The purpose of this paper is to explore why the US govern-
ment has displayed so little alarm about the country's
growing oil dependence (at least up until the Gulf crisis),
despite its traditional concern with security of supply.
Abundant supplies of oil is the obvious explanation. How-
ever, quite apart from this factor (which has lent legitimacy
to the laissez~faire approach), the LIS attitude may reflect a
growing awareness that strong economic interdependence
is a fact of life in several areas. It may also veflect the fact
that the United States has been unable to resolve the con-
flicts of interest that inevitably accompany the implementa-
tion of policies designed to slow oil dependence, e.g., tax
measures, the opening up offshore areas and higher gasoline
taxes. It is concluded that, in the period following the Gulf
crisis, the LIS will find it easier fo solve its supply problems
through diplomatic actions, rather than through domestic
initiatives.

Cepapier cherche & expliguer la passivité de I’ Etat américain
devant la montée de sa dépendance péirolidre avant la crise
du Golfe, malgré sa sensibilité traditionnelle aux questions
de séeurité nationale. Le contexte d’abondance pétrolidre est
une premidre explication. Mais, au-deld de cette situation,
qui légitime le laisser-faire, l'attitude ameéricaine paraft
résulter de la familiarisation des Etats-Unis avec de forles
interdépendances économigues dans d’autres domaines.
Elle résulte également de Uimpossibilité pour I'Etat
américain de surmonter les conflits ' inkérét lorsqu’il s'agit
de mettre en oewvre une politique de lLimitation de la
dépendance pétrolidre: fiscalité, acces avx zones off-shore,
taxation importante de Uessence. [ analyse suggre que,
apres la crise, il sera plus facile pour les Etats-Unis de
résoudreleur probléme d’ aprovisionnements par des actions
diplomatiques gue par des actions infernes.
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Even before the recent Gulf crisis there was
growing concern in the United States and
throughout the world about the way US oil im-
ports had risen in the wake of the 1986 slump in
oil prices. The present crisis has heightened these
concerns, especially since the end of the trend
towards more import dependence is notin sight.
In 1990 US oil dependence will approach the
symbolic level of 50%, up sharply from 27% in
1985. By the year 2000, it could reach 60% (Na-
tional Petroleum Council, 1987, p.96.). Total net
imports, which stood at 380 million tonnes (7.6
million barrels/day) in 1989,! have risen by 56%
since 1985, in response to the renewed growth of
oil consumption and a sharp declinein production.

Consumption, which fell by 16% between 1978
and 1985, has since risen by 10%. Crude oil pro-
duction, carrently at 380 Mt (7.6 Mb/d), has
decreased by 70 Mt (1.4 Mb/d) since 1985 in the
aftermath of lower oil prices and the gradual
depletion of the Prudhoe Bay oilfields in Alaska.
The production decline was most noticeable in
1989 (26 Mt}. Productionis now atitslowestlevel
since 1965. It seems unlikely that this decline will
be halted within the next 10 years, since there has
been a substantial reduction in exploration and
prospecting.

1/ This amount includes filling the strategic reserve.
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Table 1: The US oil situation 1950-89

Net
Productior® imports® Demand Dependence

Mb/d) Mb/d)  (Mb/d) {%)
195¢ 541 0.55 6.46 8.5
1952 626 6.52 727 71
1954 6.34 0.70 7.76 9.0
1956 7.15 101 878 115
1958 6.71 1.42 9.12 15.5
1960 7.04 1.61 9.80 16.4
1962 7.33 1.91 10.40 18.4
1964 761 2.06 11.02 18.7
1966 8.30 2.37 12.08 19.6
1968 9.10 2.61 13.39 19.5
1978 964 3.16 1476 215
1972 9.44 4.52 16.37 27.6
1973 9.21 602 17.31 347
1974 877 5.89 16.65 353
1976 8.13 709 17.46 40.6
1878 8.71 860 18.85 42.4
1979 8.55 799 18,51 43.1
1980 8.60 6.36 17.06 372
1582 8.65 4.30 1530 281
1984 888 4.72 1573 30.0
1985 8.97 4.29 15.73 27.2
1986 8.67 529 16.14 327
1987 835 591 16.67 354
1988 8.14 6.59 17.28 38.1
1989 7.60 7.59 17.36 43.9
*Crude.

’Cri:de and petroleum products.
Peak production was reached in 1970, Imporis peaked in
1978 and should reach this level again soon.

Sources: Energy Information Administration (1988) Annuel
Energy Review. For 1989, AP1 estimates in Oif and Gas
Journal, January 29, 1989.

In the world’s largest oil consuming country
(868 Mtin 1989), the low-price strategy followed
by OPEC since 1986 is obviously starting to bear
fruit: it is hampering the development of petro-
leum substitutes, discouraging efforts to ratio-
nalize consumption, and jeopardizing efforts to
discover and develop higher-cost deposits.

