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Unresolved lssues Remain
Concerning U.S. Porlrcrpolron In The
lnlernu’rroncl Energy Agency

The lnternatronal Energy Agency (IEA)

established in 1974 and composed . of 21. orI., e

consuming countries :including the United TR T ' - : oo
States, serves as an energy policy coordinating =~ - .. ' : ‘
forum. However, IEA’s Emergency Sharing. ..~ " . : . ]
System, desrgned primarily. to respond to’ 't o

short-term oil supply drsruptrons suffers from - ‘

data errors, lack of a comprehensive price - -

dispute settiement mechanism, and a mislead:

‘ing represenftatron of: emergency: :oil: stocks

- which raise serious questrons sabouts the - & . _
‘System’s workability. ¢ b 0 e e e

Under most supply dlsruptrons rnvolvrng the_; "
~ IEA Emergency Sharing System the United
States will be obliged to divert oil |mports
to other IEA countries. In’ srtuatlons similar
to the Arab Oil Embargo“of 1973; when' the
United States was the boycotted: country, S G ‘
it would benefit from the System.: oo L ST e RN

: Internatlonal oil disruptions in 1979 and

1980 raise serious questions about the viabil-
ity of the IEA iin responding to escalating oil
prices and other forms of market disruption.
These situations also raise questions about the
adequacy of existing U.S. legislation to au-
‘thorize U.S, participation in certain |[EA ad
hoc emergency activities.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON D.C. 20548
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The Honorable Max Baucus
The Honorable Howard M Metzenbaum
Unlted States Senate

This report assessing U.S. participation in the
International Energy Agency responds to your request
that we review U.S. involvement in this multilateral
enerqgy agency.

As arranged with you, unless you publicly announce
its contents earlier, we plan no further distribution of
this report until 30 days from the date of its issuance.
At that time, we will send copies to interested parties
and make coples available to others upon request.

Acting Comptrdller General
of the United States




.REPORT BY, THE ¢ﬁ?w‘~‘~»UNRESQLVEDﬁISSUES:REMAIN CON-

j<D I GES T .

COMPTROLLER GENERAL . CEBNING,U,s;,pagmlcprTION IN

OF THE UNITED STATES . THE INTERNATIONAL ENERGY AGENCY

T

The Internatlonal Energy Agency (IEA), estab-
llshed in 1974 and .composed: of 21-0il consuming
countries, is a multilateral organization de-
signed to facilitate responses to short-term
energy. dlsruptlons and . long-term; supply prob-
lems. JEA's: 'Emergency Sharing. System is.ithe

a;mechanlsm_avallable to respond .primarily. to

short-term supply interruptions~ As IEA's
pr1nc1pal proponent, the United States contrlb-

yjuted 25 percent 82,45, mllllon) of. the agency s

L budget for flsca gyear 1981ym

obThe IEA serves(as -an energy pollcy coordlnatlng

,«‘forum for: consumlng nations.« . It has 1mproved
--member ; countrles understandlng of the o0il mar-

.,,supply uncertalnty..

ket and prov1ded them with a better sense-of
what needs to be done on an international and
national level during a period of contlnuous

v : I

“The IEA s success 1n a rapldly changlng market

env1ronment,dependslgreatly_on the willingness

Mmof participating countries to support its.basic

objectives of (l) sharing supplles in an emer-
gency, (2)-developing a comprehensive oil mar-
ket 1nformat10n system, (3) establishing a long-

© term cooperation:program emphasizing import con-

trols and accelerated development and use of
alternative fuels, and (4) 1mprov1ng consumer-
producer relatlons. T . :

This review was requested by Senators Max Baucus
and Howard- M. Metzenbaum of the Jud1c1ary Com-

umlttee.-a mx@

-w‘IEA ORGANIZATION AND MANAGEMENT

TEarSheet

vThe IEA is.an autonomous organlzatlon of- the

Organization for Economic Cooperation and
Development .(OECD). Although the IEA's annual
budget ($9.8 million in fiscal year 1981)-is
part of the OECD budget, the IEA Governing
Board, composed of delegates from each partici-
pating:country, controls IEA's budget and-over-
all operations. (See organization chart on
p. 17.) : g - |
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AR lnternatlonal Secretarlat of 126 staff ‘pPre-
f;pares many- of the IEA's- ‘market analyses ‘and policy
‘“optlon studies. A voluntary group of 47 oil com-

panies (21 from the United States) provides data
on the o0il market and implements emergency al-
location decisions. A smaller advisory-group
drawn from the industry group, the Industry
Advisory Board, advises andconsultsiwith the
Secretariat and representatlves of the Govern-
1ng Board.f : :

Although 1ndustry 1nfluence is: s1gn1f1cant in

- the IEA; the Governing Board is the final"

decisionmaker. It meets: frequently and makes
dec151ons on a consensus bas1s. T

‘iAt Governlng Board meetlngs, only government
representatives of participatihgicountries and
the Secretariat attend. No transcrlpts of Gov-
- erning Board: meetlngs aremade. -Writteh'con-
clusions, which are not*made availableé to the
public by the IEA, are sent® to part1c1pat1ng
governments. (See pp. 21 and 22 )

e . . ; LR k SRR Lot
Meetings between the IEA and industry are not
open to the public. Members of Congress and
their designees: are permltted to attend, how-
ever, and monitors:from the Departments of Jus~-

'~ tice, Energy, and State and the Federal Trade

" Commission attend fo¥“antitrust purposes.» Jus-

“ tice and® the: Federal Trade-Commission make

semiannual summary reports of- 1ndustry IEA
activities to 'the Congress.‘ {see pp. 22, 23,
and 86 through 89 ) RS R

