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RISING OIL PRICES, EXECUTIVE BRANCH
POLICY, AND U.S. SECURITY IMPLICATIONS

FRIDAY, MARCH 24, 2000

U.S. SENATE,
COMMITTEE ON GOVERNMENTAL AFFAIRS,
Washington, DC.

The Committee met, pursuant to notice, at 10:00 a.m., in room
SD-342, Dirksen Senate Office Building, Hon. Fred Thompson,
Chairman of the Committee, presiding.

Present: Senators Thompson, Voinovich, Domenici, Lieberman,
Akaka, and Cleland.

OPENING STATEMENT OF CHAIRMAN THOMPSON

Chairman THOMPSON. Let’s come to order, please. Thank you all
for being with us here this morning. Today the Committee is hold-
ing an oversight hearing on rising oil prices, Executive Branch pol-
icy and U.S. security implications. As we all know, oil is an essen-
tial component of our economic vitality and lifestyle. Petroleum
products fuel 97 percent of our transportation needs, for example.

Oil is the primary energy source for many industries and a key
feed stock for others. High oil prices affect everything from travel,
shipping, autos, chemicals, consumer products, technology, and
home heating. It wasn’t long ago that we enjoyed historically low
oil prices. A little more than a year ago, oil was about $10 per bar-
rel. Gasoline was less than $1 per gallon.

In March 1999, OPEC decided to decrease oil production and
drive up oil prices, even as world oil consumption was rising. Since
then, oil prices have tripled to about $30 per barrel. During this
winter, home heating oil prices doubled in the Northeast. As Sec-
retary Richardson put it, the administration was caught napping at
that price jump.

Economists are predicting gasoline prices will continue to rise in
the near term and some think that gasoline could cost about $2 per
gallon this summer. Oil also has important application for our na-
tional security. Because oil is the life blood of our economy, it must
be reliable, affordable, and predictable. Relying completely on oth-
ers to supply it can present dangerous consequences to our pros-
perity and way of life, both vital interests that the country must
be prepared to defend.

The United States is becoming increasingly reliant on foreign oil.
This is cause for alarm, given that some of the world’s leading oil
producers are politically unstable, face difficult internal issues, or
live in tough neighborhoods. We now depend on foreign sources for
over half of our oil needs and we are heading to 60 percent within
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5 years. It seems that few people view our reliance on foreign oil
as a problem until prices are raised.

Here in Washington, it is tempting to enjoy the political windfall
of low oil prices; so long as prices are low, policymakers are prone
to ignore the link between oil imports and national security. But
it seems to me that there is a danger not having a proactive energy
policy. The recent oil price shocks may be a sign that these chick-
ens will come home to roost and perhaps might be a blessing in dis-
guise if it gets our attention.

It seems to me that after a decade, when we were using more
oil, consumption was increasing and production was declining, dur-
ing which we enjoyed historic low prices because of a given set of
circumstances that was prevalent at the time—the Asian economic
crisis, weather, various other things, miscalculations by OPEC,
oversupply from their standpoint—those forces are simply revers-
ing themselves now, as could be expected. But after all of this hap-
pening, we find ourselves now that OPEC has changed its mind
about its policies.

We are all in a state of shock that such a thing could happen.
It does not seem to me like we really ought to be, and so now we
are looking at some short-term solutions that I hope will not
present more problems than they cure, and also, hopefully again,
some long-term solutions that we usually seem to want to take a
look at only when prices go up. But I think the issues of supply
and stability, frankly, are much more important than temporary
price increases, considering the historical price of oil anyway. But
anyway, with that, I will turn it over to Senator Lieberman.

OPENING STATEMENT OF SENATOR LIEBERMAN

Senator LIEBERMAN. Thank you, Mr. Chairman. Thank you par-
ticularly for moving quickly to convene this timely hearing on this
problem that has been of great concern and frustration to the
Northeast this winter and now is to consumers of gasoline through-
out the country. The worst of the home heating oil panic that hit
the Northeast this winter has now subsided, mostly because tem-
peratures have warmed, although the supply eventually came up
to begin to meet the demand. But consumers are still bearing a
very heavy financial burden with oil prices at the $27 to $28 per
barrel range, and gasoline prices, as everyone knows, are still ris-
ing unabated.

Because our gasoline stocks are now at about the level they usu-
ally are on Labor Day, reputable analysts are predicting drivers
could be paying between $2 and $2.50 per gallon at the pump as
the spring and summer vacation season approaches. Incidentally,
one of the questions that I will want to ask the witnesses today is
about the inventories. There was a recent article in Business Week
that indicated that normally the oil industry builds its stocks of oil,
to a peak around April 1 and then runs them down through the
summer driving season.

This year, however, gas stocks are at the ultra-low levels now,
usually seen around Labor Day. I want to ask questions about that.
More generally, Mr. Chairman, I know Secretary Richardson has
had some success in pressuring OPEC to step up its oil production,
and, of course, I am grateful that he has taken an aggressive role
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in trying to ease the current squeeze, but still we will not know by
how much or how soon output will be raised until the OPEC con-
ference in Vienna on Monday.

That reminds us of what Senator Thompson has said, which is
that we have put ourselves in a position where we are dependent
on foreign sources of oil and therefore vulnerable. I was also en-
couraged that the President, in his radio address last Saturday,
called for the creation of a regional home heating oil reserve for the
Northeast, with an appropriate trigger that would supply addi-
tional heating oil to the market during a future shortage.

Senator Dodd and I introduced a proposal along these lines last
month, so I look forward to working with the administration on a
bill that we can hopefully pass this year so that we can give some
sense of security to businesses and family consumers in the North-
east, before next winter’s home heating oil season begins.

But I must say none of this eases the frustration of being caught
in an all too familiar and aggravating OPEC oil vise yet again. So
I hope we can discuss today how this great country of ours got to
this point of economic vulnerability to a cartel whose supply-con-
trolling, price-fixing practices would be illegal in this country. I
hope that we will, if you will allow me to put it this way, not just
get mad at OPEC today, but figure out how to get even, and in that
sense, I mean by beginning to take the steps that are necessary for
our country to be more energy independent.

In the meantime, a lot of us have talked about the desirability
of responding to the oil crunch by drawing down from the enor-
mous crude oil inventory we have in the Strategic Petroleum Re-
serve to add to supply that will reduce prices.

I do not view this as a panacea, but it certainly could and prob-
ably would have a short to mid-term effect on gasoline prices, and
it gives some strength to our position and makes us, I think, more
than simply a supplicant without resources, begging and pleading
at the OPEC’s table. I remain concerned that we have not gone into
the Strategic Petroleum Reserve, but I'm encouraged that some of
our witnesses advocate the approach, particularly and preferably
the so-called swap approach that would involve the release of oil
now to refiners in exchange for a promise to return additional
amounts of oil to the reserve in the future.