Imports of OPEC oil, particularly imports
from the Persian Gulf (which pose such difficul-
ties for the United States), are increasing rapidly.
The share of Middle East ¢il in US net imports
has risen from 15% in 1985 to 30.5% in 1989. By
the year 2000, the Gulf countries could account
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for 50 to 60% of US imports (Yamani, 1989).

Inlightofits implications fornational security,
the deterioration in the US petroleum situation
has prompted much debate since 1986. Past a
certain threshold, this growing dependence has
been viewed by many as a constraint on foreign
policy. However, no real action has been taken
since 1986, despite the recornmendations of the
official reports commissioned on the issue (Na-
tional Petroleum Council, 1987; US Department
of Energy, 1987). The surprising wait-and-see
attitude of the Bush Administration, in office
since January 1989, has been equalled only by the
relative indifference of Congress. There is no
indication that the new “National Energy Strat-
egy,” which was in the process of formulation
when the Gulf crisis erupted, will contain any
radical changes when it is announced in Decem-
ber 1990. At the present time (early fall), there
appears little likelihood that the current crisis
will lead to such changes.

The wait-and-see approach that prevailed
prior to August 1990 marks a change in attitude
in government circles. In fact, in 1986, George
Bush, then Vice-President and a former oilman,
criticized the laxness of the Department of
Energy’s (DOE) oil policy. Early in his presiden-
tial term, he expressed his concern on several
occasions (New York Times, 1987):

We are becoming increasingly dependent on for-

eign oil. That is not acceptable to any President

who isresponsible for the national security of this
country.

The American political establishment as a
whole also seemed fo agree on the need for ac-
tion (Plotkin, 1988, p.197). At the same fime,
however, the difficulty experienced since 1986 in
reaching agreement on the precise means (im-
port duties, a new tax on gasoline, 0il tax incen-
tives, encouragement of substitutes, etc.} demon-
strates that energy security is no jonger as impor-
tant an issue as it was 10 years ago. The promi-
nence of the issue at that time made it possible to
build alliances and to reach compromises on the
nature of government intervention in spite of
conflicts of interest. More recently, however, the
situation has notbeen perceived asreally critical,
while the energy security problem was compli-



cated by an oil import bill of $50 billion: simply
doubling this figure would boost the balance of
payments deficit from $100 billion to approxi-
mately $150 billion. At the same time, the grad-
ual reduction of this deficit has become a major
objective of US policy.

The United States remains a significant oil
producer. In comparison with other major pro-
ducers, however, its reserves are limited and
moreexpensive to develop. Proven reserves total
only 5 billion tonnes, and the reserves/produc-
tion ratio is around 9 years, as opposed to an
average of 89 years for the OPEC nations.

Intensive prospecting and extraction activity
over a century {approximately 130 billion bar-
rels, or 19 billion tonnes, have been produced to
date) has depleted the most accessible resources,
and the US has been a high-cost production area
for several decades. Hence, in an international
context of persistently low prices, US production
will inevitably decline unless radical protection-
ist and incentive measures are taken. The latest
projections by the DOE’s Energy Information
Administration for the year 201} are extremely
pessimistic: production of crude oil and conden-
sates may fall by 200 Mt (4 Mb/d} over the next
20 years. Nonetheless, potentially exploitable re-
sources (known reserves + resources exploitable
by enhanced recovery techniques + resources as
yet undiscovered) remain significant. Ata price
of $25 to $50 per barrel, they would amount to
about 20 billion tonnes, including 8.5 billion in
undiscovered resources (Mainguy, 1989, p.1062).
A substantial increase in international prices
might bring about a gradual stabilization of oil
production.

This is not the first time that a low re-
serves/production ratio has caused concern; the
US has been in such a situation several times
since the turn of the century (in 1920, 1945 and
1970). However, the current situation is new in
several respects. First, the cost differential rela-
tive to foreign producers is so great that the cost
of effective protectionist measures would be
very high. Second, the old concept of American
dominance has been replaced by an acceptance
of both economic interdependence and foreign
dependence in various forms. Oil has, to a certain

extent, lost its status as a strategic resource, a
situation that the Gulf crisis has not completely
reversed.

1. How Oil Dependence Has Been
Accepted

Petroleum has long been considered a strategic
resource in the United States. US oil policy, a
compromise between the objective of national
security and the interplay of market forces, has
oscillated between interventionism and laissez-
faire. Since the First World War, the importance
of this objective has prompted interventionist
measures or foreign policy actions to support US
multinational corporations whenever imports
began to rise, despite the strength of the free-
market philosophy. Yet such intervention has
always been tempered once the desired result
was achieved or the international context
changed. Growing dependence since 1986 could
well have triggered a new cycle of “intervention-
laissez-faire.” The fact that this has not occurred
may be atiributed to two main factors: that there
are other conditions necessary for such a “petro-
policy” cycle and that the perception of the risk
of dependence has changed.

