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, SUMMARY I., 

The General Accounting Office (GAO), at the request of the I,: 
/* 0 i ; / 

f.. ' Chairman, Senate Finance Conmfttee, has analyzed the probable energy* 3f~wo4~~0 

economfc and budgetary impacts of H.R. 6860 as passed by the House of 

Representatives. The bill would impose quotas on imported petroleum .I / ,' 

products and take a number of actions designed to decrease domestfc 

energy consumptfon. 

The following general observations flow from GAO's analysis. " I 

--The reductions in oil imports mandated by H.R. 6860 far 

exceed even the most optfmfstfc reductions In oil consumptfon 

,' 

: I' 

projected as a result of H.R. 6860 conservation actfons. f 
‘I’, 

-The estimated annual shortfall in of1 supplies through 1980 8 : 0, 

resulting from the fmport restrfctfons imposed under HA. 6860 

ranges from 700,000 barrels a day in 1976 up to 2.3 mil'lion 

barrels a day in 1979. 

--The system for auctfonfng oil import lfcenses contafned tn ',, " f ':q ,b',, 
H.R. 6860, taken together with the expected shortfalls In 'I: 1, ,,;; 

,.' I 
oft supply, would trigger price fncreases of $4 to $6 a 

; ', '-1 i :. 
.", 

barrel for imported oil. i 1 
., 

--Treasury receipts under the auction system are estfmated to j. .T,' i" )',:,I ,, 
increase in the range of $12 to $18 bfl'lfon each year 

; '4 
; " ,, 

* through 1980. The increase in the prfce of imported oil 1~ ,; " i'! ,.I : '/ 
should trfgger a similar increase Sn the prfce of domestic .:I" "*' "" 

< t ,,"‘, B 
uncontrolled oil and result in wfndfall profits for 011 ,' ,' *. 

.,.:i 
't 



-4he anttcipated price increases will be inflatdonary and ( 
', ,,,(I 

3' I' ,G? '. :, 
have negative impacts on the growth of real Gross Natfonal 

/ '{! y.$ 
:""" -::', 
, , 

Product, leading to increased unemployment. 
^ ;:"I: 

. I ,, ,'! ',{' 
,I.' 3: 

--Only the automobile efficiency standards and tax credit 

for insutatfon of- resddences provfsions of H.R. 6860 are 

likely to achieve measurable reductions in energy con- 

sumption, other actlons will have only slight impact. 

GAO's analysis 

--assumed continuatfon of the current two-tier oil price \ 

control system, and 
i :.a 

--did not consider the impacts of further Increases in the 
1' 

i ! 
crude oi7 prfces of the Organiratfon of Petroleum Exportfng 

Countries. 

Because of uncertainties regardfng possible changes in the current oil ' "A')' 

price controt system, GAO did not analyze the possfble impacts of decon- "% . 

trot of oil prices. However, both decontrol and foreign otl prfce 
,' /. 

increases would further add to the increased price of domestic oft 

expected to result under the provisions of H.R. 6860. 

The GAO study consists of five parts summarMng 

--the major provisions of H.R. 6860 (see p. 6), 

--the estimated impact of H.R. 6860 on the demand and 

supply of oil (see p. 9), 

m-estimated budgetary impacts of the proposed system of 

auctionfng licenses to import crude oil (see p. 12). 
/ 

‘T, ; 
-estfmated economic Impacts of the proposed system of ;I :'.;' s$f, fiI 

auctioning licenses to import crude otl (see p. 16), and ' ~'$$f'Y'?: 
'.! j I. ,: p / 

i ', --estimated savings from energy conservatfoq measures (see p. +?~g).Y,'Y:,:lJ,'. .r:!:?i I ., .' ' I ,' 
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INl'ROOUCfION 

At the request of the Chairman of the Senate Finance Committee, the ' ;g , 
General Accounting Office has analyzed the probable energy, economk, and ‘:,! 

budgetary impacts of the provisions of H.R. 6860 as passed by the House of k. 

Representatives. Our analysis 

1 --assumed continuation of the current two-tier oil price control 

system, and 

--did not consider the impacts of further increase&n the crude oil 

prices of the Organization of Petroleum Exporting Countries (OPEC) . ' 

effective October 1, 1975. 

Because of uncertaintiesregarding possible changes in the current oft -_I ,I' 

price control system, we did not analyze the possible impacts of decontrol i 

of of1 prices. 
;. ' ' 

I . 

H.R. 6860 would impose quotas on fmiorted petroleum products and take 
. 
'. 

1, ,. 
a number of actions designed to reduce domestic energy consumption. The 

following sections of.thfs staff study summarize 

--the major provisions of H.R 6860, ,. I , I II 
--the estimated impact of H.R. 6860 on the demand and supply of ofl, 

m-estimated economic and budgetary impacts of the proposed lfcenshq _I 
,I 

system for imported crude oil, and 

--estimated savings from energy conservation measures. 



* save as much energy as would others which have been proposed. For purposei li.'L$ 

of comparison, we show where possible the estfmated savings under H.R. 8866'i",' ""? a', ' ':, 
and those estlmated under slmflar a‘lternatlve proposals Included In an 

', >+:;'I1 

I/ 'i, 
energy package developed by our Offke earlier this year in response to '/_ 

congressional inquiries. 
5' 



CHAPTER II 

SUMMARY OF'MAJOR PROVISIONS OF H.R. 6860 

The stated purpose of H.R. 6860 is to cushion the effects of another , 

oil embargo by conservation measures designed to reduce U.S. dependence 

on oil so that by 1985 the United States would be importing no more than 

25 percent of domestic oil consumption. These conservatfon measures I.," 

include establishment of oil import quotas and duties; imposftfon of " i 

automob& fuel efficiency and other standards; repeal of excise taxes ';:: 

on intercity buses, radial tires and rerefined oil; tax incentives for 

energy related improvements in buildings, and qualified electrgc motor G i 1 2,' 
vehicles; establishment of an energy conservation and conversion trust 5 ; ".a 

'fund to be used for research 'and development and demonstration efforts ' ',j"""i, 

regarding energy technology and resources; and actions designed to 

encourage business conversion for energy savings. Provis3ons of the 

inab conservation measures in the bill are summarized below: 