But let’s step back and look at the big picture, and it looks a lot
like the Chairman indicated. It is clear that the price volatility and
the threat that it presents are symptoms of the more fundamental
long-term problem, which is our dependence on foreign oil. By fail-
ing to provide our own citizens with energy alternatives that are
within our control, we limit our options in times of national emer-
gencies and entrust our economic and therefore, our strategic secu-
rity too much to the whims of others. I think it is imperative that
we take some steps now to wean ourselves from foreign oil and to
develop a domestic infrastructure to deliver reliable alternatives.

First, we have to invest the time, money, and energy, to wisely
increase our domestic gas and oil production, diversify our energy
mix to include more solar energy, fuel cells, wind and even nuclear
power, and develop long-range strategies for harnessing these addi-
tional energy resources. I know in this regard that there are dif-
ferent and difficult balances to be made, particularly about the
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drilling of oil domestically. Again, some have suggested that we
target, for instance, the Arctic National Wildlife Refuge.

The U.S. Geological Survey estimated that there is less than a
6-month supply of commercially recoverable oil in ANWR, which is
not inconsequential, but nonetheless convinces me as I make my
personal comments, that it is not worth it to destroy this refuge for
that amount of oil, which some have estimated would never meet
more than two percent of our Nation’s need at a given time. But
those are the balances that we are going to have to make, each of
us and the Nation as a whole, as we try to become less dependent
on foreign sources of oil.

Second, in the context of the utility deregulation debate, Senator
Jefferson and I are cosponsoring legislation that would require util-
ities to use renewables for ultimately 20 percent of their power pro-
jection by the year 2020.

Third, we have got to take stock of the domestic energy market
and evaluate national and individual consumer decisions affecting
our energy supply and efficiency. In some areas here, the results
are actually encouraging. Conservation and efficiency measures
that have been taken by American businesses have significantly
improved the energy efficiency of the overall economy. During the
crisis of the 1970’s, nearly nine percent of our GDP was spent on
oil. That is down to three percent today and I think we can build
on that progress.

But the record is not so bright across other sectors of the econ-
omy, particularly when it comes to our driving habits where vehicle
miles have increased by 130 percent over the last 30 years and, de-
spite early improvements in fuel efficiency, current standards have
stagnated and Congress has imposed a freeze on raising or even
studying the benefits of raising the corporate average fuel effi-
ciency. I think we have got to do much better at that.

So, bottom line, Mr. Chairman, I hope that we will use this mo-
ment of dwindling oil supply and rising prices to heed the warning
signs, to think about our future health and security as a Nation,
and to act together to adopt a new progressive energy policy for
this new century. I thank you. We have an excellent group of wit-
nesses and I look forward to hearing from them this morning.

Chairman THOMPSON. Thank you very much.

Senator Voinovich, do you have any questions.

OPENING STATEMENT OF SENATOR VOINOVICH

Senator VOINOVICH. Mr. Chairman, first of all, I want to thank
you and Senator Lieberman for holding this hearing today. I have
been concerned about this Nation’s lack of an oil policy or energy
policy back from the 1970’s, when we had that terrible situation
where our gas prices went through the roof. In spite of the fact that
we have been through these peaks, this Nation has not taken the
time to sit down and develop an energy policy and to get all of the
competing interests together in a room and figure out where we are
going.

Yesterday, Senator Warner, Senator Baucus, and I held a news
conference in opposition to reducing the tax on gasoline by 4.3 per-
cent, which people are suggesting is going to solve the problem that
we have, on the grounds that about all that would do is save the
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average driver a year about 43 bucks and break the covenant that
was made by this Congress to the governors of this country that
we would have reliable and stable source of revenue so that we
could deal with the highway and transportation problems that we
have in this country. I also mentioned the fact that the proposal
was just another thing to take our eye off the real issue, and the
real issue is that we do not have an energy policy.

Senator Lieberman, I think you eloquently spoke to some of the
various options that are available to us. But we have not been will-
ing to do that, to bring them to the table. And the environmental
interest—we cannot do this and we cannot do that. The fact is, we
have to get our national security interest on the table. We have got
to get our economic interest on the table. We have to get our envi-
ronmental interest on the table and reconcile them. But one thing
I think most people would conclude after we do that is that we are
too dependent on oil from around the world, from a lot of places
that are very unstable. We have to do, as a Nation, a better job
of providing our own source of oil.

The issue is how do you go about doing that and at the same
time, give consideration to the environmental concerns and other
concerns that people have? This is an ideal time to do it because
of the fact that we are seeing just what impact this has had on our
economy in the short run and God knows how long it will be, but
I suspect Secretary Richardson and the President—we have got a
November election coming up, some miracle is going to happen be-
fore November that gas prices are going to go down. I am confident
of that, folks. It will happen.

But then the issue is, after the dog has stopped barking, are we
just going to go back to the way we did things before and not really
confront this issue? So it is time to get together on a bipartisan
basis and try and face this thing forthright and stop dealing with
it by putting it in a drawer, and of course, to try to explain to the
American public, that there are a lot of things that we could be
doing. But, it has got to be a multifaceted program that we have,
and not just one silver bullet that we are going to say is going to
solve this problem.

I am anxious to hear what you have to say about this issue from
a national defense point of view. We do not think about that, do
we? We have our Strategic Petroleum Reserve, but what if we do
really get into a jam? How vulnerable are we from a national secu-
rity point of view as a result of the policies that this Nation has
been following?

So, again, I want to congratulate the two of you for holding this
hearing and let’s hope that after this crisis is over, that everybody
just does not go back to where they were before. We ought to take
this thing on and make a covenant among ourselves that we are
going to stay on this administration and the next administration to
make sure that this Nation has an overall energy policy, and one
that will protect our security interest and also deal with our own
economy. Thank you.

Chairman THOMPSON. Thank you.

Senator Akaka, did you have any opening comments.
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OPENING STATEMENT OF SENATOR AKAKA

Senator AKAKA. Thank you very much, Mr. Chairman. I want to
thank the Chairman and the Ranking Member for having this very
important hearing this morning. America has energy problems and
we all understand that there is no overnight solution, but we have
got to work on it.

More than 55 percent of the oil we consume is imported. And in
places like Hawaii and New England, import dependence is 75 per-
cent or greater. Our import dependence has been rising for the past
two decades and we cannot turn this trend around overnight, and
this is our problem. As I see it, two things will reverse our energy
problem: A multifaceted energy strategy and the commitment to
sustain that strategy.

In my judgment, we need both of these in equal proportions. If
we want to improve our energy outlook, we should adopt energy
conservation and demand reduction measures. We should develop
energy resources that diversify our energy mix and strengthen our
energy security. We should adjust tax policies to assist marginal oil
producers, encourage energy efficiency, and promote renewable en-
ergy.