[N E

SUPPLY'DISRUPTIONS

IEA's complex Emergency Sharing System suffers
from data errors, lack of a comprehénsive price
dlspute settlement mechanism for member ¢oun-
tries, and a mlsleadlng representatlon of emer-
gency reserves, which raise serious'questions
about the System's workablllty. A March 1981
appraisal of the most recént test of the System
by the Department of Energy's Economic* Regula-
tory Administration underscored these def1c1en-
-cies. (See ch. 3.) : e :

Under most supply disruption scenarios involv-
'ing the IEA Emergency Sharing System, the:
United States will be obliged'to divert oil
imports to other IEA countries. In situations
similar to the Arab Oil Embargo of 1973-74,

ii



when the United States was the. boycotted ‘coun-
try, the United States would benefit under the
System. o
Sharlng supplles durlng an emergency 1s the
~heart of the IEA system and is COns1dered to
be:in the broad economlc, forelgn pollcy, and
‘national security interests" of the United States.
Without IEA, thé United States’ ‘would be forced
to compete with many ‘of its-allies for scarce
‘0oil .supplies, ‘with potentlally harmful effects
‘to relatidns with them. :GAO's assessment of IEA
‘member  countries' efforts to cope with future:
-.oil supply dlsruptlons indicates that IEA member
countries have’established 'an institutional frame-
--work. and developed broad- pollcy objectlves but
shave yet to. greatly reduce thelr Vulnerablllty.
(Seé. pp. 44 -and 45:) i

OIL" MARKET INFORMATION

Wlth the cooperatlon and a851stance of the oil
companies, IEA countries have developed infor-
mation systems on crude ‘o1l costs, crude 0il
import prices, ‘and the financial operatlons of
-:international o0il conipanies. A framework for
. consultation with oil companies was created. which
. allows representatlves of the" Governlng ‘Board and
the Secretariat to discuss energy pollcy w1th in-
dividual oil companies' that would not be covered
in a regular reporting system. However, the IEA
- information ‘system falls far short of being a
‘comprehens1ve global  systeim capable of descrlblng
the market's total operatlon and structure.
(See ch. 4 ) o :

'LONG-TERM COOPERATION

‘IEA countrles have agreed to general long-term
principles focus1ng on 1ntens1f1ed conservation,
reduced import dependence, and expanded research

and development, but individual country performance
has not always reflected these commitments because
of differing national energy policies, programs,
and procedures as well as levels of implementation.
These problems are further exacerbated by national
political differences and general economic policy
conflicts which, coupled with environmental concerns
in some countries, have- produced significant obsta-
‘cles to long-term cooperation. ' Nevertheless, the IEA
seems to have heightened member countries' awareness
.of the effects of oil depéndence and encouraged them
to establish target goals and coordlnatlon. (See
ch. 5.)

Tear Sheet 1ii



U.S.. POLICY TOWARD AND MANAGEMENT :: -
OF U.S. PARTICIPATION IN THE.IEA

Management of U.S. part1c1patlon in the IEA, an
:1nformal process involving the- Executive Office
‘Of the President and the Departments of State
j_and Energy, has. generally been effective::’ How-
_ever, some lnternatlonal energy.policy deci- '

'1L51ons have been 1ncons1stent with U.S. posi-

tions in the IEA. This was apparent in.the

,ﬁpLU S. 1979 dec151on to. temporarlly subsidize
ffdlstlllate 0il imports,.for home.heating pur-

”fposes, whlch contradlcted its-position asa

Vumember of the IEA to.reduce o0il imports. It
. .was . also apparent at the 1979 ‘Tokyo.:Summit

. when U, S. part1c1pants prepared for the con-
‘ _rence w1thout 1ntegrat1ng ‘actions: already -
”taken or under cons1deratlon dn the IEA.rv~‘

The current admlnlstratlon is: rev1ew1ng U S.
policy toward the IEA. Although the review has
not been completed,, the Secretary of Energy,
as the chief U.S. delegate to the .June 1981 ‘
7IEA mlnlsterlal meetlng, reaffirmed that the
IEA w1ll .remain the focus of U.S. international
energy pollcy. He emphasized that it is the
central mechanlsm for protecting industrialized
: countrles from unexpected .and:-unwarranted:oil
vfsupply dlsruptlons and, in the long~run,for

"reduc1ng dependence¢on insecure foreign sources

of oil.. While, relteratlng its -support for the
‘:IEA, he underscored the new administration's
gcommltment to market forces and -stock ‘draws as
the prlmary response to- international. supply
crises and emphasized that the formal-. IEA" "

- Emergency Sharing System should be used only
as a last resort. He also:. stressed that" in
subcrisis situations, the United States sup-
ports ad hoc measures that would be defined in
the event the market mechanism and stock draw-
down dia not work., (See ch. 6.) SRR

 ANTITRUST ISSUES.

U.S. participation in the IEA reflects'audichot-

omy between the operational role of the
. Departments of State and Energy and the regula-
- tory role of the Department of Justice and the
Federal Trade Commission. Under the Energy
Pollcy and Conservation Act of 1975, as amended,
. Justice and the Federal Trade Commission are
_prlmarlly responsible for monltorlng the par-
ticipation of U.S. 0il companies in .the IEA for
antitrust purposes. In recent years, antitrust

iv




considerations have increasingly intruded -

rupon energy:-and: foreign:policy objectives. :

in U.S.irepresentation in:the IEA.: ‘Foreign

- ‘governments . and- 011hcompan1es in.particular
‘have reacted:negatively to the .extension of

U.S. antitrust law into a mult11atera1 organ-
1zat10n.