?* Quotas - Imposi tron of Quantitative Restrictions 

The bfll establfshes an import quota schedule. The Prestdent tiould 
I .., 

" 'f ,,$ 

' 
/ 

be granted the authority to increase or decrease the quota by as much as I") 1 
1 to 2 millfon barrels a day for selective years. Qutoas for each calendar i,', 

year before any adjustment are presented in the accompanyfng schedule: 
1; I ; 
(, 



Calendar Year Barrels per Day 
(Mm on$ 1 / 

d:;,,‘;! ;‘y 
1975 6.0 , ‘,” :: .I 

‘- , 1976 6.0 i: 
' 1977 6.5 ‘ 

1978 6.0 .s 3. 1 I 1979 6.0 'I 
1980 and thereafter ,I 6.5 / ,,i 

~ 
i ’& :. ~ 

Petrochemica'l feedstocks and imported oil for strategic reserve storage : ,* 
: 6, 

are specffically excluded from quantitatfve restrictions. OSstflfate and $1' 

residual fuel oil imports have only minor import restrictions because of ’ 1,:’ 
i 

relatively high quota allotments. 
I,', \ 
:. , ; : 

2. Establfshment of Import Licensing System 
,'i ,I,'. 

Not later than December 31, 1975, the President must establish ai 0 '( 
,:.,,, 

I' 8, c 'I:, 
import licensing system for petroleum and petroleum products Imports to ';i:;, 

I,. I 
be administered by the Federal Energy Adminfstration (FEA). ‘ImportlicenseJ; .,,I;: 

would be distributed on the basis of sealed bids and the licenses would 
: *:t 

, ,"r~ , 

be marketable. Separate and generally not marketable licenses for small : .""",/ 
1 'y' 

refinerles and independent marketers would also be estabfished. Crttepia' ,/," ,>. y ., I'% 
is provided for rejecting bfds and limiting the number of 4mport ltcenses ' '.' 

',' I 
which can be held by an individual or company. 

3. Duties on Imported Petroleum and Petroleum Products 

,' , ,! ',, : 15, # L 
', 

Rates of duty on imported petroleum would be establfshed at 2 percent ',:':' 
1 .,/ 

and at 5 percent on petroleum products. Ourtng times of war or natfonal : .I: .,,( ',,: I. 'a . ., emergency, the President would have dfscretionary powers In afterlng these h "l: 1, "( 
, I ,  l , *  j! 

,,’ /! duties. ,' ' f I+ /-:, : 



,'i . , " . ,  

8. Fuel mileage. The average fuel economy for a.ll passenger autos '$'; i$I ;f 4) 
manufactured'wduih not be less than 18 mpg beg-Inning in model year 1978, " >'I:: 9, ,: ‘!,. $' 
rtsfng to 28 mpg fn model year 1985. Some very small manufacturers would 

be exempt from this provision. The Secretary of Transportation would have 
, 

broad discretionary powers in establishing mileage standards for each 

class of motor vehicle, granting exemptions and deferrals, setting 
, 

emission control standards and requiring data on these standards from : 

manufacturers. 
I ' 

b. A $50 civil penalty per car sold would be imposed for each mile, ' 

per gallon by which a company's sales weighted fleet average gas mileage 

is below the established standard. 1 *! 

Each manufacturer would be required to provide and each dealer 
, t'. 

c. , Y : ; 
,. .' 8' 

would maintain a sticker on every auto stating the fuel econonly, average :; : / '(,. 
annua? operating costs,and the range of fuel economy performance of other "' 

autos of similar weight and size. I 

5, Tax Incentfves for Certain Energy-Related Improvements of Bufldings 1 Y, 

An individual'zid be allowed a tax credit of an amount equal '* ':", i, 
9,. 

a. 

to 30 percent of the qualified insulatfon expenditures pa'fd by the tax- +"""", 
I c'i 

payer on his princfpal residence not to exceed $500, or a maximum credft ,“'::;, 
_, ( 

of $150. 
,. ..' 1, I * d 

b. ' An individual would be allowed a tax credit of an amount equal '"'I ,,,;; 
!I' 

. to 25 percent of qua1 ified solar heating and cooling equipment expenditures r"':'?. ,. , : s' ,' ',. 
with respect to hfs principal residence not to exceed $8,000,0r a maximum "'; "? 

, ;‘, 'I%. , ,,i:i;;; 
credft of $2,000, ,'.T. :, .'J ,I .:‘ '(i % , I 



L /, 

6. Tax Incentives to Purchase Electric Motor Vehfcles 
I ./ .ii : ,: ', :,,. 

I.,,, I: 

An individual would be allowed a tax credit of an amount equal to '; :1(, 

25 percent of the amount paid by the taxpayer for a qualffled electrtc ' '% 
I 

i * motor vehicle not to exceed $3,00O,or a maximum credit of $750. : I 
, 

7. 
“.!, 

Establfshment of an Energy Conservation Fund ' I 

A trust fund would be establfshed from general tax funds generated by ,'i : I. ' 
certatn busfness taxes on businesses which use petroleum and natural gas ', :,F 3 I 'ii. 
and on revenues from oil import duties. The fund could not recefve more 

than $5 bflllon fn any gfven fisca? year on or before September 30, 9983, 

or $2.5 bflllon In fiscal 1984, The trust fund would make expenditures . ti 
,, 

for basf c and applied research programs related to new energy technologfes, :,' 

8. Business Conversfon for Greater Energy Saving I' 

a. An excise tax wfll be Imposed on each T.000 cubic feet of 
'$ : ; 

i,' 
natural gas startfni at 44 in 1977 and reaching 184 fn 1980, and on each ' 11' 

barrel of petroleum and petroteum products starting at 17& fn 1977 and '_ 
I' 

I 

reaching $l.OO.fn 1982. ,I 

b. Ce.rtafn energy-usfng equfpment which would conserve oft and ,,",l":": 

gas could be amortized for tax purposes over a S-year perlod. Also, certain $ 
--s -.- -_._ . __ _ .-w-m... -- - - ',; ;,, 

changes fn the investment tax credit would be made. , ‘C: 
" ,/ 

* ., 

8 



, 
, ‘., I ” y :I, 

To provfde a basfs for analyzing the Impacts of the.provfsfons of ' - I., 

H.R. 6860, the domestic demand and supply of crude oil must first be : 

projected assuming no restrfctfons on imports. Under that assumption, ',' 

imports would ffll the gap between domestic demand and supply at the current 

world price for crude oil. Once projected, this "base case" can be used . " 

to estimate the quantitative amount by which the import quotas in HR. 6860 
, 1 

,' 

would restrict domestic consumption of crude oil. 
. 