1.1 Past Petro-Policy Cycles

The three past cycles of US oil policy appear to
have been primarily determined by the interac-
tion of four factors: on the political side, the
international position of the US and the state of
international relations; on the economic side, the
degree of dependence and the situation on the
international oil market.?

THE FIRST CYCLE (1918-40)

Starting in 1918 the US government acted to
establish itself as a rising power alongside the
United Kingdom, at a time when its crude oil
imports were rising and the international petro-

2/ This historical account is based on various works on the
history and analysis of American oil and energy policy.
See, in particular: Bull Berg (1987), Blair (1976) and

Vietor {1984).
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leum scene was strained. When economic condi-
tions relaxed, interventionism waned.

In the post-World War I period, American
experts forecast a rapid depletion of reservesand
a decline in production in the US. In 1922 the
reserves/production ratio was only 10 years®
The government responded with tax incentives
for exploration {(e.g., depletion allowances and
the expensing of drilling costs) and, in particular,
provided significant political support to oil com-
panies eager to expand outside the US in order
to explore and produce in Latin America {e.g.
Mexico and Venezuela) and in the Middle East,
an area then controlled by the UK. The US gov-
ernment did not hesitate to flout free-market
principles in order to assist companies eager to
establish a presence abroad; in particular, it ig-
nored antitrust legislation by allowing them to
actin association to counter comnpetition from BP
and Shell.

By the end of the 1920s, the first cycle had
reversed itself. The energy security objective be-
came less critical, thanks to finds in Texas and
Oklahoma following the resumption of explora-
tion and the use of new seismic exploration tech-
niques. There followed a period of abundance
and lower prices that the government did not
seck to correct.

THE SECOND CYCLE (1940-70)

Political factors played an essential role in the
second cycle. The cycle began after 1940, in re-
sponse to the international tensions resulting
from World War II and their consequences for
the international petroleum market. US inter-
ventionism continued through the 1950s as a
result of the Cold War, political instability in the
Middle East and the trend toward rising oil im-
ports from this region.

During the war, faced with the problem of oil
security in the medium term, the US government
attempted unsuccessfully to set up a federal cor-
poration to operate in Saudi Arabia and Kuwait.
The government also extended renewed support
to the activities of the US majors in the Middle
East, notably by securing acceptance of the cre-
ation of Aramco in 1947 and by instituting a
system of tax deductions for royalties paid to
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host countries. Finally, in 1948 it launched a
program to develop synthetic fuels from coal.
Once again, the discovery of new fields (in Lou-
isiana) and the development of new techniques
(offshore drilling, in particular) brought about
renewed growth in domestic production. At the
same time, however, burgeoning production
from the Middle East operations of the majors
encouraged them to import thischeap oilinto the
US. This was in serious conflict with the objective
of energy security.

The second cycle could have reversed at that
point. Because of the Cold War, however, secu-
rity remained the central objective throughout
the 1950s. Despite the limited volume of imports
(anaverage of 15% for crude alone between 1954
and 1957) and the prevailing abundance of sup-
ply, the Eisenhower Administration asked the
multinationals to voluntarily restrict their im-
ports. When these voluntary quotas proved inef-
fective, the Administration instituted a quota
system in 1959. Despite an 80% increase in oil
consumption since 1957, this systemmanaged to
keep the rate of petroleum dependence below
the 25% threshold until 1971.

Apart from this system of quotas, the US gov-
ernment gradually reduced its direct involve-
ment in the energy field during the 1950s. The
reversal of the second cycle occurred impercep-
tibly. After 1955, the government no longer
aided the majors. In 1954 itabandoned the devel-
opment program for synthetic hydrocarbons
and, on the oil substitution front, withdrew from
the industrial and commercial development of
nuclear reactors, constraining itself to limited
financial assistance to companies involved in the

prototype phase.

THE THIRD CYCLE (1970 TO THE PRESENT)

The third petro-policy cycle began in the early
1970s under the combined influence of four fac-
tors: the weakening of the geopolitical position

3/ ]. Moody, quoted by M. Grenon, referred in 1977 to the
data offered by experts on an official commission tn 1922:
0.68 billion tonnes of reserves and 9.55 billion of
undiscovered potential resources, with annual production
of 65 Mt. See Grenon (1987), p.238.
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of the US, international tensions resulting from
Soviet expansionism and the Arab-Israeli con-
flict, the first oil price shock and the rapid rate of
increase in dependence. After 1980, the revival
of American power in international affairs, a
reduction in oil imports, the weakening of OPEC
power and a relaxation of tension on the oil
market permitted a swing back to free market
policies.