_Neverthelessyeassuming that ‘the United States

and: other participating countries.desire some

~form of international ‘emergency:allocation, the

‘existing antitrust-system; accompanied by.

strict. .monitéring of oil company activities,
appears :far preferable to-unilateral oil com-
pany allocatlon de01s1ons.

1

U S leglslatlon and the Voluntary Agreement
‘governing U.S. oil- -company -involvement -in..the

IEA provide the United States with the unusual
opportunity of observing the oil 1ndustry in
action during an: emergency . ‘This is.in marked

-contrast to the-situation in 1973, when industry -

managed the shortage and reallocated.supplies

- without direct Government 1nvolvement. : (See

ch. 7 )

EFFECTS OF THE CHANGING ROLE OF ...

THE IEA ON THE UNITED STATES

IEA partlclpatlng governments and companles

- expressed concern-about the failure of mem-

. ber countries to restrain rising oil prices

and the failure of the .current formula for .

-computlng oil allocation rights and obliga-

tions to adequately consider the-differing

~economic needs and capabilities of member

countries. The 1979 Iranian crisis, which:
sparked a 160-percent increase in world

. petroleum prices in the absence of a serious

Tear Sheet

supply shortage of 7 percent or more, revealed

- the vulnerability of the IEA. Efforts by-par-

ticipating. countries to reduce anticipated con-
sumptlon by 5 percent falled to prevent the
crisis. : ; : :

In the wake of the Iranian crisis, IEA govern—’
ments have attempted to become more involved in

- implementing and monitoring joint energy pollcy.
- Following the onset of the Irag-Iran war in

September 1980, IEA adopted two new act1v1t1es

- that particularly affect price.

The first is a system for consultations between
governments and industry on o0il stock policies.

v



IEA member countrles dec1ded that Oll stocks
should be used flex1bly to meet . short term mar-
ket disruptions, thereby dlscouraglng .purchases
on the - spot.: market and reduc1ng upward pressures‘
on-price. ‘ : : ,

The second essentially is an informal sharing
system ‘to. correct petroleum:supply imbalances.
It was designed prlmarlly to moderate potential
market pressures on. prlces during the latter
part of 1980 and the first quarter of 1981.due
to potentially: serious supply-imbalances
resulting from the.Irag-<Iran.conflict.

Whether the informal sharing system is covered
by U.S..legislation:implementing:the-Inter=
nat10nal ‘Energy 'Program which. establlshed the
IEA has been: questloned..~~ AN : :

Leglslatlon lmplementlng U S. obllgatlons under
the Program: was based on the. assumption that
the international oil allocation- would not-
-arise until the threshold of a 7-percent short-
age in oil consumption was reached. =

The informal sharing system substantlally
- changes this obllgatlon- 1mba1ances are not
limited to 7-percent or greater oil supply
shortfalls before certain actions are taken,
and-international oil-allocation has become an
instrument for restraining rapid spot market
oil price increases by correcting supply .-
imbalances. - The informal sharing system:also
has the potential for .supplanting the use.of
the selective trlgger under. the Internatlonal
Energy Program. ‘ B .

Partlcular concerns about the 1nformal sharlng
system that Congress should be aware of include
its impact on U.S. antitrust issues and other

complementary energy 1eglslatlon. (See ch 8.)

AGENCY COMMENTS AND GAO s EVALUATION

Several agencies commented that GAO's report
presented a useful and comprehensive overview
of IEA's structure, operation, and problems.
However, the Departments of State, Energy, and
Justice, and the.Federal Trade Commission
disagreed with several of GAO's conclusions.
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~-Energy and Justice argue that the 1980 test
of IEA's Emergency Sharing System clearly
demonstrates the workability of the System.

-==State claims that the United States would
have no allocation obligation to give up oil
supplles in certaln non-embargo situations.

' ==Justice and the Federal Trade Commission dis-
agree with some aspects of GAO's evaluation
of the U.S. antitrust clearance procedure.

--Justice disagrees with GAO's negative charac-
terization of foreign reaction to U.S. anti-
trust monitoring in the IEA.

--State and Energy dlsagree with GAO's descrip~-
tion of IEA's 1980 decisions concernlng shar-
ing of supplies and stock management in the
wake of the Iraq-Iran war.

Despite these dlsagreements, GAO remains con-
vinced that (1) the 1980 test of the Emer-

gency Sharlng System challenges the System s
viability in an actual emergency, (2) in the
majority of supply disruptions, the United

States would have to divert oil supplies to
other IEA countries, (3) decisions stemming

from the interagency antitrust clearance

process should be explained, (4) foreign re-
action to U.S. antitrust monitoring of U.S.
1ndustry involvement in IEA activities re-

mains negative, and (5) IEA Governing Board
decisions in late 1980 responding to the Irag-
Iran war represented for this event the establish-
ment of an informal sharing system and a flexible
stock management policy.