Table 1 contains "base case" estimates for demand and supply of domes- 

tic crude oft for 1975 t6 1980. The domestic supply of crude of1 is dfvfded 

Into old of1 (with price controlled at about $5.25 per barrel} and new 011 

fncludfng released1 and stripper2 of'! (with price uncontrolled). Imports 

fill the gap between domestic supply and demand. 

TAKE 1 

Base Case Projections of Demand for and Domestic Suppty of Crude Oil 
(Mfllfons of Barrels per Day) 

Calendar Demand less * 
Year Demand 

Old oflDomestfcN~~pp& 
Total Domestfc Supply 

i;:: 16.9 17.6 7.1 7.5 3.0 2.2 10.1 9.7 6.8 " 

1977 18.4 
19.0 

z 9.3 '2 
197% " 
1979 20.0 6:4 

;:: 
9.5 9:5 

::; 
9.8 

1980 
10.2 

20.7 6.0 9.7 .l?.O 4 

SOURCE: Offfce of Special Programs, U.S. General Accounting Office '1 
i'# $. 

, ', ',;'I, 
'For each barrel of new of1 produced above the production fn a given ab' -' '?"" " 



./Y I I.. 1, S.&v. iA$wnQs,. ,mxm.xe...c >‘d 1, r&b j ..Ld~~*,luVWI,.L’CPI”~*,.~LWnPLn, ~,~~,~,..~~~~~ 
:a 

/ ‘.1? I+ 
,,‘, 

\*,’ ,, :;g$: 

In 1994, the 10.5 million barrels per day (MMB/D) domestfc production * : ;'li '" 
was approxfmatety 62'percent controlled and 38 percent uncontrolled. The : 

38 percent included 16.2 percent new oil, 10.5 percent released oil and 

11.3 percent oil from stripper wells. Oomestfc production from exfstfng 

wells is estimated to declfne an average annual rate of 6 percent. New 

discoveries are projected such that overall domestic productfon (excludfng 

Alaska) declfnes at a 4 percent annual rate. Productfon from Alaska is 

introduced at the rate of 600,000 barrels a day fn '1978, 1.2 millton barrels 

a day in 1979, and 1.5 million barrels a day in 1980. 

Our forecasts for domestic production fn the period from 1975 to 1980 

are lower than FEA estimates. The dffferences are attrfbutable to the . 

, following: 

1. FEA forecasts a relatively constant level of domestic of1 produc- 

tfon. We project an average annual decline of 4 percent, which fs con- 

sistent wfth the observed declfne for the period 1973 to 1975. > I' 

2. FEA forecasts relatively constant rates- of natural gas production; ' 

we forecast a 3 percent annual declfne and reductfons in Canadfan natural 

gas. Canada has recently announced a curtaflment of natural gas exports to 

the U.S. In 1974, domestfc production declfned 3.3 percent and,imports 
t *, 

:, ',,' 'I I 
declined 9 percent. ld. ,. 

.; " 
, 

The fncreased imports under our "base case" necekaty'-to balance demand $nd 
8 

supply indfcate that the fmposftion of the H.R. 6860 of1 import quotas, 
I , ,  

despite the antfcfpated conservatfon savings, dfscussed on pages 19 to 26 ',,', 

would result fn shortfalls of over 2 tij/O byi98b. (See Table 2.) 
4") , .,,*j ? A‘ L', 3 'p 

10 

. 
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Calendar Year 

Y’ ‘1% 
1977 
1978 
1979 
1980 

TABLE 2 
OIL-ALL 

(MN/D) 

Needed Imports Conservatfon 

f-i 
.l 

9:1 
.2 

." ,;*; :33 

11:o 
.4 
.4 

,  

Import Quotas 



CHAPTER IV ,: ,!1 ,. 'I 
'. -P a ~,,:,,"'I 

FEDERAL. 8lJO(;ET IMPACT OF ti. R. 6860 __ r;. ‘,y; 
1’ 

L. ‘I, : ,; * *’ __.. . _ _ c__. -.. (‘” 31 ,; 4, i 
VW pmhions of H.R. 6860,~artfcularly those establishing fmport YJ 

quotas and providing for the auction of import licenses, will likely 'I'\ 

result fn substantfal revenues for the U.S. Treasury and windfall proffts 

for producers of -dc&st4corude oil. ' - _ : ! 

While H.R. 6860 would affect both budget outlays and revenues, its d ' ', 
" 

principal impact as summarized in Table 4 (see PO 16) 4s on the revenues ,' _ __ _ __. _ __ _ _ _. .- ----- ---- --a- L 

stde of the budget. The import quota system and re?ated system for , ,I' I 
auctions of import licenses combtne to cause this impact. The woridngs ,‘:,,, 

-- - _ .-, _-- 
of the two systems are descrfbed fn detail Jn the-App&iix~--(see p.28), '? -. -_- -.I- -e-i- 

' /t, -..- II-.- -- -_I_- 
Under H.R. 6860, licenses to import cKcn-'ujd-be auctioned----- _'c - . ,' , ,'!( 

to domestic producers and refiners, The auction process should cause the .‘,: : $I. / 
price of imported crude oil to rise to the point where demand and supply ,, '? . I ..,_ --I' I( 
are fn balance. The price paid for the licenses would be passed on to the "Y ,:(,: 

---e-11__- -._---___ --_I--- ,', 
dIdmat@ consumer adreasury revenues would 4ncrease by.the,total -.- :: ) 1: 

i : :. 
amount of the 14cense fees paid. The pr4ce of the crude of1 and the reveques,i'3r /, “', 

5 ) "> 
to Treasury would vary as demand vartes and as import restricttons are ", _/ )L:,,;;. 

1. ', 
eased or improved. ," . 'j 4, 

If imports are restricted by quotas below the amount required to meet - * .*. “1 ii 
_, " 

demand, fmport licenses ~411 become more valuable and domestfc of1 fmporters ,.':$, 
; I',! 