We should build more efficient buildings and weatherize existing
structures, so that they waste less energy. We should give up our
gas guzzling SUVs and drive a new generation of cars that con-
sume one-third as much energy. These are long-term measures to
improve energy security, but I want to point out an immediate,
short-term energy security initiative, championed by the Clinton
administration, that has not been given the praise it deserves, and
I am referring to the Clinton initiative to fill the Strategic Petro-
leum Reserve.

For the first time in many years, the Clinton administration has
added significant volumes of oil to the Strategic Petroleum Reserve.
This achievement was possible thanks to a collaboration between
the Department of Energy and the Department of Interior. This
creative arrangement, known as the Outer Continental Shelf Roy-
alty In-kind Program, will add 28 million barrels of oil to the Stra-
tegic Petroleum Reserve this year.

Instead of receiving lease payments for oil produced on Federal
lands, the government receives crude oil that we deposit in the
Strategic Petroleum Reserve. Filling this reserve means greater en-
ergy security in times of crisis.

For too many years, we treated our Strategic Petroleum Reserve
as a petty cash account. In 1996 and 1997, we sold $450 million
of Strategic Petroleum Reserve oil for deficit reduction. Whenever
we needed a quick budget fix, Congress and the administration
agreed to dip into the Strategic Petroleum Reserve and sell the
emergency reserves.

Through the royalty in-kind program, we reversed many years of
bad energy policy. Unfortunately, this is a temporary program that
expires later this year. But if we extend the royalty in-kind pro-
gram, we could fill the Strategic Petroleum Reserve to capacity by
the year 2007. That would be a great accomplishment, if we could
do it, but it will not happen without an extension of the royalty in-
kind program.
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Six members of this Committee come from New England and
Mid-Atlantic States that are suffering high energy prices. I'm sure
that all of you support the Clinton administration proposal to es-
tablish a regional home heating oil reserve. If you support the re-
gional home heating oil reserve, you should also support an exten-
sion of the royalty in-kind program.

The royalty in-kind oil has been the only source of new oil for
the Strategic Petroleum Reserve in the past decade and it is likely
to be the only source of petroleum product to fill New England’s re-
gional reserve. Thank you very much, Mr. Chairman.

Chairman THOMPSON. Thank you.

Senator Cleland, did you have any comment.

OPENING STATEMENT OF SENATOR CLELAND

Senator CLELAND. Yes, sir, Mr. Chairman. Thank you for having
this hearing. It is very timely and I want to thank you and Senator
Lieberman for bringing us together. Mr. Chairman, I might say
that the question of high gas prices, to me, is deja vu all over
again. I was head of the Veterans Administration in this town in
the late 1970’s, and the devastating thing that I remember about
those years are rising gas prices, which basically, on their own,
programmed in about three percent of the terrible record inflation
that we had in those days.

So I think that rising oil and gas prices are a tremendous threat
to the economic growth that we have sustained over the last 7 or
8 years. I think we have to act on this threat to our economic well-
being and we have to act quickly. I think we need to go back and
turn the pages of history back about 20 years, to what President
Carter was thinking about in those days. That was synthetic fuels
and more research in that regard, ethanol, and using some of our
technology to devise means where we could become more energy
self-sufficient.

How did we get to where we are? Well, the 1997 Asian economic
recession, among other factors, led to a decrease in global demand
for oil. As the market became saturated, the price per barrel of
crude oil plummeted. At the beginning of 1999, consumers enjoyed
the lowest real dollar price for gasoline in history. Mr. Chairman,
actually, in my State, the average price last year in Georgia for
gasoline was 89 cents per gallon. I cannot even hardly run my
wheelchair that economically efficient.

That is pretty cheap. Now, Senator Lieberman tells us that gas
prices, by Labor Day, may go to $2 per gallon or $2.50 per gallon.
This is of great concern to us and great concern to citizens in this
country and people in my State. Well, the 1999 gas prices did not
stick. The events caused domestic oil production to be curtailed to
extremely low levels. In fact, by July, 1999, domestic oil output had
fallen to levels last seen in 1946, right after World War II. Think
of that.

By July, 1999, domestic oil output had fallen to levels last seen
in 1946. All of these events compounded to amplify the devastating
effect when, in March 1999, OPEC adopted production quotas to re-
duce the global supply of petroleum. By cutting output as much as
4 million barrels per day, OPEC was successful in driving the cost
of gasoline up as much as 33 cents per gallon in just a single year.
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This sharp increase in oil prices has caused tremendous hardship
for many of our industries in this country and certainly in Georgia
and elsewhere, not to mention those individuals who must rely on
home heating oil for warmth in the winter months. Over the last
several weeks, I have been contacted by many of my constituents
who expressed their serious concerns about the impact of the re-
cent dramatic increase in petroleum prices.

Among other concerns, propane dealers are facing difficulty in
trying to purchase and market their product. In several areas of
my State, propane provides vital fuel for home heating. Also, pro-
pane is heavily integrated into the management of George’s poultry
operations. We are the leading poultry processor in the country and
poultry operations processors are a leading industry in the State.
The high cost and lack of product have caused economic hardships
to these industries, which rely on propane for daily operations.

Because of my concern about the continued rise in oil prices, I've
contacted President Clinton to request the administration’s assist-
ance in addressing the problem. I also called on the President to
examine the release of petroleum from the Strategic Petroleum Re-
serve. While a release of petroleum from the Strategic Petroleum
Reserve is one possibility, I believe we actually have got to consider
any and all policy options which may serve to alleviate the increas-
ing cost of oil, including strong diplomatic pressure on those oil
producing nations which actually rely on the United States for two
things, one, a market for their products, and, two, the guarantor
of their security.

We should also take a close look at several legislative proposals
to reduce or temporarily suspend the tax on gasoline and diesel
fuel. Senator Campbell has introduced S. 2090, America’s Trans-
portation Recovery Act, to place a 1-year moratorium on the 24.3
cent per gallon tax on diesel fuel, effective only if the price per bar-
rel remains above the December 31, 1999 market value, followed
by a permanent reduction in the tax to 4.3 cents, to begin on Octo-
ber 1, 2005.

Well, I want us to do what is right, prudent, and wise, but there
is a very palpable air of near-crisis when I go home to my State
and see the very real effects the rising oil prices are having on av-
erage working Americans when they have to fill up the gas tank
to drive or to car pool or when they buy airline tickets to visit
friends or family or when they are paying their monthly utility
bills. My constituents are getting socked where it hurts, in their
wallet, every single day.

When I go home to Georgia each weekend, people want to know
what we are doing in Washington to address incredibly high gaso-
line prices. Mr. Chairman, I am grateful for this hearing today so
we can review what is actually being done and possibly come to a
consensus on what else is appropriate. I know this is a very deli-
cate situation, and it is having very painful consequences on Geor-
gians and on all Americans.