Specific agency comments and GAO's evaluation
appear in chapters 3, 7, and 8 of the report.
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INTRODUCTION ‘, ', B

The' Internatlonal Energy Agency (IEA) consists’ of 21 major'

- oil-consuming countries 1/ who are members of the Organlzatlon

- for”Economic Cooperatlon “and’ Development (OECD), 'IEA was estab-

- lishéd in Novembetr” 1974, 1n the wake ‘of ‘the Arab 0il Embargo, in

‘an attempt to establish energy cooperatlon as’ ‘a deterrent to fu-

-ture,polltlcally 1nsp1red oil’ supply dlsruptlons._ The Unlted
“~States,’
“mary target of'the 1973 embargO‘ was the mov1ng force in estab-

‘ag ‘the’ world ‘s largest consumer of petroleum and a pr1—

wllshlng the- "IEA. - The Unlted States currently funds 25 pércent of

the IEA's overall budget, which 1n flscal year 1981 came to a

Yid Moo

GENESIS OF IEA

" The February 1974 Washlngton Energy Conference of major oil-
consumlng natlons focused on the common vulnerablllty of import-
dependent countrles o the 1ncrea51ngly powerful Organlzatlon of

: Petroleum Exp”rt;ng Countrles (OPEC) .cartel.’ The Embargo of 1973~

for the major 1ndustr1allzed countrles to

hﬁcoordlnate the development of a short-term emergency sharing sys-
_“tem and longer term energy cooperatlon focused upon reduc1ng

excessive 1mport dependence., Consumlng countrles had scrambled

frantlcally in an attempt to gain assured access to oil supplies,

_'often through negotlatlng bilateral contracts with. individual OPEC
,governments, Wthh resulted in a trlpllng of 011 prlces, economic
,\dlsruptlon in, terms of splrallng prlces, decreased economic
'growth, and’ 1ncreased unemployment. The resultant chaos, dls-

' unlty, and; uncertalnty also. challenged, and to. some extent

: stralned, the overall pOllthal, securlty,‘and economlc t1es that

bound many. of the 1ndustr1allzed countrles. ‘As a. result of the
Conference, an Energy Coordlnatlng Group composed of 12 coun-

. tries 2/ of the OECD worked for 9 months developing the Inter-

national Energy Program (IEP) which established the International
Energy Agency. Former OECD energy groups had developed emergency
sharlng of oil supplies for European natlons, but the 1973-74
crisis demonstrated OECD's 1nab111ty to be respon51ve to the

- demands. of the s1tuatlon. . Clearly a new, more comprehen31ve sys-
tem. capable. of effectlve act1on was in order.. :

ll/Australla, Austrla, Belglum, Canada, Denmark, Greece, Ireland,

Italy, Japan, Luxembourg, Netherlands, New Zealand, Norway,
Portugal, Spain, Sweden, Switzerland, Turkey, United Klngdom,
United States, and West . Germany.

2/Belglum, Canada, Denmark, Italy, Ireland Japan, Luxembourg,
Netherlands, Norway, United Kingdom, United States, and West
Germany. :



The 16 countries 1/ that originally signed the IEP Agreement
on November 18, 1974, répresented diverse interests, energy re-
source positions, national energy policies, economic policies,
and political orientations. Although the United States was par-
ticularly interested.in protection .against: 1973-74 type political
\embargoes, most European countries: also; wanted better Anformation
" on the structure and. operatlon of. the 1nternatlonal oil:market.

‘ﬂyEuropean nations ‘and’ Japan, with greater degrees of 1mport depend-

”%jof the Unlted States and

ence

[
ment

and" Japan contrasted sharpl

1were antent on, insuring access to supplles. ‘Greater; govern-
1nvolvement An the oil. market in, several: European nations

: ' w1th"the prlvately oriented. markets
st .Germanys, and this pos ‘someFdlffl—
akworkable structurelfor the IEA.

‘chlty in reachlng agreement or
fUltlmately, an, agreement,. s us
companies' ex1st1ng dlstrlbutlon systems‘and‘t ng ¥
IEA would not become’ a supranational organlzatlon”w1th broad regu—
latory powers. SR S i

L .Perhaps. the most consplcuous example of. the dlverse inter-
,ests among consumer natlons has been France s. dec151on not to par-
ticipate in theé IEA, because it contended that (1y the 'IEA would
‘be’ afcounterproductlve, confrontational’ mechanlsm, KZ)}the”IEA
would be domlnated by the Unlted States, ‘ ¢ ne

2

requlre some sacrlflce of French natlgnxﬂblnterests.;;‘

b

) Desplte the dlverse 1nterests, the IEP Agreement was’ 51gned
‘on’ the’ grounds that it unlfled member countrles.” ‘The flnal agree-
ment' prov1ded for voluntary partlclpatlon to 1mprove emergency
sharlng of supplles, develop an 01lfmarket 1nformat&on system,
establlsh ‘a long—term cooperatlve effort to reduce 1mport depend-
ence and develop alternatlve energy sources-’coordlnate and har-
monize natlonal energy pollc1es, and’ es“abllsh consumer—producer
dlalogs. U.S. part1c1patlon in the" IEP/IEA is authorized through
an executive agreement. However, other member countrles percelve
thlS 1nvolvement as a treaty commltment.‘ s ; ;

The unlqueness of the" IEA as’ an 1nternat10nal organlzatlon is
reflected in its Emergency’ Sharlng System, de51gned to respond to
an oil shortage of 7 percent or more: of one or more IEA countries
or the entire group. Particularly significant is the participat-
ing countries' agreement to share supplies based on a formula
derived from individual country consumption and import levels.