~411 bid higher for them. Using our projectfons of the domestic demand ..:,,: ,! 

and the expected savings from the energy conservatfon measures in H.R. 68&I, ' :.;)t\ 

the excess demand for 041 (domestic demand exceeding domestic supply,-@) 



. * ‘, the fmport ~uota)~would be 0.7 MMBJD tn 1976 rfsfng to 2,3 MW’D in 1979 ‘-I :‘,‘:!! -_ . - -_ -_._. -- .___-- -- ---..-..-A-.-.- ., ” ,: 
and 2.7 MMEVD tn 1980. These excess demands would lead to an estfmated 'Y I ,' --14-1 .-. 1 -__._- ___c_L___ --- ,:, - ..- -. -_ _-----I- -- --?Cm.--I- 

prfce of $19.76 (in current dotlars) per barrel of imported of1 in 1979,. .l, 'I$ 
a','t,,,f 

Treasury revenues would be $11.9 billion In 1976 and $18.5 billion in 

1979. Five-year projections 

from the auction process are 

of Treasury revenues and prfces resulting 

presented In Table 3. 

. .- 
I  

1 1, 

,  ’ ,  .,,’ 

TABLE 3 
.!/ , ,: 
'., 

Import ' Excess 
Quotas -0@J6/D) Demand 

$~zcm Prfce 
Per *arrel’ 

7.0 7.5 
7.5 
7.5 
8.5 

I.,’ 

0.7 $4.67 $17.67 I 1.3 6.19 8 %*! 
I.7 6.12 16:a 
2.3 
2.1 Xf . x . 

- .__ - . . . . - t :j : 

"t Assumes that the Presfdent allows tmports up to the maximum allowed under the Jaw. ‘,’ 
rl , J Ooes not consider any increase in OPEC prices. ‘ . - - I ' ! :' 1 .$A 

,r : The auctfon process, in addftfon to producfng revenues to the ' '1:: 

Treasury, also results In windfall proffts for the domestic oil 

companies. The price of uncontrolled oi? would very lfkely fncrease 

to the new auction price, and windfall profits would accrue to the 

,/ "\ 

: 

',' 
’ oil companies. In 1976 the sum of windfall profits and auction proceeds :'.:I 

would be almost $16 blflion, and in 1979 a'lmost $27 bfllion. This 
j: :i :‘ /!, t 

consequence of the auction process would act as a drag on the economy, “‘Q ::;“(,; 



g ‘I - 

1,1 The wfndfa?t profits could potentially be returned to the economy ' '1: 
:"j .! 
t . 7. d'f, : through outlays for exploratfon and development, fn the form of profits to,,: 

I 
4. .,, shareholders, etc. Lag tfmes on such returns, however, have been estrmated 
$ I'. 
ft\ to be 6 months to 15 months. 
l! 

Further, there are no mechanisms fn the biI1 
'i 
(; to return to the, economy the major portfon of the receipts to the 

Treasury from the auction sales. While the economic effect of the bill 

would be eased by returnfng the $11.9 btlllon to the economy through - 

tax reductions, speci f9c expenditure programs, or transfer payments, the 

fact remains that Its fnitial Impact would be the same as that of a tarfff, 
): 
i;. on oil. 

1' 
B 



t 
5 * 

c 

7 : 

f’j 
TABLE 4 

0 ) pi ; 
f( ,_ i I 

Estimated Budgetary Receipts and Outlays 
of under H.R. 6860 

![' .3 (in Billions of Dollars) , 
($8 ,tl 
j I. 
;$ 
{j’s: 
jj fkCfT?QtS FY 76 
:>Y$ 
.+i 
(; Revenue from Import LScensing Auctfo Id I-- 6.0 

Systel8 

Y 

2.3 

‘4.9 

-0.8 

4 Repeal of Current Licensing 
s 
i tax Credits on Other Energy 
a Conservation Programs 
:i ss, P 
'.Excfse fax on Business Use of IL PeWoteum & PetroIeum Products 
;! 
1 
1 TOTAL RicEIPTs I'. ._- 
'r ? 

i' 
I:,:' 
j Outlays 

' Expenditures for Energy Conservatfon 
and Conversion Trust fund . 

JOTAL W'LAYS 

$UBGETARY SURPLUS 
. 

5.6 2.0 

FY 76 
transition 
Quarter 

2.3 1.0 

2.3 1.0 

.A& 1.8 

Transftfon 
Quarter 

3.0 

1.0 

-0.8 

-094 

p- See Appendfx for details on method of calculation. 

FY 77 .m! 
15.7 16.8 

4.6 5.1 

-3.7 -3.9 

-1.9 -0.6 

016 

15.3 

FY 77 

*4.7 

4.7 

.J&L 

-FY 78 

5.0 

5.0 ,) 

13.4 

E FY 79 

18.1 1s.c 

5.4 L!i;4 
C' _:" 

-4.1 s4.6 

-0;t io;, 1, 
: (,' 

I' ', ;a, ). I/ 

FY 79 FY &a 
1 '. 

,,, 

5.0 5.0 ,; 

$0 50 
Iti. t3.2 -I- 

”  
U  

‘, 1 

2J It 3s assumed that the rate of duty will be adjusted to 10 percent effecttve :( 
September 1, 1975. The rate of duty on distillate fuel and residual fuel wfll be " 
S percent from September K-1975, to August 3T, 1977, and 10 percent thereafter. >',',I? 

#’ :%,I: 
3) Oedoctfons from prevfous calculations of recefpts due to the President's Import fq+; :,,.‘,a,,bi a 1 %l, 
2 Sum of all fitle II ca?cu?atlons, 



ffj, The projected increases in the price of crude 00' under the 
e;.' 
I' ;, * ' ,>.e 

:; 
rb 

*. 
I ( 
1 * 

provisions of H.R. 6860 and their resultant fnfluence on the purchas- ' '. 
i kg‘ ing power of consumers would have several economic impacts. Not only 

would the price increases be inflationary, but they also are likely to _ 

have negatfve impacts on the growth of real GNP, thereby leading to 

Increased unemployment, The economic impacts are summarized in Table 5 
\ 

on page 75. 

To make our analysis, we used the Wharton Econometrfc Model. The * ' 
r 

model resutts, incorporatfng full implementation of the provisions of ' 

H.R. 6660, were compared to'"baseline"* results through 1980, assuming no ,‘% 
,I ‘,, 

, ' 
change in exdsting domestic energy policy and a moderate rate of eco- 'I I I, I j 
nomlc recovery with annual growth fn real GNP of 4.5 percent. 

