TITI. RATIOMALE FNP. GOVERMNT INVOLVE IENT

Energy is the key ingredient in our modern material
civilization: vet without substantial government_involvement
it appears that the U, S. epergy situation will become
increasingly unstable. Propress and even existence is
dependent on an adesuate supply of fuel. For example, there
is evidence to suggest thar Japan entered the Second World
War to secure its energy supply. It is difficult to over-
empbasize the importance of maintaining an adequate and siable
supply of enarev.

The United States is raridly evolving from a self~sufficient
fuel ﬁosition to one of devendence upon fecreign oil. It 1is
estimated that, without counter-action by the U. S., by 1985 over
507% of our oil will be imported, mainiy from the 'dddle East.

The recent use of oil as a political weapon by the Arabs is
particularly distnrbing. it is perhaps fortunaterthat this occurred
vhen oniy 57 of our oil supply is coming from that part of the
world., There is an urgent need to reverse the trend to depandence
upon foreign sources for our energy supply. Our nationai security
is a national responsibility and private industry is in no position
to take this responsibiliity.

There 1s great uncertainty in the economic outlook for a
svnthetic fuel industry. Troduction costs for Middle East oil
range from 15¢ to 25¢ per barrel: the narice of oil is thus currently
determined by what the market will stand. On the other hand,

synthetic oil from coal and shale oil will have a production co&t




of -approximazely $5 to $6 per barrel. Tt is apparent based upon
ﬁhcse ccl:;nonic considezations that the svnthetic or shale oil
business could be virtuallv elinminated at the whinm of the Middle
East producers. Covernment repulations (which are suhject to
unpredictable variations) ean 2ise have a2 m2jor impace upon fuel
prices. With che huge zapital cost invoived in the plant to pro—
duce the syuthetic fuel, the risk appears to be too high for
substantial investment by arivate industry.

The high risk of fuel conversion technology is €further ac-
centuated by the technical uncerrainties and high costs assoeciated
with many of the advanced tcchnolony programs. Thus private
entexprise does not have the incentive to undertake the programs.
Anti-trust laws also Idimit the 3bilizy of companies to work
together. If resources ave ro be pookied snd vrilized effecrively,
i wiil most likely vequire goveranreat Involvement. Associated
with the high tisk to these prograns is also the leag timz for
pay~off.

There is, forthermwore, scme basis to belicve that there is
actually a disincentive for energy zowpanies te participate ox~
tensively in the development of improved eaergy conversien technolozy.
This inprcved teckunolopy would assist with cnerpy comservation which
in twen would result in 2 siow growth rate of enerpy use. This
decreased rate of enercy use wonld have = tendency te limir the
profitabilicy of zhe enerpy commanies.

In addition to the cecnomic factors nemst:afina povernment
invslvemeont, theve are broad social mezds assa:!at;ed with onsrgy

technolozy. Fuel combustion is the main couse of alir pelliucion and



is responsible for 80X or wmore of the knewn air pollutants. The
Cavcrnnevét should cnsure that combustion is ccatrelled so that
the health and welfare of the people are protected. This should
be accomplished without placiny onerous burdens on affected
Industries.

Previous cxperiencz eay serve s a guile for the natuze of
governzent particinoation. A crisis similar to the emergy problem
azosce durine the Sccond Horld War with respect to rubber. In a
very shott rime & synthetic rubber industry cavable of sunplving
thez ;:oun:ry had to e put in place onder the dizecrtion of the
Rubber Reserve Corperation.

- To swmrzrize, there are many £actors in the energy proble=
1thich Tequire government parricipation. These iaclude nztional
security, indestrial and social well-being, uncertainty, high

risk and urgency,