We must all recognize the severity of the situation and the need
to act, and act swiftly. The American public is looking to us to
produce an effective and bipartisan response to this challenge.
Thank you very much, Mr. Chairman.
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Chairman THOMPSON. Thank you very much. Senator Domenici,
I think, suggested we go directly to the witnesses. Senator, do you
have any——

Senator DOMENICI. I have been stimulated.

Chairman THOMPSON. Senator Domenici.

OPENING STATEMENT OF SENATOR DOMENICI

Senator DOMENICI. And I finally woke up. Is that all right with
you, Mr. Chairman? Thank you very much for having this hearing,
and thanks to our witnesses. Actually, what caused me to say a few
words is that my friend, Senator Lieberman, met me back behind
the Chairman’s desk, and told me that today, he did not leave out
nuclear energy.

Senator LIEBERMAN. We have a running dialogue on that.

Senator DOMENICI. Heretofore, he has spoken about America’s
energy mix, and I have not heard him say that we need to look at
nuclear power. But he has told me privately, that it is absolutely
urgent, and so I wanted to thank him for being all-inclusive this
morning.

Senator LIEBERMAN. Thanks for making that public again, Sen-
ator. [Laughter.]

Senator DOMENICI. Essentially, I have a lot of questions. I would
suggest, however, right up front that the response of the adminis-
tration compared to the size and the dimension of this crisis, and
its potential harm to Americans, is totally inadequate. This is a
big-time American problem. We can keep putting it off, and we
might have a new President who will do little or nothing, but the
truth of the matter is that this problem will not go away, because
we are at the mercy of a number of countries who have their inter-
ests at stake, not ours.

As a matter-of-fact, when we talk about OPEC, we have got to
remember that we did not say anything when oil was selling at $10
per barrel, and Mexico could not make it economically at $10 per
barrel, but we were thriving on cheap oil like kids with a new toy.
The same thing happened for month after month during this recov-
ery period. Venezuela, the same way. They are totally an oil de-
pendent economy. When it was $9.50, $10, or $11, we didn’t say,
“Wait. Wait. Maybe we ought to figure out some way so they can
have a reasonable economy.”

So now, when the price goes back up, we think we can negotiate
our way out of this. I want to tell you another thing. There is this
notion that we can send our ambassador, as good as he is, Sec-
retary Richardson, around the world to negotiate. Negotiation with
the cartel is no substitute for an energy policy. It is not an energy
policy. It is, in fact, the opposite of an energy policy. Since we do
not have an energy policy it means we have to go try to convince
(éountries one at a time to change their policies to help the United

tates.

Now, my suggestion is that if the administration does not want
to adopt an energy policy, then somebody in Congress that has ju-
risdiction ought to look at every single aspect of energy supply for
the United States and then proceed to maximize the use of the va-
riety of energy sources. Now, obviously, environmental concerns
will be raised, but the production of energy should not be a nec-
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essary evil, as I have heard some in this administration say as it
relates to public domain and the use of public domain for oil and
gas drilling. Not so. It is an absolutely necessity, not evil, and we
should open all our lands that we possibly can to oil and gas explo-
ration.

During this administration, we have minimized our options. How
in the world do we send any signal that we are serious when we
minimize exploration on public lands? We talk about natural gas
as being the great solution to all of our problems. Yet, we lock up
huge supplies of natural gas in the offshore fields that are loaded
with natural gas, all in the name of the environment. Then, we
turn around and have 1,000 new ships loaded with oil coming into
our ports because of our growing dependence, and where is the dis-
cussion of environmental risk in that?

There is a great environmental risk when you add hundreds of
thousands of ships that have to come into our harbors, loaded with
oil and other related products. Yet we leave our lands and our off-
shore drilling unexplored because somebody has decided that that
is a big environmental issue. Let’s look at it. How big is it versus
the crisis? I close by saying we ought to look at the reality. Oil
Patch suffers from lack of reasonably priced capital. There’s no
doubt about it. The administration is right about one thing, this is
a stability problem. This is a volatility problem. Part of the vola-
tility has to be solved by new mechanisms for financing oil field op-
erations.

I am going to introduce a bill to create an entity much like
Fannie Mae and Freddie Mac for Oil Patch. We are going to call
it Paddie Mac, and it will be introduced pretty soon. It will be a
very good talking point for us to consider. It will not cost anybody
any money; you’ll use the great skills of hedging on the market-
place to assist those who are investing in Oil Patch.

Last, I want to conclude that today, as we sit here, there are 103
nuclear power plants roaming the seas and oceans of the world,
more than America has onshore producing energy. They are run by
the U.S. Navy and they are on naval ships from battleships to sub-
marines—103 is my number, I believe.

Now, since their inception in 1954, I say to my friend, Senator
Lieberman, there has not been one accident. There has not been
one leak. There has been absolutely nothing happening except pre-
cisely what the Navy has predicted, total safety, and only one sea-
port will not accept them, Senator Lieberman. They pilot right into
any seaport in the world with the nuclear power plants in their
hulls operating. New Zealand decided many years ago they will not
accept them. All the rest of the seaports in the world accept them.

They are not afraid of them. They do not tell them to wait 200
miles offshore. Here we are, fussing over what we are going to do
with waste in the United States, to put it in a temporary, but dis-
posable, situation so we can move on with a second generation and
third generation of nuclear power. Borderline insanity from the
standpoint of an enlightened country, what we are doing with nu-
clear power.

I was not going to talk, but I did. Thank you.

Chairman THOMPSON. Well, as you see, we are desperately seek-
ing solutions, since we have no opinions ourselves as to what to do
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about this matter, so we are pleased to have with us today David
Goldwyn, Assistant Secretary for International Affairs at the De-
partment of Energy, and Dr. Jay Hakes, Administrator of the En-
ergy Information Administration. Thank you both for being with
us, and the full text of your remarks will be entered into the
record. Summarize them for us, if you would.

Mr. Goldwyn, would you like to proceed with your testimony?

TESTIMONY OF DAVID L. GOLDWYN,! ASSISTANT SECRETARY
FOR INTERNATIONAL AFFAIRS, U.S. DEPARTMENT OF ENERGY

Mr. GOLDWYN. Yes. Thank you, Mr. Chairman.

Mr. Chairman and Members of the Committee, I am pleased to
appear before you today and I appreciate the opportunity to ad-
dress the current situation in the world oil market and the short-
and long-term solutions that have been advanced by the Depart-
ment of Energy and the administration to respond to the situation
we now face.

The measures that we have taken are substantial and they seek
to protect our economic, security, and national interests. The ad-
ministration is concerned, as all of you are, about oil price vola-
tility. Oil inventories have fallen to levels that could put global eco-
nomic growth at risk unless OPEC and non-OPEC producers in-
crease production soon. OPEC will obviously have its chance to act
when it next meets on March 27.