Our analysis indicated that H.R. 6860 would result in a growth 
’ &I 

,,, 8. 
rate of real GNP below that of the “base1 ine" results for 1976. The * 

..' 
difference in the growth rates narrows in the 1977 to 1980 periods; and " : 

,I ,, "?,d; , 
fn Y980 H.R. 6860 generates the faster growth rate. : r 

,I!', ; : ,( ;, I ! 

A similar pattern emerges with regard to fnf?atfon. H.R. 6860 
:) ki:,) 

,I ,. .:;, 
'I 

would generate higher rates of inflation in 1976 and 1977, but a smal- 
, 

ler rate of inflation in 1978 through 1980. 

H.R. 6860 would have an adverse fmpact on the unemployment rate. ,,y, 

The unemployment rate under H.R. 6860 would be hfgher than the “base- ’ 
._ ..--- - -_ -_, _, _ ___ _ .- -.- --. - - - .. -.. ‘1,:“; 

i !I 
lfne" results through 1980, although the unemployment rates for 

both scanarfos declfne as the economy recovers, As shown ear! ier 10 *,I ',, "$ * ./ 



)“, : 

,,p; p 

‘,,, ,Table 4 on page 12, revenues resulting from the 

‘I - licenses create a large budgetary surplus whtch 

of the Fegeral budget deficit. 

I  t .  : : . ; .  

would reduce the size .' (,“? ; ;"f > 

In summary, H.R. 6860 would deflate the economy most in 1976 ? "", 
L '4,.,( 

when, accordtng to most economic projections, the economy can least I 1 I 
,')C 

absorb it. It has a smaller impact on the economy fn 1978 through 7980. . ', 

As noted previously, one possfble boost to the economy would be to pump 

the funds collected from the auction of import lkenses fnto the economy : ', I 8 / ', 
fn the form of transfer payments, tax reductions, and spending programs, 

, 
phasfng out such actlons as the economy becomes stronger. 
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TABLE 5 

ECONOMIC'IMPACT OF H.R. 6860 

ll 

::;*: . 
813.5' 886.9 935.2 964.0 987.0 '. 
816.7 893.0 943.0 973.5 993.3 ,I 

4.4 
5.0 

186.2 196.7 
186.2 196.0 

NA 
NA 

5.6 3.8 4.5 
5.3 3.5 4.5 

9.1 
9.1 

,, 

8.7 
8.6 
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ENERGY CONSERVATION EFFECTS OF H.R. 6860 
., q, .', f's ,:\,; I' )I 
* ,: 4;: 

Titles II and IV of H.R. 6860 contain provfslons designed to encourage" ,I$ 
i 

energy conservation. for the reasons sumnarited below, we estimate that ,:' 

energy conservation savings resulting from implementation of these pro- : ,,I 

visfons will not be significant when compared to the antfcipated reductfak ,;,‘:: ,’ 
'tn fmports. For example, in 1979 energy conservation is projected to "y ','." 

reduce of1 consumption by a&out 400,000 barrels a day; whereas, the ,, 1 
maxfmum allowable imports under H.R. 6860 for that year would result In .' I( I,,: 

a total crude ail supply some 2.7 mfflfon barrels a day short of projected ,'jl 'ii 

demand. Most of the energy conservation savings under H.R. 6860 would " ':, 

result from automobile fuel efftciency standards and incentfves for 

insul atIon of residences. Other energy conservatfon measures are not ,I', II. ',r 'i ', 
expected to have substantial fmpact. '.I. 

2. c, .;, ;, 

As noted earlier, we have, where appropriate, compared the savtngs , ' "' 

resultIn from provisions of H.R. 6860 with the savfngs under sfmilar ::" 'd I / .< 
alternatIve energy conservatfon provfsfons prepared by our Office. <.i 

*,, 1. Automobile Fuel Efffciency Standards 

Year 

1976 
1977 

;;;i 
. 1980 

Estfmated Savi nqs 
(Thousands of Barrels per day) 

H.R. 6860'[MaxfmumI 

1 

Alternative 

0 ’ 0 

30,oo: 
20,000 
60,000 

90,000 
180,000 ;;oo*::x D 



.+w.. 
“i ‘, f/ ,’ ‘1 __ ’ ,/’ 

,‘.l!$ ;;<, / ,’ _, ,,’ ,:;. 
,, 

,’ : 

>:!, ‘I< ’ I ’ 
‘i,,,; 

: ‘, __* 
II 

$1 h’ 1” i., 
,’ 

,,j A 

? ‘: I’ 

I, 

.,;. 

$ :;I(' 
The abave table shows the possfble savfngs fn gasolfn 

it,.:, 
i., (' 

resulting from the introduction of more efffcfent automobf 

il 
put forth in H.R. 6860 and the alternative are compared using the same ,,I i::iii’), 

.'!W. 
c i 
3, :' " 

base case parameters [new car sales, vehicles on the road, and gasoline .';i 

consumption]. The savings are seen to be comparable in 1980, assumfng the 

: $leage standards are met. However, there is a possfbfffty that the 

HA 6860 provision wfll result fn almost no change. 

H.R. 6860 places- the major burden for fmproving hutomobffe efffCi@W On 

i the manufacturer. fhfs provision is an across-the-board tax On alI vehicles. . __._ -. I----.----.. .--.-*' - . - ,--__ _---e---b- - .---. -_ - -- _---- ~_.. -^ . -._- U-M.. L - 
efficient and fnefffcient. The negative fncentfve is likely to have very 

, lfttle effect on automobile manufacturers sfnce a $50 penalty for Palling ' 
_ _ ._-.. . .- -.- _ -- ___._ _ - .--. -- .-- * .__._____ _ 
one mfle per gallon short of standards is less than Z-percent of new-&r-:': ,,a ,', 
prfces in 1975. Since large gas inefficient but expensfve automobiles - 

are high profft per unit items for manufacturers, a manufacturer could ( . . 

alter the prfce lists to offset the penalty. Thus, H.R. 6860 could have 4 

lfttle effect on the introduction of more efffcfent gas automobfles fnto : 

the automobile fleet. The H.R. 6860 provisions regarding more etffcfent, ":*", ',l 

automobiles do not take effect until 1978, __. ..--- - -. b .' **_. -- :,, 
In contrast, the alternative proposal--also designed to take effect Sn j ,,,I .I 

197Gfs more lfkely to result In energy savings because ft would require _/ ::I:, 
.: 

that the consumer pay a sfzeable tax if he wished to purchase a vehicle ' ':,::,,,i: 
,, ', 

which did not meet certafn efficiency standards. Thus, the alternatfve 'I) ":," , .,' 

both encourages manufacturers to produce more efffcfent automobf'les, and 11 ,',$ 
,I. 

consumers to purchase more efficient automobiles. 