The success of this system depends to a large extent on the will-
*1ngness of individual IEA natlons to adhere to thelr respectlve

l/Austrla, Belgium, Canada, Denmark, Ireland, Italy, Japan,
‘Luxembourg, Netherlands, Spain, Sweden, Switzerland, Turkey,
‘United Kingdom, United States, and West Germany.-
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emergency-sharlng commltments in an‘actual emergency.' The IEP

Agreement.- and-the IEA do not prov1de for sanctions agalnst member

countrles Wthh do not meet thelr obllgatlons.

u. S. PARTICIPATION IN IEA '

Management of U.S: part1c1patlon in the IEA is shared in-

“formally by the State and Energy Departments, together w1th ‘the

Natichal Security ‘Council.  The- Department of Justice and the

‘Federal Trade Comm1s51on (FTC),;along w1th the Departments of

s

State’ has tradltlonally had - the prlmary respon51b1llty
for managing-U.S. part1c1patlon because of key " forelgn pollcy con~

wgiderations affecting-uis. relatlonshlps with-other 'IEA” ‘partici-

oy EL

pating countries, and Energy has ‘been” respon51ble for teéchnical

'}adv1ce.1 Since 1978 the dlchotomy between the: operatlonal role of
""state and Energy and the regulatory role of Justice and the FTC

has been an’ 1ncrea51ng ‘source of problems w1th ‘U.S., part1c1pat10n

©oin the' IEA, because an, essential ‘elefment ‘of 'U.S. membershlp in the
:”IEA Emergency Sharlng System 1s the voluntary part1c1patlon of
U S 011 companles.-w

Dlscu551ons ‘held 'in’ London in October 1974 between the Energy

.Coordi natlng Group“and a group of 13 oil companies; 'including 5
.S mult1nat10nal f1rms (Exxon, Mobil, Texaco, Socali  and Gulf),

focused on’ companies’ perceptlons ‘of and roles in-.the IEP, speci-
fically the formation of 1ndustry advisory groups 'to: 1mplement

- information development on'the oil markKet and’emergency’ ‘shafing.

It was clear- that, - glven the nature of the' international o0il mar-
ket ‘and the dominant‘role of companles in that market, company
part1c1patlon in the IEA-would be- essential for IEA to become

‘operationdl ‘and prov1de some form of" deterrent to future OPEC
embargoes. It was also clear that the IEA would be highly:'depend-

ent upon company participation, particularly in developing and

flmplementlng ‘the Information and Emergency Sharlng Systems, whlch
“are essentlal to the reallzatlon of- the IEA s objectlves.~

These five U S. companles together with eight foreign com-
panies 1/ later formed the core of the Industry Advisory Board,
whlch advises IEA on emergency-sharing issues. (See list on

' 5)  Thé composition of this industry group has been modified to
permlt medium-sized U.S. international companies and additional
foreign oil companies: to participate. ' The Industry Supply Advi-
sory Group, ‘an-ad hoc group of the Industry Adv1sory Board, was

)

1/Br1tlsh Petroleum Co. Ltd.; Ente Naz10nale Idrocarburl (Italy):
Petrofina, S.A. (Belglum), OeMV-Aktiengesellschaft (Austria);
Shell International Petroleum Co. Ltd. (a British/Dutch company,
not the American affiliate); Statoil (Norway):; VEBA OEL, A.G.
(West Germany), and representatives of Petroleum Association
of Japan and Petroleum Producers Association of Japan.
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. also.established to.advise the Allocation Coordinator .in .
‘remergency-sharlng SLtuatlons. The Industry Worklng Party,.com—
posed nf U.S. and forelgn 011 companles, .advises. the IEA oh mar-
ket information systems. The major U.S. oil companies have
continuous involvement on these advisory panels, and .the smaller
U.S. companies participate in the Industry Advisory Board on a
rotating basis. Currently, 7.of the 18 firms on the Industry
AdV1sory Board are. American; 13 of the 20 firms onthe, Industry
Supply Adv1sory Group are American; and 5-0f the 13 flrms in the
‘Industry Working Party are:American. Company participation also
~.+includes the Reportlng Company Group (21 U. S.:and 26 forelgn
companies--see.list on. p..5). which, under emergency reportlng pro-

',i’fcedures, informs the IEA about production, imports,; exports, and
- other market—related data.b Some .0f these: companles participate in

one or more.. of these ent1t1es.“’t; ﬁuv‘*_*.i S M,M.prm N

.,v‘t s

For the companles, IEA prov1ded an opportunlty to avold the

”'difflcult allocation, dec151ons they made in the 1973-74. embargo

'perlod which resulted in cons1derable cr1t1c1sm by. consumlng coun-

~.tries. The. pr1nc1pa1 allocatlon dec151onmaker in IEA is the Execu-

tive Director; however, his decisions are subJect to the final
authority of the Governing Board members. The IEA's system of

. relying heavily on international oil company participation also
-assured minimal dlsruptlon of the-. companles established supply
-and . dlstrlbutlon lines, . a crltlcal factor in an embargo 51tuatlon
when governments are considering-a varlety of optlons to. insure
.adequate-energy supplies.. The companies .also, percelved the1r
‘advisory status as a means of representing thelr interests against
IEA countries- 1mpos1ng possible additional 1nformatlonal and mar-
ket management requirements on them.. . And, in the flnal analysis,
many. companies believe that. partlclpatlon in a nonregulatory IEA
‘is' preferable to:such:more dlrect forms of. government lnvolvement
as emergency moblllzatlon and natlonallzatlon. e :

; From a U S Government perspectlve, partlclpatlon 1n IEA by
U.S. oil companles presents a sensitive antitrust: problem. Grant-
ing an antitrust defense, thereby permitting U.S. companies to
cooperate in the informational, consultative, and emergency sharing
‘aspects of the IEA, is essential to those companies' participation
in the IEA. Coupled with the defense has been the establishment
‘of appropriate antitrust safeguards by the U.S. Government, which
have emphasized antitrust monitoring by Justice and. the FTC. U.S.
. companies have insisted that, without appropriate: antitrust
- defenses and monitoring, they would not participate in-the IEA for
fear of subjecting themselves to possible antitrust charges by
private sector interests, with resultant 1itigation. - The U.S.
Government has generally agreed with the companles position on
thls matter. A