Many of you and your constituents are asking how did this hap-
pen? Why are prices so high? What is our government doing about
it? My testimony will seek to respond to each of these questions
and I hope to reassure you and the American people that the De-
partment of Energy, led by Secretary Richardson, is concerned, is
taking measures to deal with the problem, and that we do have an
energy policy and an energy strategy in place to deal with the situ-
ation and to respond to in the future.

While, on the whole, competitive markets have provided con-
sumers low average prices, the price volatility that we have been
seeing in the market, $10 a barrel a little over a year ago and $30
a barrel earlier this month, hurts both consuming and producing
nations. Here at home, as you know, $10 oil led to shut-in wells
and put many independent producers out of business. $30 oil hurts
our consumers, especially those on low incomes, those who drive
long distances, as well as businesses and truckers.

Overseas, it was no different. $10 oil, as Senator Domenici point-
ed out, was harmful to Venezuela, Mexico, and other countries, and
$30 oil is causing severe damage to oil-importing nations in the de-
veloping world, as well, and threatens the economic recovery in
Asia. So what we all want, producers and consumers, is a more sta-
ble market and our energy policies are focused on ensuring sta-
bility in the long run and addressing the recent volatility that we
have been seeing.

My colleague, Dr. Hakes, is going to talk about the market condi-
tions that led us to the situation and also the current markets, so
I am not going to address those points, but let me turn to what we
have been doing to restore stability, increase production, and ad-

1The prepared statement of Mr. Goldwyn appears in the Appendix on page 59.
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dress our short- and long-term energy strategy. Secretary Richard-
son and the Department were out in front in recognizing the prob-
lem of low inventories.

When we received signals from our Energy Information Adminis-
tration last fall, Secretary Richardson began quietly starting diplo-
matic action with the major producers. Because of our efforts, we
are no longer the lone voice calling for action. Major consuming na-
tions, the European Union, the International Energy Agency, the
OECD countries, have all joined our efforts.

There has also been a shift in the attitude of producers in the
last month. A month ago, when we started this, they were saying
they thought there was no problem in the oil markets. They
thought that prices were all right, that stock levels were satisfac-
tory, and there was not any jeopardy to the world’s economy. After
Secretary Richardson went to Mexico, Norway, Saudi Arabia, Ku-
wait, and had meetings and phone calls with other ministers, in-
cluding Venezuela, there is now a consensus to increase production.

There is a consensus that volatility is bad. There is agreement
they will reevaluate the data, and Dr. Hakes and I were both on
the trip with Secretary Richardson to give them this data, so that
they could look at the current oil market situation and try to reach
a new level of production which would do what all of us want,
which is to sustain world economic growth.

This week, the Secretary’s energy diplomacy is continuing in ear-
nest. He has been to Nigeria, Algeria, and Norway, and met with
the OECD ambassadors in Paris. Our momentum is continuing.
Kuwait, Venezuela, Saudi Arabia, Algeria, Iran, Mexico, and Nor-
way, have all made public statements saying they support produc-
tion increases. So now we are in an environment where the ques-
tion has gone from if or when we are going to have an increase in
production to how much, and the Secretary and others have pushed
for an early and substantial increase in production.

But our concerns about long-term energy security did not begin
with $10 oil or $30 oil. Since Secretary Richardson has been at the
Department of Energy, we have taken a number of measures to in-
crease our Nation’s energy security. In February, 1999, we took
steps to strengthen domestic production and improve security for
the long term.

Senator Akaka mentioned the program to add 28 million barrels
of royalty oil to the Strategic Petroleum Reserve from royalty on-
line oil. To support domestic production, we streamlined procedures
for producers, provided administrative and accounting relief for
small producers and invested in technology for recovery in endan-
gered or hard to produce oil reservoirs, as well as many other
steps.

We've also been working to diversify our sources of supply. You
know, I can talk later about our work in Africa, Latin America, and
also the Caspian Sea. There is concrete evidence that, in terms of
diversity of supply, this approach is working. Our top supplier of
oil varies from week to week, among Canada, Venezuela, Saudi
Arabia and Mexico. We are actually less dependent on OPEC oil
and last year imported crude oil from 40 different countries.

I have talked a lot about what we are doing internationally, but
there have been a number of domestic responses, as well. This past
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weekend, as you know, the President announced a series of steps
to address the current situation, strengthen our energy security,
and reduce our reliance on foreign oil. The President’s plan in-
cludes establishing an environmentally sound home heating oil re-
serve in the Northeast, calling for reauthorization of the Strategic
Petroleum Reserve, which is due to expire next week, through ex-
tension of the Energy Policy and Conservation Act, and enacting a
comprehensive package of tax incentives to improve our energy effi-
ciency, promote the use of alternative fuels, and preserve the pro-
ductive capacity of the domestic oil industry.

He talked a lot about investing in energy efficiency and alter-
native energy technologies by calling on Congress to fully fund the
more than one billion dollar request the administration has made
to accelerate research and development of more energy-efficient
technologies. And over the past month, the administration has also
made a number of aggressive short-term moves to ease the current
situation.

The President released almost $300 million in funds to low-in-
come individuals to pay their higher heating bills, and fortunately,
this year that aid reached people in time, rather than the slow pace
in earlier instances. He has asked for $600 million more to replen-
ish that fund and is also seeking $19 million from Congress for
low-income home weatherization.

We have also taken measures to increase oil supply, increasing
Coast Guard support for tankers, small-business loans for heating
oil distributors and other small businesses, and also encouraging
refiners to produce as much heating oil as possible. The President
has also directed the Department to study ways to reduce regional
reliance on heating oil, mainly through the increased use of natural
gas, and to study the impacts in interruptible natural gas contracts
on heating oil supply, and we expect these studies to be completed
soon. These are all concrete measures whose impact in the future
can be significant.

In terms of future responses, we have looked at ways in which
we can prevent this from happening again and look at how the De-
partment can help. One is by reestablishing an energy emergency
office, another is working with industry to get better information
on world oil inventories, and a third is the possible development of
global data regimes to give producing and consuming nations an
early warning system when supplies and production levels get out
of balance with demand and consumption needs.

Mr. Chairman, in a few short days, we are going to have some
important news. OPEC ministers are going to begin their meeting
on March 27 in Vienna, and we expect that OPEC and its allies
will agree to increase oil production, effective April 1. The oil mar-
ket seems to be sharing this view, as oil prices have come down
over the past 2 weeks, falling below $30 per barrel. But we still do
not know what the magnitude of the production increase will be
and what the timetable will be. With enough additional supply, we
should expect some further easing of crude oil prices in the next
few weeks, although it does take awhile for those to reach the

pump.
OPEC’s decision is not going to be the whole story. We are also
going to need to look at what non-OPEC producers are doing and
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how the market reacts. Our fundamental policy is not to interfere
with market forces. But Secretary Richardson and the rest of the
administration look at these measures next week, see what OPEC
and non-OPEC producers do, and assess what additional steps, if
any, need to be taken at that time. I heard many other questions,
and I think I will leave those for the question and answer period.
That concludes my prepared testimony.
Chairman THOMPSON. Thank you very much. Dr. Hakes.