. 

More immediate energy conservation savings also could be atta 

by a program of cash rebates from the Treasury for the purchase of 

automobiles which meet certain efficiency standards prior to model 

1978. 

2. Repeal of the Excise Tax on Intercity Buses 

new ,( 

year 

The removal of the excise tax on intercdty buses will result in . ; :' '1). 
savilngs for the bus companies and a loss in Government revenues. However, '-' 

th4s cost saving provision, even if passed through to customer fares, ,I' 

would appear to be of such minimal impact that it would,have no perceptfbh 
: 

effect on bus transportatfon and,therefore, on of1 consumption, 

3. Repeal of the Excise Tax on Radial Tires 
i' 

3'. ; ', 
The cash savtngs for a consumer purchastng radial tires resulting I';:, ' ,, 

from the repeal of the excise tax would be less tha! the price difference,',' :'. : 
between one radfal and one b+as ply tire. While this provfsfon might , .Q': 

have some impact upon the sales of radial tires, it is doubtful that it ,,:*',.,: 
,$: 

will impact upon energy consumption to any measurable extent. 

4. Repeat of the Excise Tax on Rereffned Lubricating Oil 
I j. Y 'I,, *I I,".' 

1 ‘I 

ff this action were successful in encouragJng the addjtional use 00 : ;,: 

rerefined oil, ft would have a negligible impact 6n oil consumption, 
,:‘ 3, ,e, :' 

In 1972, the United States consumed about 2.2 billion gallons of (,,:_ 

lubricating oil. Only about half remains after usage. EPA estimates 1, : 1, f? t 
that about 340 m+llion galtons of the remaining 1.1 billion gallons are ,"iV ,, ,: ;' 
not reused. If all 340 million gallons could be recovered, a 22,000 1 ) :(',~~~; .%$j. : 



d 
$,. 
‘2 “’ .f barrels a day oi? savfngs would resutt, However, this is only slightly :I:':' ..i 

#lore 

5, 

,’ 

than .I percent of total 1974 oil consumption, 

Insulation of Principal Residence 

To obtain a 40 percent savfngs in heating energy for resfdences, 

M's Project Independence Report estimated that an owner fn the Northeast '. 

and Northcentral areas would have to spend about $800 and In Southern 

and Western areas about $250 to retrofit housing unfts. 

H.R. 6860 would provide a tax credit for 30 percent of insulation 

expenditures up to $500, or a maxfmum tax k-edit of $150. A more liberal Ip 

tax credit for Insulation expendftures should result in greater savfngs. ' ,:,, 

For example, the alternative proposal provides for a tax credit of 50 percent i: 
'AI I L/ 

ior the first $500 of expenditures and 25 percent for all expendftures ' ; 3. ri 
over that amount. There ts also a provision for direct low-interest loans ,"'l:: 

,- j,' 
to cover the complete expenses of insulation for persons having a gross ',( 

3 . : 
Income less than $12,000. 

The following table tndfcates the aniount of tax credit and eipense 

. .* 
I' 

to the taxpayer for linsulattng his home under H.R. 6860 and the aTtematlve 

proposal. 

__..-.- --_ -... 

Northeast and Northcentral 

South and West 



The savings resulting from the insulation of existing housing under the, 
, .:i- "; !, 

:,,, :I 
!t a,:5 

provisions of H.R. 6860 were previously calculated by FfA. The follow- +.Y 
, I,* ,,i 

fng table shows the savings in barrels per day of oil for the perfod 

7976 to 1980 for both H.R. 6860 and the alternative. 

Year 

1976 

1977 

1978 

H.R. 6860 AlternatIve ,I ( 
c 

120,000 65,000 
* 

110,000 , 200,000 
. ,.' 

110,000 270,000 L 

1979 110,000 280,000 \ 1,. 
, !' 

1980 110,000 290,000 
.' 

' i' I. 8 I 'I , .t r G, 

Asfde from the djfferences In tax credits, other differences givfng 

rfse to hfgher savfngs under the alternative are: 

-H.R. 6860 only deals with old houses;whereas,the alternative: 

deals with both old dnd new houses. 

-4.R. 6860 only allows tax credits until January I, ?977, Mireas 

the alternative allows tax credfts until January 1, 1978.' ,' 

Both programs have no further fmpact on retrofitting old houses after the __ - --__ 
i ’ 

I, *: 

expfration of their rebate provisions. 
- . 
_ .--. - *.-- F.. .-_.-- ---.--. 

6. Residential Solar Energy Equipment 
__-., _...__._._^_ . ..-.e ---Cl, 

Prices for solar heatfng and coolfng systems start at about 82,600W ,"': l"f 
Given the current erosfon of dfsposable income, even the 25 percent tax , ',' : ":': 

,;, +% 
credtt fs unlfkely to make much difference In the rate of introduction .,"/',"i: ,,,;I 

i ', . 
of solar heating and cooltng systems. l 

,,' 'i 
’ 

,i 

)  ’ h 



* 
Although solar heating of residences and water in particular has “' '. ,';';I 

: , ,, :;' 
advanced to the point where It does offer opportunity for energy savings, '*' " I?,, 

I 
such systenegenerally must be installed together with cbnventional heating ', : :, 

,; I 
systems for use in prolonged periods where there is no sunlight. Given ,“; i 

the high initial cost of solar systems, a 25 percent tax credit is not 

likely to have a measurable impact on the levels of energy consumption ,,, 

by 1980, 

7. Electric tifghway Vehicles 

The absence of a large scale manufacturing Industry and service organfz- 

ation preclude any measurable impact of electric motor vehicles on energy ' 

consumptfon before the end of thts decade. It is important also to understand 

tkafelectrfc vehicles as such may not conserve energy, but will transfer ! ' ,,, 

energy consumption from petroleum to electricity which may be produced by :', 
, 

coal, nuclear energy, or other sources, including of 1. 
< ,.'l, 

' ; 
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- 1. )‘. 