"The extensive involvement of U.S. international companies in
the IEA and the serious obligations of the U.S. Government under
the Emergency: Sharing System could not be carried out effectively



OIL CXMPANII-E THAT PARI‘ICIPA’I'E I_N IEA

Reportmg Ompany Gzoup (note a):

Amerads Hess Corporatwn (v. S ) ' Montedeson (Italy)

Anonima Petroli ‘Italiana’ (Italy) Murphy 0il Campany: (U.S.) ...
(l}shland 0il, .Inc. - (U S.). . - Nippon:Mining. Co.,. Ltd:: (Japan)
© T alantic Richfield Oarpany (U s. ) OeMV Akt:.engesellschaft (Austria)
R S0 Axel” Johnson ‘& Co."A.B. ‘(Sweden) 0cc1<ienta1 Pet.roleum corporatlon
“ . - ' i, British National'Oil Company 1 (USH)
.. British Petroleum,Co.. td, .. - Petro—(hxuda Ltd. (Canada)
R " (Unitea Kingdcm) ' Petrofina S.A. (Belgium)
“ Caltex Petroleun Corporation ({i.S.) - ‘Petroliber (Spain)- = -
Chanplin Petroleum c:::pany (u.s. ) Petroner (Spain)
.+ . CEPSA (Spain) .. .. - ...Fhillipe Petroleum,Company. (U.S.). -
N o Cities Service Carpany (U s. ) o Saarbergwerke (West Germany) L
COE L P Continental 0Ll Carpany (U 'S, ) - Shell’ Interfationdl’ Petroleum Co.,
1% e, Daikyo-AJapan) . o ;i Ltds (United Kingdan—Netherlands)
i Ente Nazionale Idmcarburi (Italy) Shell 0il (Carpany AU.8) i -
Exxon Corporation {U.8.) " Standard O 0il cmpany of Callforma
Getty 0il Campany (U.S.), ‘ (u.s.) .
j ’ ‘ : ’ R Gulf Oil. Corporation (U. S ) ' 'Standard 0il Gatpany‘i‘(Ind:.ana) {U.5:)
g . wip - Hispanoil S.A. (Spain):  Standard 011 Ccnpany of Chio "(U.8.)
- R Idemitsu Kosan Co. Ltd. (Japan) Statoil (Norway) ,
1 R T MabanafEiGMBH (West Germany) . . Svenska Petroleum' (Sweden)
: S RS Maruzen. 0il co. Ltd. (Japan) ., - Sun Companmy; (U.S.)" .
' ' Mitsubishi (Japan) .. Texaco, Inc, (u.s:) -

’ bbbil O:I.l Oorporatwn (U S ) S Urucn, Kraffstoff Wesselm ‘ West Gern-any)
: o "/ Unio#’0il Campany of Ca11fom1a (U S ) ‘
s S or [ R ' . VEBA OEL, A.G, (West Gema.ny) ‘
‘ : ’ ’ Wmtershall (West Germany)

St T s e Indust:y Advxsory Board R
* Atlantic RJ.de:.eld co. T j Petrofl.na S.A.
».7 Britigh National 0il Corp. - "' ' Petroleim Association of Japan v
¢+ Britigh  Petroleum Co. Ltd. : " ' . - .Petroleum Producers : Assoc:.atlon s AT
) Ente Nazicnale Idrocarbur:. R . of Japan: . .. . o
" Exxon Corporatim o ~ Shell Internat:.mal Petrolemn
: . : -Gulf£ 0il ‘Corporation - 7 i " Co.; 1tdi- e
| : L . Mobil 0il Corporation . ', .7 Standard 0Oil ccnpany of' Callform.a
‘ ‘ o - Occidental Petroleum Cozporation .Statoil. . N o
OeMV' Aktiengesellschaft }' ) Texaco, Inc "ﬂ,-', ' ‘
CFe LT Petzo-CanadaLtd. ’VEBAGELAG. o

T

— { - Industry Supply Advxsor.'y Gmup g
' Standard 011 ccxrpany of Cahforma " Exkon (:orporatmn £

British Petroleum Co. Ltd. Gulf Oil Corporation
Petro-Canada 1td. Mobil Oil Corporation
Shell - Intematiaxal Petrolemn Co. Petrofina, S.A.

Ltd. Petroleum Association of Japan :
Texaco, Inc. o ~ :Phillips Petroleum Carpany -/
Ashland 0il,. Inc. ‘ . . ,,.Shell Oil Company : X
Cities Service Campany ' © ‘Standard Oil’ Campany of Indlana
Continental Cil Company ' Standard Cil Campany. of Chio”
Ente Nazionale Idrocarburi ‘ Sun Campany R

' VEBA OEL, 3.G.

