY. That is why Senator Javits and I worked together
to end the Administration. Despite the administration's request for
a 3-year extension we have gone to 15 months. Yesterday, the House
changed their bill to 18 months. We appreciate your support there.
I would now like to ask you about conservation. Your company has
emphasized conservation in some outstanding ads that have been in
the best tradition of the American enterprise.
Do you think this country is doing enough in the area of conservation of petroleum products? We are now more dependent on outside
sources than we were at the beginning of the crisis. We certainly rely
more now on Arab-OPEC countries than we ever had in the history
of the Nation, and these countries are obviously politically as well
as economically motivated. Are we doing enough to conserve our own
resources?
Mr. TAVOULAREAS. I am discouraged in terms that we have not done

and are not doing more on conservation. I think we should do more.
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On the other band, conservation is not going to solve the problem
we have. I want conservation and we should encourage it.
Senator PERCY. Well, it will help, certainly.
Mr. TAVOULAREAS. Yes; it will help, but unfortunately not very
much-but it will help. Why do I say that? I showed a chart I before
that had a 2-percent energy growth from 1976 to 1986. That percent
was half the historical level and had in it a number of factors. That
is basically the energy growth predicted by the Ford Foundation
study which had in it all of the measures that Senator Kennedy has
in his proposed bill-which is a good step in that direction-and
many more stringent measures; and still, they only thought they
could cut energy with higher prices, more stringent measures on conservation, they only could cut energy from 4 percent to 2 percent. And
that is a magnitude, in that study, that I believe went further than
the American people will accept, when you get down to it. I think it is
very tough to impose legislation and follow up some of the hard things
we have to do in this country to have more conservation.
So, I guess what I am saying is, I would keep all the pressure on
conservation, but I would like to see some recognition for the need
for more supplies.
Senator PERcY. Then, there are two possible solutions.
Mr. TAvoULAREAS. Right; both at the same time.

Senator PERCY. First, on conservation, Mobil supported the 55mile- per-hour speed limit, and that is literally the only thing Congress
did for a couple of years-that is the only thing we did. I traveled
with the State highway police this weekend and saw what the citizen
band radio does to even that small measure. But at least we have done
that.
Now Senator Kennedy has introduced a bill, the Energy Conserva.
tion Act, S. 3424, to give an incentive for people, homeowners, small
businesses, to insulate and protect themselves; to use less fuel; and to
heat just the inside of their homes. In principle, is that the kind of
measure, providing incentive for focusing attention on conserving fuel,
that you think is worthy of adoption?
Mr. TAvOULAREAS. Yes.
Senator PERCY. Do you think that an attachment to the FEA extension, would be a logical way to move S. 3424 into legislation this year?
Would it be in the national interest to have this -Congress really do
something that affects every homeowner, and virtually every American
in a very concrete way?
Mr. TAVOULAREAS. In principle anything that will encourage conservation I endorse wholeheartedly.
Senator PERCY. Very good. Let's talk about the other end of that
spectrumChairman KENNEDY. Before you leave that point- [laughter].
Senator PERCY. Well, I've finished, Senator Kennedy. On your own
time.
Mr. TAvoULAREAS. I guess I can't get away with that one.

Chairman KENNEDY. Could you try and do a little better than
"principle"? [Laughter.]
1See