TESTIMONY OF JAY E. HAKES,! Ph.D, ADMINISTRATOR,
ENERGY INFORMATION ADMINISTRATION

Mr. HAKES. I would point out that the Energy Information Ad-
ministration is an analytic arm of the Department of Energy. I fre-
quently testified before congressional committees on energy issues
and I think that members on both sides of the aisle will tell you
that we try to base this on good analysis and let the chips fall
where they may. I would also say that we are a major provider of
data and information on this subject. In recent days, we have had
as many as 35,000 people come onto our Website in 1 day, looking
for information on energy, particularly oil issues.

I think the history of this is relatively clear. OPEC took a third
step last March to cut production and, over time, because of rising
demand in the world, we have got a situation where the world was
producing less oil than it was consuming. World stocks got drawn
down creating a sellers market and very high prices. I think the
data on this is shown pretty well in the graph that I brought.2 It
is actually in the handout, it is the third item there, even though
it looks like the first item. You can see that when the cuts started,
the inventories in the United States for all petroleum were above
normal levels. Late last year there was a dramatic drop bringing
levels to well below the normal range that we would expect and
creating what my somewhat conservative government agency has
called “alarming” stock levels. One way we started to describe this
some months ago was that we were skating on thin ice. In other
words, when stocks are very low, if you get all the breaks going
your way, you may not get big run-ups in prices, but if any little
thing goes wrong, like a frozen Hudson River or a refinery going
down, it gets very magnified because of these low stock levels.

I think if I can show the next graph,2 it shows what happens
when the ice breaks. This is basically the situation in the North-
east, where you had a run-up in prices that took place in just a
very brief period of 2 or 3 weeks. Diesel fuel ran up to $2.12. This
is one of the most rapid increases in prices in American history.

As you can see, the market did correct this regional imbalance,
and prices are basically back down to the national levels, albeit
high levels. We are in a situation now where actually gasoline costs
more than diesel fuel and prices on the West Coast are higher than
they are on the East Coast. I think that as long as we maintain
low stock levels, that the United States will be vulnerable to these
kinds of price spikes.

1The prepared statement of Mr. Hakes with attachments appears in the Appendix on page

2The graphs referred to appear in the Appendix on page 71.
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It is particularly true on the coasts. In the middle of the Nation,
people are more tied into the delivery system and less subject to
these interruptions, but in California and New England, which are
sort of at the end of the delivery chain, this vulnerability will con-
tinue to exist. Of course, we will be looking at what happens on
Monday to see if production levels will be increasing and some
steps will be taken to get world inventories back into more equi-
librium.

I will cut my comments short because I know all of you will have
many questions.

Chairman THOMPSON. Thank you very much, Dr. Hakes. We all
know, and I think we’re here today, primarily because of oil prices.
I am hopeful that it will cause us to once again focus, as Senator
Voinovich has pointed out this morning, on something that I con-
sider a much more serious problem, and that is supply.

Nobody holds hearings or gets very excited about the issue of
supply until we have an issue with regard to prices. And now ev-
eryone wants to focus on short-term solutions as to what to do
about it. I guess I approach it, as I have had time to think about
it and look at some of the writing on the subject, maybe from a bit
of a contrarian position, maybe as far as most of us here behind
the table are concerned, and that is it seems to me the quicker the
so-called solution affects prices, the more skeptical we ought to be
about the solution, because it interferes with market forces, which
will invariably reverse themselves and moderate out.

And it allows us to ignore the longer-term problem of supply and
stability in regions of the world as Senator Domenici pointed out.

There is only one oil market and that is the world market. It is
important that our supplier friends maintain themselves, too. If
they—through instability or other reasons—are not able to supply
not only us, but the world, then we have a world problem.

You state, Mr. Goldwyn, in your testimony, that the administra-
tion’s energy policy is based on market forces and not artificial
pricing. You note that the oil price controls in the 1970’s prolonged
shortages and high prices, yet the administration is still talking
about the Strategic Petroleum Reserve to address the high oil
prices and is proposing a home heating oil reserve to address high-
er heating prices in the Northeast.

Clearly, the Northeast has a special problem and it deserves at-
tention, but these are both market interventions. So which way is
it, an energy policy based on market forces or one based on market
interventions? I was under the impression that the Strategic Petro-
leum Reserve was there for disruptions in supply. It was not set
up to have anything to do with prices. Perhaps some would like to
change that now. I do not think it would be a good idea to change
that policy.

And it also seems to me that the swap ideas that we have heard
discussed, in terms of the Strategic Petroleum Reserve, perhaps
make sense unless we predict that prices go down and we miscalcu-
late and prices actually go up. We will be able to get our oil at the
lower price, but that would be pulling oil off the world market at
a time when prices are already going up. I would also think that
OPEC would be watching to see what we are doing with regard to
our reserve and would react accordingly.
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On the home heating situation, what do you do? If people know
that at a target price, the oil is going to be dumped on the market
and prices are going to go down, how is that going to affect them?
So, what is the administration’s position with regard to these two
so-called short-term solutions, and if they are really viable and on
the table, do they not go against a policy based on market forces
that I think most everybody has concluded that, basically, is the
way to go?

Mr. GOLDWYN. Mr. Chairman, the administration’s policy is to
respect market forces. I think, in terms of the use of the Strategic
Petroleum Reserve, that you are absolutely correct that the legisla-
tion provides that it is for national supply emergencies, and the re-
luctance of the Secretary to recommend its use or to recommend a
swap so far, and the reluctance of the President to use it so far,
is because there has been no determination that there is a national
supply emergency at this time. And we have been working to get
OPEC and non-OPEC producers to do what the market is encour-
aging them to do, which is to allow supply to meet demand. We
have got to see how that works out, and that is why there has been
no actions on that so far.

Now, I guess the reason that the President has said that all op-
tions remain on the table, including a sale, or a swap, or other
measures, is that if OPEC refuses to let market forces do what
they are intended to do, if there is an artificial response which
causes a supply emergency, then the question is, is that an appro-
priate time to use the Strategic Petroleum Reserve for a sale or a
swap? Are they creating an emergency situation here or not? That
is a determination that is going to have to be made in the future
when we see how the market reacts.

I would distinguish the swap from the sale only in the sense that
people say government ought to act more like business. Businesses
are smart in how they manage their resources and are able to sell
high—buy low and sell high. The Federal Government tends to do
just the opposite. The idea behind a swap is we can grow the size
of the reserve by the end of the year, increase our security, and try
and deal with a short-term situation. But it is not a preferred op-
tion. I think that is why you have not seen it exercised so far.