Successive administrations (Nixon, Ford and
Carter) responded to the oil problem through
international action and government interven-
tion (Stobaugh and Yergin, 1979). [immy Carter
called the world energy crisis “the moral equiv-
alent of war.” The USresponded toits short-term
vulnerability by gradually building up a strate-
gic reserve, and by forming an alliance of con-
suming countries - the International Energy
Agency — to present a common front in the
event of a new embargo.

The government encouraged fuel substitution
and promoted the development of alternative
energy technologies, including, once again, syn-
thetic fuels. To the same end, it took steps to
reduce energy consumption. Finally, after

heated debate, it deregulated the domestic price
of o1l in 1979-80, frozen since 1972 as an anti-in-
flationary measure, allowing it to come info line
with the much higher international priceinorder
to encourage domestic production.

The third US petro-policy cycle reversed itself
with the advent of the Reagan administration,
thanks to the improvement in the US oil and
energy situation brought about by earlier initia-
tives: rising production from the Alaska oilfields
discovered in the early 1970s, the bringing into
service of the nuclear reactors ordered prior to
1971 and a reduction in the energy intensity of
US production. The drop in imports after 1977
reduced US vulnerability to OPEC action. High
oil prices encouraged exploration and the devel-
opment of new recovery techniques.

WHY LAISSEZ-FAIRE SINCE 19867
Neither the slump in oil prices that led to a
decline in US production after 1986 nor the Iran-
Iraq conflictbroughtaboutany real change in the
Reagan laissez-faire policy. A proposal to intro-
duce a new import tax was rejected.

But the attitude of the Reagan Administration
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was inseparable from its foreign policy, which
aimed to restore the geopolitical power of the US
after its decline in the 1970s, largely due to the
Vietnam fiasco (Nau, 1984, pp.1-6). The accom-
panying reinforcement of defence policy en-
hanced the effectiveness of US diplomaticaction
in the Persian Gulf, thanks to the credibility of
the “rapid deployment force.”

This retrospective explains why a new petro-
policy cycle did not begin before the current Guif
crisis, despite an alarming increase in the rate of
dependence. The other triggering factors were
not in place. From an economic standpoint, sup-
plies on the international market were abundant.
From a political standpoint, the position of
OPEC was temporarily weakened by the expan-
sion of non-OPEC production; the US geopoliti-
cal position was strong; changes in the East Bloc
had prompted a reduction in international ten-
sion, with the Soviet Union withdrawing troops
from Afghanistan and turning inward to deal
with its domestic problems; and finally, the end
of the Iran-Iraq conflict had reduced regional
instability in the Middle East. In such a context,
the American public saw no need to worry un-
duly.

The Gulf crisis has forcefully brought home
the vulnerability of supplies from this region. It
may mark the onset of a fourth cycle. The swift
dispatch of a large military force to the Middle
East was in fact intended primarily to guarantee
a secure supply of reasonably priced foreign oil
by forestalling a takeover of the region by Iraq.
It remains to be seen whether the new situation
will prompt the US to adopt a more intervention-
istenergy policy aimed at stabilizing or reducing
imports over the medium term.

1.2 Acceptance of Dependence

A distinct change of attitude appears to have
emerged in regard to the acceptance of depen-
dence. After 1986, in the period leading up to the
Gulf crisis, political factors came to play a much
less important role in the perception of the asso-
ciated risk than was the case in the past, even
though the rate of dependence was now signifi-
cantly higher than before.
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The institution of a quota system in 1959 was,
for example, a response to the prospect of im-
ports topping the 20% mark, even though the
imports in question represented production by
US corporations in Venezuela and the Middle
East and even though supplies on the interna-
tional market were abundant. The main factor
behind this concern was the regional instability
in the Middle East — as exemplified by the na-
tionalization of the Anglo-Iranian Company in
1951 and the first Suez crisis in 1956. On the other
hand, the long Iran-Iraq conflict of the 1980s did
not evoke a comparable response even though it
held an equally great potential for regional insta-
bility.

The commonly held view of dependence prior
to the Gulf erisis may be summed up as follows.*

* The strategic reserve constitutes an effective
insurance policy against the short-term risk
of supply interruption; the reserve currently
contains 570 million barrels (81 Mt), or about
90 days’ worth of imports.

* Qildependence, itistrue,is trending upward
to a probable level of 55-60% by the year 2000,
but overall energy dependence remains at a
reasonable level of 25%.

@ Imported oil is Jess expensive than domestic
production, even though imports contribute
to the balance of payments deficit. Thus the
US enjoys the same economic advantages as
competitor nations who have had to accept a
situation of dependence. Furthermore, im-
portsmakeit possible to preserve USreserves
for the long term, when prices will once again
nse,

@ TheUSimports many other preducts that are
essential to the functioning of its economy. It
no longer holds the dominant position in all
economic fields it once did. It depends heav-
ily on Japan and Germany to finance its
budgetary and balance of payments deficits.
There is therefore less reason to take an
alarmist view of oil dependence in this con-
text of interdependence in multiple dimen-

4/ The frequently-cited arguments menticned here are
taken primarily from Yergin (1988).



sions.