chart, p. 16.
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Today you weren't going to be asked about that, but we have been
meeting with some of the other companies, with Gulf, who attended
the meetings. You could take a look at it. I think it does what you
said. Perhaps we could get a response to it.
Mr. TAVOULAREAS. We will be glad to. Thank you very much,
Senator.
Senator PERCY. I am not a cosponsor of the bill; but just as an
interested person, looking objectively, I'd have to say it looks to be a
very concrete thing
Senator JAVITS. Let me just add, Senator, the House, at the same
time it cut the FEA, cut the conservation fund by $37 million. That
shows what I meant when I saidSenator PEROY. That is why I think we have got to do something.
We know the FEA extension bill is going to go over to the House, and
we think it ought to go over with some conservation legislation in it.
Everything we send ought to have conservation built into it.
I also agree that there is no way to develop supplies in our free
enterprise society unless there is an incentive to do so. How do we
develop the conditions that will attract more investment capital in the
field of energy? I mean capital other than Government funds. We
decided to pour Government money in through ERDA and other resources, but that can only be a catalyst. The real money has to come
from the private sector.
How can we be assured that we have set up conditions attractive
enough to bring in the capital, the technology, know-how and research
that we desperately need?
Mr. TAVOULAREAS. Well, let me go back and talk about a couple of
things, two things that aided the industry over a long period of time,
and we got tremendous criticism for-and I am not trying to go back
over history, but it did a job for this country. If you do a job for the
country, it is very difficult to escape criticism.
We had all kinds of criticism about the import program. The import program was something which in effect held up the $3 a barrel of
oil price in the United States. This was said to be an "undue profit," a
"windfall," et cetera. I would like to see where we would be today if we
had not had the import program. The same was true of depletion:
Depletion gave the oil companies a break to produce energy for the
U.S. people.
. Somehow we have got to get ourselves to the point of adopting policies that are good for the people, and to be willing to withstand the
criticism when in the interim somebody gets a break. So, what am I saying? If we are willing to pay foreign governments $13 a barrel for oil,
I can't understand why we won't pay U.S. people $13 a barrel for oil,
and hopefully thereby encourage other sources of energy, because we
are not going to solve the problem in this country by oil alone. I wish
we could-I just don't believe the oil is there. I wish it were. Maybe we
will be surprised, maybe we will find another Middle East off the Atlantic coast, and then we will all be very happy-we ought to try.
But then, once we move from that, we have to give a price level and
even subsidies-I know I'm right back where we started. In the last
analysis, what are we trying to do? We are not trying to give chipnies
profits, but we are trying to give the American people security of
energy.
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So, all the criticism we got from the import program, all the criticism we got on depletion, produced the oil at a very cheap price. For
many years at a price lower than foreign oil, and for a handful of years
at a price higher than foreign oil.
So, we have to take the very bold steps of seeing that we are going to
help support these energy industries and see they get a fair rate of
return. I don't know how you get from there to here. I really don't
know how you get this kind of a bill through Congress, the administration, in political times. But, if you are going to try to solve the energy
needs of the American people, we are going to have to face that kind
of a problem.
Senator PERCY. Mr. Chairman, could I ask one last question on the
whole issue of bribery and corruption on multinationals? Last week
the Organization for Economic Cooperation and Development, the
OECD, unveiled a code of ethics for multinational corporations, and a
code of governmental responsibility to private firms. Has Mobil found
it necessary to pay bribes, engage in kickbacks, give in to extortion in
order to do business overseas? Has Mobil studied the OECD code,
which I have so strongly advocated, and will Mobil support the OECD
code and do everything it can to implement the code on an international basis?
We are not legislating morality for American business on one side
and leaving the rest of the world out; we are advocating morality
across the board. This is another form of pollution, and we n the free
world must recognize that we have to get rid of it together.
Mr. TAVOULAREAS. Your question has two parts, and on the first
part, we have made a reasonably thorough investigation, and we fund
that we have not had widespread bribery as a means of doing business
abroad; we have not had to involve ourselves in that.
Every time someone told us they think something happened in a
certain country we went into it in great depth, and we found ourselves
to be free from anything that ever approached bribery.
Insofar as the code is concerned, I agree thoroughly that you cannot legislate international morality in one country, you have to get
it done on a worldwide basis. So, I think this kind of a code warrants
our support.
Senator PERCY. Thank you very much, Mr. Chairman.
Chairman KENNEDY. Very good.
I want to thank you very much for your statement and comments,
and response to the questions. I think you have been very helpful,
very useful, and candid. I think we have a number of other areas
which we mentioned in my letter of invitation, which we really didn't
get into, some of the things I mentioned in the opening statement,
which we would really like to explore. We would like to submit those
questions in writing to you for your response.
Mr. TAVOULAREAS. It will be our pleasure.
Senator JAVITS. I would like to, on behalf of the minority, join
with the chairman; I think the answers have been very forthcoming,
very helpful, and your testimony will be very useful.
Mr. TAVOULAREAs. Thank you very much, it was a pleasure and

honor to appear here today.
Chairman KENNEDY. Thank you very, very much.