With respect to home heating oil and the creation of a reserve
in the Northeast, the Northeast is a different situation, as you
pointed out. This winter, a lot of the problem was that there were
low stocks, so when the prices went up and there was not a reserve
there and harbors froze over and barges could not get through, sup-
ply could not get to market. It would have been good if there were
higher supplies and if people had thought ahead, who were respon-
sible for stocking home heating oil to do that, but it did not hap-
pen.

So I think the idea of a reserve is meant to address the unique
situation of the Northeast, but one of the things we will have to
do in the coming weeks is to figure out, how do you create that in
a way that does not mess with the market? How do you do that
in a way that is sort of respectful of the businesses that work
there, but also protective of the interests of consumers? It is not
an easy question, but it is one that we are going to apply ourselves
to in order to minimize the interference in the market.
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Chairman THOMPSON. All right, sir. You talked about domestic
production and taking steps to assist that. I think we all know that
solutions to the problem have to do with either decreasing con-
sumption or increasing production. And we all have ideas about
what to do or what not to do on both sides of that ledger, but clear-
ly, as has been pointed out, the administration must take the lead
in coming together with the right kind of package here. But, it cer-
tainly would seem that domestic production—increasing domestic
production, new oil fields, increasing production from existing
fields, is an important part of that.

Domestic production dropped 5.6 percent in 1999, and a great
many of our small producers went out of business. So the proof is
in the pudding, isn’t it? It does not seem like we are doing very
much in that regard.

Mr. GOLDWYN. Mr. Chairman, I would say two things. One, is
that obviously it is best that producers respond to the market, and
part of the problem, as Senator Domenici pointed out with the vola-
tility, is when prices swing up and down, there is less incentive
when it is down for them to produce. It is hard for them to predict
what their income is going to be, and so producers got hurt badly
by that drop in oil. And right now what we saw is a slowdown in
exploration and production when it was not profitable, but now we
need that production and it is not there. But the administration,
in fact, has taken a number of measures and I am just going to
give the very highlights of this, because we have been and are con-
cerned about domestic production.

One of them was lifting the ban on the export of Alaskan North
Slope oil to extend life of the fields there. Another was, in Alaska,
also opening the National Petroleum Reserve, also on the North
Slope; providing heavy oil and stripper-well oil relief on Federal
lands. The deep water and marginal leases royalty relief measures
have actually brought deep water gulf production to new highs, and
alternative minimum tax relief for small producers.

Research and development helps industry a lot, lowering refining
costs and enabling them to make more money by making it cheaper
for production in difficult circumstances or geologic environments.
Funding 32 reservoir class technology demonstration program
projects has been much appreciated by industry—the Royalty Fair-
ness and Simplification Act and also revisions we have made in the
Energy Policy and Conservation Act.

Last year when prices went so low, there were additional meas-
ures to deal with—the impacts on small producers, particularly
suspending production requirements for stripper oil on Federal
lands and royalty relief on Federal lands, also some new tech-
nologies for independent producers and trying to make more ad-
vanced technologies for improved recovery available to them. So I
think there has been a good deal of concern and a good deal of
money put into research and development, and balancing the envi-
ronmental concerns to have some deep water explorations, but not
in other areas where there is more sensitive environmental con-
cern.

Chairman THOMPSON. I think several of those things were begun
last year, weren’t they?
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Mr. GOLDWYN. A number of those were done last year and others
were done earlier. Yes, sir.

Chairman THOMPSON. That is kind of late in the game, isn’t it?

Mr. GOLDWYN. On the small producer front, I guess when they
were in deep trouble, we moved to help them, but I think the——

Chairman THOMPSON. Well, a lot of people think the country is
in deep trouble with a 55 percent dependency, and we have been
that way for a long time. As we can get into this a little earlier,
back as far as at least 1994, the Department of Commerce deter-
mined that increased oil imports impair our national security. This
is not new news to us. Senator Lieberman.

Senator LIEBERMAN. Thanks, Mr. Chairman. Dr. Hakes, just by
way of some factual premises here, how much of our imported oil,
percentage-wise, comes from the OPEC countries?

Mr. HakEs. I will try to get you an exact number. I know that
we actually import less from the OPEC countries than we did in
the 1970’s. The growth of production in places like Mexico and
Canada has led much of our dependency to be on places that are
closer to us. OPEC actually has less of the share of the world mar-
ket today than it did in the 1970’s and much less of our petroleum
comes from OPEC. That may not be a definitive issue in the sense
that it is world oil market.

INSERT FOR THE RECORD

In 1999, total crude oil and product imports averaged 10.6 million barrels
per day. OPEC accounted for 4.9 million barrels per day or 46 percent of
that total. Since the Arab oil embargo in 1973, U.S. imports from OPEC
have varied from a high of 6.2 million barrels per day in 1977 (70 percent
of total imports) to a low of 1.8 million barrels per day (36 percent of total
imports) in 1985.

Senator LIEBERMAN. Right, and OPEC helps determine, and
plays a critical role in determining the world market.

Mr. HAKES. Yes.

Senator LIEBERMAN. Secretary Goldwyn, what do we need OPEC
to do on Monday at their meeting in Vienna? In other words, what
are we looking for to create the kind of supply that will meet de-
mand here, and obviously I'm speaking short-term, leaving aside
everything else we talked about, about longer-term energy policy
changes?

Mr. GOLDWYN. Well, what we want them to do is, and in fact
what we have been working with them to do, is to understand what
market demand is, that demand for crude oil is not going to go
down the second quarter as many of them said, but will go up in
the United States and it will be level in other places. We are ask-
ing them to look at the gap.

Looking in the last quarter, there are 75 million barrels being de-
manded and 73 being produced, so we have said you have got to
let supply meet demand. But, we also want them to look ahead for
the second quarter and the third and the fourth quarter, for that
matter, and plan production increases that are going to bring the
market back into equilibrium. We do not recognize their legitimacy
and so we do not tell them to pick a price and here is the exact
amount that you need, but we educated them with help from Dr.
Hakes on what our situation is, on the need for crude oil to get into
the market in April and May, so it can be refined for gasoline over
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the summer, and that this is a worldwide situation. So we are look-
ing for a significant increase at this meeting.

Senator LIEBERMAN. So, are we looking for a 2 or 3 million bar-
rels a day increase in supply?

Mr. GOLDWYN. I guess we have been reluctant to put a number
on it, in part because we did not want to get into the business that
OPEC is, of picking what is the right number of supply. What we
have given them is really orders of magnitude. So far, that has
been the size of the gap. But we want to look at the third and the
fourth quarter also, but I think in terms of order of magnitude——

Senator LIEBERMAN. Will the announcement they make on Mon-
day be clear? In other words, do we expect it to have a number at-
tached to it or will it be a more fuzzy diplomatic language? In other
words, will they say, we are going to increase production by so
many million barrels per day?

Mr. GOLDWYN. It may not be clear and it may not be Monday.