0. Excise Tax on Business Use of Of1 and Natural Gas ,; 
.._- 

The excf&-taxVimi&ed on industrial consumptfon by H.R. 6860 is " "? 

expected to result in reduced industrial consumption of ofl. The table 

, below shows the impact of the tax on fndustrial oil consumption. The 

prfce per barrel of oil is the weighted average prfce of old oil, plus 

imported and uncontrolled oil. The prfce of uncontrolled.'oil __.. - .-- ._.. __- ---- ._ 

fnctudes the effects of the H.R. 6860 fmport license auctfon. For purposes 

of caluclating the savings, an elastfcfty of 0.044 fs assumed (this ffgure 

fs comparable to FEA estimates). As shown, the savings are minimal, 

amounting to only .22 of 1 percent of consumptfon by 1980. 

\  _, ~__,LI__----- - -  .  

. -  - - .  
.’ --.-a - - - .  - -  .__. .  __ 

-Percent Sav'fngs of ' ' 
i 

I Eu 
Total Industrial 

Qrlc_e ~OnsumDtfon of OfI I 

; 1977 $ .17 $ 13.22 .06 r, 
i 
1 

197% .33 13.61 .11 
, I s 

1979 
,. , 

! 
* .50 14.39 .15 '_ ' 

i 
! ,,,' 

i 1980 .67 13.43 .22 I 
i' ',~ _,. 

'( ; < 
. ,-_- -- ". --.."--.- - - . ..-__ . ..---. --_. _. __ _ c-- C. - 

I '/ a: ,,I ,'! 
Natural gas consumption is likely to fall steadffy in the next few -""i 

years due to declining production; In the presence of this overall decline, ""1 .' 
the fmpact of an excfse tax on indust‘rial consumption of natural gas will *I'- 

be undetectable. 

Sfnce the excfse tax is placed on the consurnptfon of partfcular ,1 "l :",,i I: Ib' ./'$ 



F 
.I’, ‘j b 
,? ofl overall energy consumption. Industry can avofd the tax by switching 
'ii , 

'?" :;:T 
,, :.., 

8' t to coal or etectrfcity. Any impact the tax mfght have an consumptfon of : + 

% 
*_ : 

ofI and natural gas is likely to be more in the nature of accelerating a : '!' 
p 

i - - - - _ -_ /I' fi _ _ 

il 
switch to e7ectrfcfty and coat rather than saving energy, 

--.-- _ _, 

.' 

i The tax could be modiffed to encourage energy conservation. 

1 
I 

\ 
Industrial consumptfon of energy per unit output could be determined, ,, 

and should an indujtry fmprove its energy per unit output by some 
i ,, '. 
h / amount, for example, 5 percent, the tax would be forgiven. Thfs would I: 

: 
mfnfmfze swftchfng from taxed to untaxed energy sources, and it would ,q ' 

. 

be accomplfshed without reducfng existing Government revenues, t 
I 1 

.  . ._,  

i 
-  .---we_-_- .____ LC_I_-Cr.C- - - - -  _ . . - .  - -  

. , 
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,I, ‘.I\ ,I *,, I 
EVALUATION OF THE IMPORT LICENSING SYSTEM ,': . f* 'I,/ :;, ,!, /h 

H.R, 6866 establishes an import quota system with a ceil!ng whfch 'I ' . 

reaches 6.5 MMB/D in 1980 and after. This import ceiling could be 

modified at the President's discretion depending on economic conditions, 

The President must set the import limits at least once each calendar 

quarter, The President' may reduce or extend the daily maximum by 1 MMB/P in 

1975 through 1977, by 1.5 MMB/D in 1978 and 1979, and by 2 MMB/D thereafter. I 

As conservation of oil takes hold and reduces the consumption of oil, 

the President is to reduce the import quotas in line with the oil saving. ', 

The quantity of of7 demanded is expected to rise between 3.5 and 5 : 

percent each year between 1976 and 1980. By 1980, the conservation programs : 

of H.R. 6860 will reduce 011 consumption by about 400,000 to 500,000 barrels I. 

of oil a day. Despite these savings, the imposition'of the quotas contained 
. 

in H.R. 6860 will result in shortfalls in the supply of oil. The import 

license auction will have a significant impact on the price of oil, Treasury i 

receipts, windfall profits, and the economy. 

If the demand for crude oil increases at the rate indicate; in 

Table A.1 

under the 

available 

One techn 

(see page 32), and if the President allows the maximum imports II . 

law, then some technique must be established to allocate the 1, 

supply of oil (domestic and imported) between the users of oil. ' " 

que used during the embargo in late 1973 and early 1974 was to ;,': 
t II 

allocate by fiat the supply of oil by regions, put a ceiling price on fuet , '- 

oil and gasoline at the pump, and ration through queuing at the servfce .' " : I ,/ it 

station for gasoline, and through cutting off+business users of of\. ThQs i,'Ajj, 
', . . 

procedure has high costs in terms of wafting tt'me (gas) and unempIoymer# .~'?-::::'i:: 



It is assumed in FSgure 1 that in 1975 we are at equilibrium 

consuming 16 MMB/D. In 1976, an Increase in demand is represented by ~I ,)!,, 
L ,q: 

curve D Nhich shows an excess ,demand'of 1.7 MMB/D over 16 MM8/D at the ' )I ',,' 
r. 

world price of $13 per barrel. Under these conditions, we would have ",' 

to assume that the President allows imports to go to the upper limit 

allowed under H.R. 6860 or 7.0 MMBJD, thereby resulting in total oil 

supply of 17 MMB/D. If this were the case, the excess demand for oil ',, 

;,. 

would be 0.7 MMB/D. Price could be expected to increase by the amount , 

necessary to bring demand and supply into balance. In economic terms , 

this is defined,as the market clearing price. The amount of prfce fn- 

crease is represented in Figure 1 as thechange in price (AP). Thus, the qy 

market clearing price would be equal to $13 + AP. ,, * .--- .-- _ . . - --. . ~. _ - --. --._. ._.. _.. _ .-. _.. 1--s -. .A”” 0 
In effect, the price rfses by an amount approprfate to curtaflfng the ',: 

' <. " 
demand for crude oil. The question is: How. does the auction process ,': I 

assure that the price will rise by the appropriate amount? ' 

HA 6860 would auction off the import licenses to those willing .':a 
; 

to pay for the rights to fmport oil. This auction process should drive up ':: i. ,I 
the prfce of crude to the market clearing price. The prfce paid for the '! 

lfcenses will be passed on to the users of the end product. Treasury . 