Industry WOrkmg Party

Shell International Petroleum ' . OeMV Aktlengesellsdxaft

Co., Ltd. . _Petroleum Association of Japan
British Petroleum Co. Ltd. Petroleum Producers ‘Association
".Ente Nazionale Idrocarburi i of Japan : :
Exxon Corporation - Standard Oil Carpany of C‘allfotma
‘Gulf Oil Corporation _ _ © Tewaco Inc.
Mobil 0il Oozporatlon VEBA OEL. A G.
Petmfma S.A. = s Co

8/Countries in parentheses represent headquarters locations.
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by the signing of an agreement alone. Therefore, specific legis-
lation, the Energy Policy and:Conservation Act of 1975, was
enacted to implement the executive agreement. which blnds the
United States to the IEP. - Durlng the past:2 years, however, the
IEA, with UiS. approval, has authorized several ihformal actions,
involving data collection, consultatlons with oil companies, oil
stock management, and .an- informal- sharlng scheme, which have
caused concerns about whether the act" authorlzes such a broad
interpretation of U. S. 1nvolvement ln the IEA. '

At the same tlme, we recognlze that ther ”ted States, and
partlcularly the U”S. 011 companles, have been. urestralnlng in-.
fluence .on- full- part1c1pat10n in and lmplementatlon of o0il stock
management and the 1nformal sharlng system.‘:_

THE CHALLENGE OF 1979

hat precipitated
of relative
price of crude oil
and, no recurrence of thewl973 74 embargo. Durlng these 4 years,
the IEA established a frameéwork and infrastructure for developing
short- and 1déng- -term energy cooperatlon programs. Considerable
attention was focused on -improving:coordination and communication
among member countrles,.part1c1pat1ng companles,,and the small but
increasingly. influential 'IEA Secretariat. Government and industry
advisory meetings were convened regularly, long-range goals and
objectives discussed/ and two tests of the Emergency Sharing Sys-
tem conducted. Nevertheless, the winter.of 1978 found IEA little
closerto:its .goal of reduced consumption and import dependence.
In fact, the energy needs of IEA countries met by imports had
decreased by only one percent, from 35 to 34, percent over 6 ‘years.
The United States, the promoter and key member of IEA, for exam-
ple, had increased its'dependence“on”imported oil--=from 37 percent
in 1974 to 43 percent 1n 1978, w1th -an all tlme hlgh of 48 percent
in 1977.

The chaos of'éhé‘lﬁieénati5551 511‘m5¥ke
the formatlon of the IEA was followed by 4 yea

With the onset of the revolution in Iran in the winter of -
1978, the complete cutoff of Iranian production in December of
that year, and the subsequent return to only llmlted production
the following year, a new. period of oil market instability began,
punctuated by threatened supply disruptions and rapidly escalat-
ing crude oil prices.

The Iranian disruption acted as a catalyst for increased
world oil prices and a new round of bilateral contracts between
producer and individual consuming countries. Desplte decisions by
Saudi Arabia and other moderate OPEC. governments to increase crude
oil supplies by a million barrels a day (mmbd) to offset the Iran-
ian shortfall, prices continued to rise and the once marginal spot
market became more of a dominant factor, especially in the chaotic
environment. Also, low levels of stocks globally helped to exac=-
erbate the supply uncertainty.



" of 1979. 1/ .wWhile the IEA, exhor‘ed its members"to'refraln from v
.wbllateral contracts at spot market prlces,.lt reluctantly admltted
“.that, without a 7-percent shortage, there was no mechanlsm 1n

‘place to stabilize the market. This experience reflected the fact

Between December 1978 and December 1980, 1nternatlonal 011
prlces lncreased 160 percent, from $l2 to $13° a., barrel to $30 to
$37 a barrel. 1In the final analysis, the scramble by some IEA
countries and international oil companies to cover themselves in

‘the market by enterlng 1nto bilateral contracts with OPEC produc-

ers at.. spot -market. prlces resulted in a global energy condltlon
that was more severe than that created by the, 1973 74 embargo

The IEA attempted to be respons1ve to the challenge of 1979
and.1980. .. it convened. numerous. government . and 1ndustry meetings
and was able to establlsh a March 1979 goal of reduc1ng ant1c1—

h‘pated IEA—w1de consumptlon byAS percent by the end,ofmthe ear.
.That target was. never. met,zas the part1c1pat1ng”countr1es, eXCept
_for the United States and.a few others,gwere able_ to reduce anti-

c1pated consumptlon by an avera

that the IEP Agreement was not ‘designed to . be responsive to
rapidly escalatlng prices.. It also: demonstrated that the lessons
of 1973~ 74 had. not been learned and. ~that, when challenged by an
unstable market, IEA natlons in many 1nstances opted for bllateral
actlons instead of multllateral unlfled actlon.._ ;

i The 1979 51tuat10n also reflected weaknesses in. IEA s Emer-

~'gency Sharlng System.‘Durlng the early stages of the Iranian.

shortfall, there was. some concern that a 7-percent shortfall mlght
occur, at least on a selectlve 1nd1v1dual country ba51s, necessi-
tating actlvatlon of the Emergency Sharlng System., The data IEA
received concerning production, inventories, imports, and exports
was so unreliable that no trlgger decision could have been made

l/The Department of State, in commentlng on a draft of thls,
report, said that the characterization of the 1979 collectlve
IEA commitment to reduce oil import. demand by 2 mmbd was unduly
crltlcal. It stated that the IEA agreement stimulated a number
of measures to. reduce oil: consumptlon in IEA countrles,‘the
~effect of which undoubtedly was to reduce pressure on prices,
-but did not outline what measures were specifically. taken.
State pointed out that savings were achieved by the fourth
quarter of 1979 which were running at about 1.5 mmbd, or
roughly 3.5 percent of IEA countries' consumption.
We point out, in this regard, that State itself has recognized
that the cut in consumption was not successful. In a March 23,
1981, speech before an energy conference, the Deputy. Assistant
~Secretary of State for International Energy Policy- said "In
retrospect the IEA decision in March 1979 to cut 1mports by
2 million b/d (5% of . demand) was not effectlve and 1nvolved no
binding commltments on the part of governments."




with any firm assurance that an actual 7-percent or greater short-

‘age did exist.’ Fortunately,“lncreases in supply by Saudi Arabia

and other produc1ng countrles made such a painful dec1s1on
unnecessary.