Senator LIEBERMAN. It may not be Monday?

Mr. GOLDWYN. No, their meetings begin on Monday, but they
may run for a couple of days. It is hard to predict from their past
behavior how they are going to act. I think they understand, be-
cause Secretary Richardson has called every minister in OPEC
with whom we have diplomatic relations, that we need a clear sig-
nal for the market. But they have a number of choices in how they
could characterize their position. It could be an increase in produc-
tion or it could be an increase in quota. It will take us some anal-
ysis, I think, to look at what they say and then what the market
effect is going to be.

The other thing that we are going to look at is, OPEC is not the
whole story. We are going to look at what non-OPEC producers do,
as well—Mexico has already indicated it will go its own way and
it will increase production—what Norway is going to do, what other
non-OPEC members are going to do. Our analysis of OPEC’s deci-
sion, non-OPEC producers and how the market reacts is going to
be what is going to tell us what the real effect of that decision is.
That may take us a little bit of examination.

Senator LIEBERMAN. If, by whatever means, we determine that
the OPEC decision and the decision of the other non-OPEC oil pro-
ducing nations is inadequate to meet demand, and here again I'm
thinking short-term, second, third, fourth quarter of this year,
what alternatives does the administration have to try to make the
problem less painful for the American consumer and the American
economy?

Mr. GOLDWYN. Two of them had been talked about this morning
and the President said that all options remain on the table. One
of them is the swap of Strategic Petroleum Reserve oil. The other
is the sale of SPR oil. Another is to try and work with refiners to
take whatever measures we have now and make better use of
them. Those are the top of the list. We are already taking meas-
ures to make sure the Federal Government makes more efficient
use of the oil that we consume, but a lot of those are going to be
sorted medium-term rather than short-term.

Senator LIEBERMAN. Right. I hear you to say that if OPEC does
not adequately increase supply next week at their meetings, and
the same is true for the non-OPEC oil producing nations, that it
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is more likely that the administration will consider swaps from the
Strategic Petroleum Reserve as a way for us to increase supply
short-term. I guess I would simply say I hope so. I hope that is
true, if OPEC does not bring supply to meet demand, because oth-
erwise we are going to have a very difficult driving season, spring
and summer, in this country. Dr. Hakes, let me ask you to speak,
and Secretary Goldwyn, if you want to add, a little bit about this
question of o1l inventories in our country. Let me state it with this
edge to it. Some have suggested to me—not that there is anything
illegal about it, as far as I can tell, I do not believe there is—that
the oil industry, our oil industry, acted in its economic self-interest
as the price of world oil went up, which is to say they bought less
of it, hoping it would go down and they would buy it at more favor-
able prices.

The effect of that was to make the problem worse because it re-
duces supply. I wonder if you could describe what happened in the
last 6 months or so, maybe 1 year, after OPEC spiked up the price
of world oil, evaluate the behavior of our oil industry and the oil
inventories, and then suggest if there is anything that we could or
should be doing about that, which is to say, to intervene in the
market. I would ask Mr. Goldwyn to answer the same.

Mr. HAKES. Well, I guess I would prefer to deal with this year
to sort of avoid a long dissertation. If you go a few weeks before
the real run-up in prices in the Northeast, the refineries were run-
ning at very low levels, which did lead to low product stocks. Now,
if you look at the economics of refining at that point, they were op-
erating on very thin margins; so it would be hard for an outside
person to understand why they would be running at high levels, be-
cause there just were not margins available for them to make much
money.

Now, once the price ran up, then the margins ran up, and this
has been an incentive for refining to pick up a bit. It is running
higher now than it was then. However, refining levels are still
lower than they were last year at this time and maybe a little bit
lower than one might expect from the spreads that currently exist.

Last week, refineries ran at about 89 percent of capacity. We es-
timate that, at points this spring, refineries will have to run at
about 98 percent to provide the necessary supply. I do not know
what the alternatives are to the market. I mean, the market cer-
tainly brings about corrections. You can see, even in the Northeast,
as bad as that problem was, there was some market correction to
it.

But I think this is an area that requires continued discussion. It
is a little more severe in the heating oil situation, because you're
talking about health and safety there. I mean, if a person pays
more for gasoline, that is very irritating and may be economically
damaging, but if you were actually to run out of heating oil, that
could be a real health and safety issue for a lot of people.

So I think that the inventories question, in particular, requires
more work, and, of course, we are doing some larger studies on
these issues so we can answer that question in a little more detail.

Senator LIEBERMAN. I look forward to the results of those. Sec-
retary Goldwyn, do you have any thoughts on this, which is wheth-
er government should be doing anything to either require or
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incentivize, create incentives, for oil inventories to be maintained
at a more even level, so that we avoid the exacerbation of the im-
pact of world price fluctuations?

Mr. GOLDWYN. It is a hard question, Senator Lieberman, because
past attempts to try and incentivize or try and control prices, in-
centives have often led to worse situations than existed before the
intervention. I mean, I think it was a hard market lesson for all
the people who sell home heating oil in the Northeast, not to have
planned ahead, and that is a lesson that they may change, and the
fact that the government is working to create a reserve is going to
have an impact on them.

You know, we have had a bunch of warm winters, and so I think
everyone is at a high price, attuned to the fact that we have got
to plan for the worst and not for the same. In terms of other inven-
tories, it is hard to imagine what we could do to be helpful, but as
Dr. Hakes said, people who are expert in this, and we obviously
work closely with API and others, will look at the question of what
we can do to not let this happen again.

Senator LIEBERMAN. Thanks very much. My time is up.

Chairman THOMPSON. Thank you. Senator Voinovich.

Senator VOINOVICH. I am pleased with the fact that there is a
lot more diversification in terms of foreign oil supply, so we are not
as reliant as we have been on some of the nations that are a little
bit questionable; but the fact of the matter is that we have seen
an enormous increase in gasoline prices, and, with all due respect,
I think the Department of Energy should have been paying more
attention and monitoring the situation so that we would not end
up where we are today.

I share Senator Lieberman’s interest in what is going to happen
at that meeting in Vienna, and hopefully we are going to get a good
result, and with a little cramming, take care of a situation that
could have been taken care of if we had done our homework during
the past number of months. That being said, I notice that we have
seen a greater and greater reliance upon foreign oil, and all of the
projections that I see indicate that we are going to be even more
reliant on foreign oil.

Has anyone ever sat down to figure out what the number ought
to be? Are we too reliant? Should we be less reliant? If we should
be less reliant, in terms of our national economic and security in-
terests, how do we go about achieving that goal? I think of our ex-
ploration policies. I think of our tax policies. I think of our environ-
mental policies, if the Department of Interior, the Department of
Energy, and the Environmental Protection Agency ever sat down
together and talked about does the left hand know what the right
hand is doing?

We have not built any new refineries in this country. If you talk
to the refiners, they say our environmenta