* The downstream integration into the US of
certain companies based in producing coun-
tries {(Aramco, PDVSA, etc.) contributes to
energy security.’ The producing countries
concerned will thus feel more bound to the
interests of the US or other consuming coun-
tries where they have become part of the
refining and distribution network.*

® The risk of sharp and lasting price increases
has diminished. OPEC countries have taken
stock of the adverse effects of the 1979 price
increase, which encouraged the develop-
ment of new producers and petroleum sub-
stitutes, while at the same time the sudden
windfall profits they received had no sub-
stantial beneficial effect on their economies.

® The crucial question is no longer whether oil
imports make the US more vulnerable, but
rather how this dependence fits into the
world petroleum context, particularly with
regard to the Middle East. An oil price shock
originating in a given region would affect all
importing countries, not only those that im-
port from this region.

Some observers have gone so far as to assert
that the US could quite easily pursue its devel-
opment while remaining dependent on foreign
suppliers foralarge part of its oil needs. Ata 1988
conference in London, John Herrington, the last
energy secretary in the Reagan Administration,
stated bluntly that energy independence can no
longer be viewed as a realistic goal, since energy
interdependence is a reality and will remain so
(Pétrostratégies, 1988). He went on to outline the
need for an appropriate strategy to deal with the
challenge of interdependence.

The view of M.D. Tusiani (1989), the president
of a brokerage firm, is also noteworthy, since it
typifies this new attitude:

America is no longer self-sufficient in energy,

and no act of government will change this. We

must learn to live on imported oil as the rest of
the industrialized world does. It is time that we
came to terms with reality. ... This country must
learn to feel secure even when we cannot dictate
to others. A land rich in resources ... helped usto
become prosperous. Our concepts of strength

and freedom were formed in a time of plenty.

Now our dwindling oil reserves threaten these

cherished notions. ... We must ask overseas pro-

ducers for oil and pay the world price. We must
treat the people who produce it with respect. ...

Dependence does not mean bondage. It means

consequences attached to our conduct.

This positionis not shared by all. Some observ-
ers argue that oil cannot be considered a raw
material like any other; in their view, great diffi-
culties await the US if laissez-faire policies con-
tinue to hold sway. The US Energy Association
(the American member of the World Energy
Councily sounded the alarm in 1988. It empha-
sized the risk of dependence and the loss of
America’s credibility in regard to reducing its
trade deficit, given its spiralling oil import bill
(estimated to rise to between $110 billion and
$180 billion by the year 2000, with imports of 10
Mb/d at $30/b or $50/b, compared with $50
billion before the Gulf crisis).

Only in the last few years has the issue of the
oil bill become a real subject of concern. Since the
linkage of the US dollar with gold was ended in
1971, the dollar has played the role of currency
of international settlement, particularly for trade
in oil. Furthermore, the bulk of the petro-dollar
surplus of producing countries has been chan-
nelled through US banks. As long as the US
balance of payments deficit remained below a
level that would destabilize the balance of the
world economy, the US did not have to worry
about its oil bill — even in 1980, when it rose to
$74 billion. (That same year, the trade deficit was

5/ In June 1988, a subsidiary of Aramco and Texaco set up
a joint venture for ownership of three east coast refineries.
This provided Aramco with an outlet for 600,000 b/d, The
Venezuelan national oil company, PDVSA, also has
agreements with the refiners Citgo and Champlin {an
outlet for 300,000 b/d). See Bourgeois and Perrin, (1989).

6/ Another advantage cited was that this downstream
integration decreases incentives to build refineries in
producing countries and hence the risk of seeing American
refineries shut down fo the advantage of foreign ones.
Moreover, crude oil entering the US from the
producing-country compary to supply its refineries should
be cheaper. See Coburn (1989), p.33Ef.

7/ Formerly the World Energy Conference.
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only $25 billion, while the trade account cur-
rently shows a surplus of $8.7 billion (OECD,
1981).)

The US must now deal with a major external
constraint. Efforts to reduce the US trade deficit
will always be hampered by the oil question.
Each 1 Mb/d increase in imports, at a price of
$20/b, adds $10 billion to the deficit. How then
will the total bill be affected by the jump in oil
prices from $18 to $30/b or more in the summer
of 19907

Of course, the Administration was aware of
this problem. But it failed to use it as a further
justification for taking action to reduce US oil
dependence — yet another indication of the
lower priority accorded to energy and oil secu-
rity in the years before the Gulf crisis. The atti-
tude of acceptance of dependence, although
called into question by the current crisis, is still a
reality. Asaresult, the energy policy response to
the Gulf crisis will likely be less interventionist
than the approach taken in the 1970s.