receipts would be the average price of the licenses times the barrels of 

oil imported. Further, the price of the crude of? and Treasury recefpts ,,~ 
7 

? ,l will vary as demand fluctuates and as import restrictions are eased or , *',L ,' 
Improved. 
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By breakdng up the licenses such that an indivfdual or related " I.liti 

group of individuals can import only a small amount of oil, it is ' ' .:.?. 1) 
hoped that there will be no way to corner the market. Assuming this 

: ,: . >: ' 

does not occur, then the oil importers, who bid for the licenses, would " 

make what they calculate would be the appropriate bid. The Office of l 

Petroleum Import Licensing in the Federal Energy Administration 

wfjl allocate the quota among the high bidders. If the high bids ' -- - ._-. 

are such that the market clearing price is sti?l below $13.00 + AP " 'I, 

then the excess demand for the end products will bid up the price of _ ., 

crude oil and the holders of the import licenses may either sell the 

Import licenses at a higher price stnce they have been shown to be more ':' 
' ', 

valuable than thought or the license holder may import the crude and set1 '1, i " . . 
It at the price $13.00 + AP, In either case, they make a windfall ,,, ,';":, 

profft. But in the next "go around" the oil importers that were unabte ""J ', 
. i' 

..i,:, 

to obtain the import licenses in the previous auction will raise their " : 
bids, increasfng the prtce of crude to approximal%Ty TV-market'ilearing':, '1; ~~,?' 

.--- _^ -- 

__ ,___ -___ --we-.--..-- --.- -- -6-v 1: ,/. 
price, $13.OO+AP. -- - --. Generally the market ctearfng price IS quickly estabi(" : ; ,' 
lished in an auction arrangement. 

,, : : ':" 1 I ( ;' -_I- - ,.. ._ . . _-- 
'--_IIUL- - . _-. __ . - -._ --- --- 

The Treasury receives the revenues represented by-the cross-hatched I- ” “,: 
- -..--._ - .__ . .-__ 

,/ iI 
area with the stipled area going to windfall profits due to the auction , . i' 

(represented by the increase in the price of uncontrolled domestfc of? 
', ; ., ,' '), “'1, 

times the bid price for the import licenses). To calculate the b9d prfceb, ':; ,tyT 
:,, 

, 0' ,' ,,; ) !"1: 
AP, we assume an elasticity of demand for crude oil and use the formI&/:... ', ?' . i . -) * *;:A 

f" o,/.p 1' for elasticity to be found in any elementary economics text, i?,‘F’ ,; ,I 



That is: 
E o AQIQ 

AW 

Rearranging terms: ,:ie 

P = PeAQ * 
EQ ,' L '. ,'3 '4 

- $1 
Our assumptions for the change in quantity demanded (excess demand) are ' "' 

' found In Table A.I., along with total demand, Q. These numbers have 1 

been taken from Tables 1 and 2 tn the body of thfs study and transferred, 1 
-* 

to Table A.%. along with the assumptions for Price (P) and ElasUcity (E). jl,l, 
^ .  _ _.^_. w-- . -b . .  

--ll_--l_ _. 
. - .  . - . . - . - . - - p -__  

T/WE A.1. 
..-- --_-- -_. I __ -- -e-l., ‘.';> :,, 

'. ,,, 

Calculat$on of Auction Price/Barrel 

Total Excess 
Demand 
@Ml/D\ 

E -0.11 -0.15 !I$*;; 
13:oo 

16.7 16.8 0.7 1.3 
1978 -0.19 17.0 1.7 
1979 -0.23 * 13.00 17.3 2.3 
1980 -0.30 13.00 18.2 2.1 : ,.!I/ 

,,I,_ , '/ ,,: 
I. ,I 

lJ This elasticity relates to the demand for crude oil, but Is not a direct 
measure of the sensitivity of consumers to the price of goods derived :, 
from crude oil. '\ 

. -  _ , -  ,  .  :  
- . ._.  w  . - - -  _ 

1 . ,  i 
, :  ;  , . .  

.(S’ ‘, 

. I? . .  ..us*rr ‘, ,  *> 
- -  -  - -  .---_ -  ._ __ _ _ ___ _ 

The Treasury receipts and wf&%alfjrofi?%. expected to result from l,i,:l " $ 
,, 

W.R. 6860 are presented In Table 2 in the body of this study* The " ' '.! ,', '1; 

assumptions underlying the calculations are optfmistjc, as explalned below, Yet 4 
_ _..-- I---------- - -- ,I , ',' 

. ' 3 "fl t 



magnitude of the Treasury receipts, windfall profits, and the rise in .' ;,$ 
', /I. 

the price of ot? are of a serious nature. 
:> 

: * *,.'sr', 

If we assume that the windfall profits wfl? be put into energy research :':, 

and development or returned in the form of profits to the stockholders 

(and not used to buy non-energy related companies4.e.. diversity) then the 

windfall profits should not be a drag on the economy, There ~111, however, 

have been a redistribution of income from consumers to of? producers. ' 

The Treasury receipts, however, together with the impacts of other provD&n 
__I 

0f.H.R. 6860 do constitute a drag on the economy of $3.3 bitlion in 7976 

risfng to $16.1 billion in 1979. This could be easily remedted by pumping 

the net receipts back into the economy through temporary tax reductions 

(extending the current tax reduction) transfer payments, or spending programs. ' 

The simplest procedure wou?d be to extend the Tax Reductton Act of 1975, " 

whf?e other spending programs and tax reform are being studied, 

In this analysis, we have not considered the supply side of the 
,/? 

'domestic petroleum.mark&, 'b&au& it is not likely that there*wi?l‘-be-'-'-"- ',+- 

a supply response to higher prices until 1980 or thereafter. 

The underlying economic assumptions of these ca?cu?ations con- 
. * 

stitute an optimistic scenario. 
, 

If the economy recovers at a faster 
" 
I ' ',( 

phce than forecast.and, therefore, the demand for petroleum products 
,' ' 

increases, excess demand could be much greater than shown in Table A.1. 

This would greatly increase the price of uncontrolled crude and petrol-< '"]i' 
! ,., / 

eum products over the $19.00 per barrel indicated for 1979 and Treasury 1 ,I' 
1 r ,,!.,'; 

receipts and windfall proflts would also be much larger than indkated., P- :' '*I.'/1 
‘. ;: ' 

4 ' ,j, {, '. &$ 
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