2. Waiting for the Third OGil Shock

The Bush Administration is endeavouring to
pursue anintermediate policy between the inter-
ventionism of the 1970s and the laissez-faire of
the following decade. Before the crisis, it rejected
protectionist measures to increase the oil supply,
such as an import tax, while Congress blocked
the President’s proposed tax incentives. Like the
previous administration, it also made no effort
to stemn the renewed rise in oil consumption. Its
attitude was essentially to wait until an increase
in crude prices to $30-35/b allowed market
forces to effect the necessary readjustments in
production.

2.1 Factors Hampering Action to Expand the Oil
Supply

Since 1986 the slump in crude prices has brought
about a decline in exploration activity, the clo-
sure of many marginal wells (17,400 in 1988) and
a reduction in the enhanced recovery activities
that had been extensively developed during the
previous decade. However, thanks to new tech-
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nologies and technologies now under develop-
ment, enhanced recovery is likely to double the
amount of exploitable proven reserves (National
Petroleum Council, 1987, pp.128-129); this gives
an indication of the stakes involved. A more
general trend is also emerging as the US oil in-
dustry increasingly turns its attention abroad,
where the potential for discoveries and profitsis
greater.

The disincentive effect of low prices was rein-
forced by environmental obstacles to opening up
the continental shelf to exploration, obstacles
that have increased since the wreck of the Exxon
Valdez in March 1990 off the coast of Alaska. For
a decade now, a large proportion of Congress
and many environmental organizations have
mounted fierce resistance to the awarding of
concessions, while the most promising areas are
off-shore. The Reagan Administration’s 1982-87
five-year plan, which sought to open up two-
thirds of the continental shelf to exploration,
succeeded in opening up only one-quarter.

In the new 1991-96 plan, the most ecologically
and politically sensitive zones will be largely
excluded. In June 1990, the Administration was
forced to accept a ten-year moratorium in five
areas: California, Oregon, Washington, Florida
and the New England states. Alaska, a key oil-
producing area, was not spared, notably with
regard to oil exploration in the coastal plain of
the Arctic National Wildlife Refuge. If this very
promising zone is not opened to exploration,
Alaska’s production is expected to decline radi-
cally over the medium term (from 1.96 Mb/d in
1989 to 0.66 by the year 2000). Environmental
restrictions have also affected the development
of the newer oilfields. In 1989, the California
Coastal Commission refused to permit the start-
up of production in the Point Arguello off-shore
field (500 million barrels), even though $2 billion
had already been invested to develop it.

To stem the decline in domestic production,
the US would need both high oil prices and the
opening up of promising areas to exploration.
High prices are necessary to stimulate explora-
tion and the development of enhanced recovery
techniques. The small producers who, histori-
cally, have accounted for the majority of wildcat



wells, would then be able to resume their pros-
pecting activities. The majors, interested primar-
ily in the more easily developed areas in foreign
countries, would also be encouraged to shift
some of their upstream activities back to the US.

While waiting for this price increase, the Bush
Administration has refused to consider protec-
tionist measures, such as an import tax, to raise
the domestic price artificially, the principle of
which was widely debated in 1987 and 1988.
Although supported by independents, produc-
ing regions and the American Petroleum Insti-
tute, this measure encountered opposition from
consuming regions, free-marketers and macro-
economic policy makers, who pointed out its
regional inequity and high cost to the US econ-
omy in terms of inflation and reduced competi-
tiveness. Inaddition, there are technical difficul-
ties involved in formulating and applying a pro-
cess that grants significant exemptions to
“friendly countries”: Canada, Norway, the
United Kingdom, Mexico.

The Bush Administration, for its part, pro-
posed tax incentives designed to encourage ex-
ploration, enhanced recovery techniques and to
help small producers as long as oil prices te-
mained below $21/b. These measures included
a tax exemption for the intangible drilling costs
of independents, a tax deduction for returning to
production small wells closed since 1986 (Oil and
Gas Journal, 1989), and a 10% tax credit on en-
hanced recovery expenditures, However, preoc-
cupied by the formidable problem of the budget
deficit, Congress was loath to reduce the tax
burden on the oil industry. Will the Gulf crisis
change this attitude?

2.2 Half-Hearted Efforts to Control Oil
Consumption

Rising oil consumption is essentially due to in-
creased fuel consumption in automobiles, which
in 1989 reached 370 Mt (7.4 Mb/d), an amount
equivalent to total imports (see Table 2). Despite
an increase in traffic and gasoline prices three
times lower than in Europe and Japan, consump-
tion declined by 25 Mt between 1978 and 1985.
This decline was brought about by the imposi-

tion of unit consumption standards on car mak-
ers and by the increased market share of fuel-ef-
ficient imported cars, resulting in an improve-
ment of approximately 50% in average con-
sumption. Similar improvements were achieved
in trucking and air transport.

Since 1986, the oil price slump has caused a
relaxation of efforts to improve the fuel effi-
ciency of vehicles. In that year, car-makers, who
have always been reluctant to accept the stan-
dards imposed on them, succeeded in persuad-
ing the Reagan Administration to relax the aver-
age consumption standard for new vehicles
from 8.51/100 km (27.5 miles per US gallon) to 9
1/100 km (26 m/gal). Their goal is to sell a larger
number of more-profitable “big cars.” Thus,
there have been no further improvements, in real
terms, in the efficiency of the automotive fleet for
several years.

The US governument is cautiously considering
a return to the previous 8.5 1/100 km standard,
but notuntil 1997. The government's motivesare
dictated lessby energy security concerns than by
environmental considerations. Perhapsit will go
further in light of the arguments of the conserva-
tion lobby, which has pointed out that lowering
the standard to 7.3 1 would have the same effect
as developing an additional 100 Mt (2 Mb/d) of
oil production capacity (Mills, Harris and
Rosenfeld, 1988, p.189).

It is clear that fuel consumption is an area
where major improvements could be made, yet
one where the US government has so far de-
clined to take action. Its refusal to consider in-
creasing the fuel tax to a level comparable with
Europe or Japan is telling in this regard. The U5
gasoline price, tax included, is three or four times
lower thanin most other countries. The tax of 24¢
per gallon is eight to ten times lower than in
France and ltaly (see Table 3). The mere sugges-
tion of a relatively modest increase of 10¢ to 25¢
per gallon immediately triggers violent opposi-
tion froma number of groups (consumers, the oil
industry and auto-makers), even though such a
move would help reduce the US budget deficit,
currently at $152 billion. American public opin-
ion appears to be vehemently opposed to any
measure of this type, an attitude that has so far
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Table 2: Changes in US consumption of petroleum products, 1973-89 (Mb/d)

Gasoline Jet fuel Diesel and domestic Res. Other Total
fuel oil Fuel
1973 6.71 1.06 3.09 282 3.66 17.34
1978 736 1.06 343 3.02 392 18.79
1985 686 1.22 2.86 1.02 3.61 i5.57
1989 741 1.48 3.11 1.32 4.04 17.36
Source: API (1989) Basic Petrolewm Data Book.
Table 3: Comparison of the gasoline tax in various countries 1988 ($/gallon)
us FRG France Italy Japan UK

Tax 0.24 1.06 1.78 232 135 1.30
Price

with tax 0.92 253 3.1 391 341 2.59
Ratio to

US price 100 275 338 425 370 281

Source: EIA-DOE, International Energy Annual 1988; US Energy Assodation, Countdown io the Next Crisis, op. cit,, p. 10.

dissuaded the government from considering it,
despite its soundness on the grounds of energy
security and environmental protection. The fact
is that a tax increase of between 50¢ and $1 a
gallon would be required to force a real and
durable change in the behaviour of car buyers.

The opponents of any increase argue thatsuch
a measure would have a series of adverse effects.
Assuming that the tax were doubled from 24¢ to
49¢ per gallon, the DOE predicts, in its 1987
Energy Security report, the following effects:
higher inflation, a slowdown in the transporta-
tion indusiry, higher unemployment, a broad-
based drop in the GNP (of approximately $20
billion) (DOE, 1987, p.El.), shrinking household
income, and a severe and inequitable impact on
thelower classes. [t notes, too, that the additional
revenue earned would be partially offset by a
drop in other revenues ($9 billion out of $22
billion). However, the alarming increase in the
budget deficit might force the Bush Administra-
tion to break the gasoline tax taboo in the near
future.
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2.3 New Dependence on the Gulf Countries

The DOE report assumes a slow but steady rise
in oil consumption, averaging 0.8% a year until
the year 2000 in a base-case scenario, where the
price of oil would rise gradually to $28/b. This
would lead to an increase in demand of approx-
imately 50 Mt (1 Mb/d) compared with 1989.
The rise in the demand for fuel would be accom-
panied by higher consumption of petroleum
products in electric power plants as a result of
new environmental restrictions.® With crude oil
production totalling only 295 Mt in the year 2000,
the DOE estimates, in the same scenario, that the
level of dependence will rise to 55% (see Table
4). It could even reach a level of 60% if prices are
lower ($22/b in the year 2000): oil consumption
would increase by 85 Mt instead of 50 Mt, and oil
production would decrease by 120 Mt instead of
85 Mt.

8/ See Energy Information Administration (1389), p.51.
DRI and Wharton simulations, carried out in late 1988 and
quoted by the DOE, each resulted in a comparable
dependence rate of approximately 536% (see same report,
p-40).



Table 4: DOE forecast of US oil dependence 1989

Base case Low price scenario
1989 1995 2000 1995 2000
Assumed Oil price (3/bl.) 236 28.0 158 217
Crude production {Mb/d) 7.6 6.2 59 5.8 5.2
Net imports (Mb/d) 7.6 9.3 10.2 163 11.8
Demand Mb/d) 17.4 17.8 186 185 19.5
Rate of dependence (%} 439 32.0 548 556 60.3
Source: EIA, Arnual Energy Outlook 138%: Long-Term Projections (Washington: DOE), p. 51.
Table 5: Breakdown of US net imports of arude oil and petroleum products 1986 and 1988 (vit)
1986 % 1988 %o

OPEC 1514 54.2 1693 51.0
incl.

Gulf countries 48.0 i7.2 87.7 26.4

Saudi Arabia 341 12.2 53.0 16,0

Nigeria 210 75 28.1 84

Venezuela 43.4 15.5 401 2.0

Indonesia 167 6.0 2.3 238
NON-OPEC 1274 458 1629 49.0
incl.

Canada 357 12.8 445 134

Mexico 35.0 12.3 37.2 i1.2

United Kingdom 163 5.8 13.8 4.1
Total 279.0 100.0 a2 100.6

Source: International Erergy Agency (1989) Quarterly Gil Statistics {Paris: OECD)

The increase in US imports by the year 2000
(between 2 and 4.2 Mb/d, depending on the
scenario) is expected to be supplied primarily by
OPEC, given the stagnation in non-OPEC pro-
duction. North American oil from Canada and
Mexico, which currently accounts for 25% of
imports, cannot provide a solution, considering
the quantities required relative to the production
capacities and domestic requirements of these
two neighbouring countries. The Free-Trade
Agreement with Canada will not radically alter
the volume of oil exports from that country. The

US government has little choice but to accept
growing dependence on OPEC, and particularly
on the Gulf region. The share provided by this
region, which had fallen to 15% of net imports,
had by 1988 risen again to 26%. Of this volume,
16% was supplied by Saudi Arabia, which has
once again become the leading supplier, to the
tune of 60 Mt in 1989 (US Energy Association,
1988, pp.1-2). The Gulf region’s share could
reach 50 to 60% by the year 2000.

Prior to the Gulf crisis, the US government
reacted to the situation outlined above by seek-
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ing to consolidate the US sphere of interest in the
Middle East. In 1989 it made special diplomatic
overtures to both Saudi Arabia and Iraq. These
countries were designated as the primary con-
tributors to higher OPEC sales to the US in the
coming years, as Iraq's expansionist ambitions
had not yetbeern recognized.® In addition, the US
government supported US oil companies in their
search for commercial opportunities to expand
their activities in producing countries. It planned
to broaden this support to other industrial firms,
feeling that stronger trade links werea good way
of stabilizing relations with the US (Moore,
1990).

it is significant that certain producing coun-
tries, particularly Saudi Arabia, declared their
willingness to deliver oil under a “leasing” ar-
rangement to the economy-minded US govern-
ment s0 that it could fill its strategic reserve
without significant budgetary implications.
OPEC had previously regarded this reserve asa
weapon directed against if, one intended to dis-
suade OPEC from using oil deliveries as a means
of political pressure or to manipulate the market
in the event of an increase.

Irag’s unexpected seizure of Kuwait has force-
fully underlined the instability of the Gulf re-
gion. The firmness of the US response, marked
by the deployment of a large military force, re-
flects the vital importance of the Persian Gulf as
a future source of oil supply for the US
(Brzezinski, 1990). The US wants to prevent Iraq
from becoming a power which, throughits dom-
ination of the entire region, will be able to use its
oil as a political weapon and control its world
price. Already during the Iran-Traq war, the pres-
ence of a large American naval force in the Gulf
was motivated by the objective of preventing
domination of the region by an enemy of the US.

Regardless of the outcome of the Gulf crisis,
the question of how to maintain or enhance con-
trol over the region will be a major issue facing
the US. Should a strong military presence be
maintained, or will the development of close
economic and diplomatic links suffice?

This question is all the more important be-
cause political and economic circles in the US
seem to have accepted the inevitability of a rise
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in American oil imports. At best, some of the
obstacles to the expansion of exploration and
production may be lifted, Congress may accept
certain tax incentives, and more vigorous action
may be taken to reduce fuel consumption. But
the fact of higher oil imports remains. The UShas
accepted oit dependence, since it finds it easier
to resolve its supply problems through diplo-
matic or military control of the source of imports
than by addressing problems related to its do-
mestic production and consumption, which give
rise 0 t0o many conflicts among internal special
interests.
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