, In 1979 IEA, however, did prov1de consumlng nations with
information concernlng the natire and degree’ of problems con-
fronting the internatiodnal oil market that had not been available

_durlng 1973-74. It gave these nations the opportunity to meet in

a common’ forum to assess thls 1nformatlon and to at least con-

“gider’ approprlate actlon. ‘While the" dec151on to reduce consump-

tion had not been overwhelmlngly successful, it was a first step

toward constructlve action., However; the ‘market dlsruptlon of

1979 80 was con51derably dlfferent than the embargo—type crisis
the IEA was "established: to~ resolve,'and it raised the’ fundamental
question of whether the IEP- and” the IEA could' be responsive to the

: markedly dlfferent energy env1ronment characterlzed by supply

1nstab111ty and” rapld prlce 1ncreases not t1ed to a polltlcally
1nsp1red embargo-”_ ,

Perhaps IEA's ‘most 51gn1f1cant accompllshment regardlng the
crisis of’ 1979 was its analy51s of the dynamlcs of the market,
which concluded that (l) for economlc, political, flnanc1al, and
technical reéasons, OPEC productlon may be substantially  lower
throughout the 1980s than prev1ously estimated and (2) with
heightened political instability in OPEC producing countries,

the market problems that had been antlclpated for the late 1980s

could be experlenced much earlier. ‘IEA also observed thatf as in
1979, a relatlvely small excess demand ‘can have a dramatic impact

~on the average price of petroleum.‘ For 1nstance, ‘the 1979 events

demonstrated how 1nextr1cably interwoven energy and economic

‘pollcy are in’ the current and progected 1nternatlonal energy
“environment.

A major finding of this analysis was the significant change
in the structure of the international oil market. Specifically,
direct marketlng by OPEC to consumlng countries increased by
2 mmbd in 1979, to 13 mmbd, a major growth from the 2.4 mmbd level
of 1973. 0il sold by producing countries to major oil companies
under 1ong-term contracts amounted to only 42 percent of all inter-
natlonally traded crude oil in 1979 compared with 75 percent in
1973. In essence, the IEA concluded that the international oil
market was undergoing considerable change and might indeed have
serious implications for the IEP and IEA; which were designed to
be responsive to conditions that existed almost a decade ago.

IRAQ-IRAN CONFLICT' ANOTHER CRISIS

Before the aftershocks of the 1979 crisis had settled, the
advent of the Irag-Iran War in September 1980 posed a new energy
security threat. In a matter of days, 3.8 mmbd of the:'17.5 mmbd
of crude oil exported by Persian Gulf countries was cut off.
Turkey, Portugal, Spain, Japan, Italy, France, and others which
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had been major rec1p1ents of Iraq 8, exports ‘were serlously
affected.‘. . -

‘The 1980 CrlSlS confronted the IEA w1th another potential
emergency-sharing’ trlgger situation. The IEA, with the experi-
ence of 1979 fresh in mind, moved. quickly to respond to the
challenge posed by the Irag-Iran War, On October 1, 1980,
convened a special meetlng at which it exhorted member countrles
to (l) meet the 1mbalance between supply and.demand, resulting
‘futhe Iraq-Iran dlsruptlon through ex1st1ng stocks rather than
through making abnormal purchases on the spot market, (2) consult
~with “0il companies to implement this measure, (3) consult with
member governments to ensure consistent and fair 1mplementatlon,
:.ang. (4) reinforce conservatlon and. fuel substltutlon ‘measures.
hese IEA measures come close to. supply management and emergency

" Sharing without activating the formal Emergency Sharing System.

" Although these measures 1n1t1ally may have contributed to
restraining spot prices, such prices steadlly increased . through
November 1980 as the conflict continued: More recently, spot
prices. are. falllng as consuming country demand has decreased and
stocks,have risen, to record levels.“,% S

- _ At the tlme the confllct started the” IEA belleved that
”those;countrles that had relied on Iran ‘and Iraq's oil supplles

”C‘would'experlence even greater supply problems durlng 1981.” This

"prospect prompted the IEA to evaluate its measures, and in late
November 1980 it concluded that (1) spot. market act1v1ty and
prices would 1ncrease as the war continued, (2). some - companles,
for legal and economic reasons,‘were reluctant to cooperate with
- IEA and with governments requests. to move stocks, to countries in
'Lneed,.(3) small increases in productlon by Saudi’ Arabla, Kuwait,
and ngerla would not. llkely flll the 0il gap left by the . combat-

vWQ,ants, and’ (4) the drawdown of stocks ‘could be only a temporary
fxsolutlon. Contlnulng deterloratlon of the market could poss1bly

. set up condltlons whereln the IEA Emergency Sharlng System could
- be trlggered in 1981.

Thus, the IEA Governlng Board met in Parls on December 9,
1980 _and reaffirmed its October 1 measures and articulated a new
,supply—demand balance. strategy de51gned to prevent. and/or mlnl-
mize further erosion of the oil market's stability. The new
approach called for the IEA Secretariat and part1c1pat1ng ‘coun-—
tries and companles to work together to ensure that stocks are
drawn down in an orderly manner and that countries serlously
'affected by. the continued confllct are, supplled by ‘the other coun-
trles, thus minimizing the ex1st1ng supply—demand 1mbalance.
Should these measures fail and the supply 31tuat10n worsen, the
Emergency Sharing System could be actlvated._

The tight market situation projected for 1981 by the IEA did -
not materialize despite the contlnuatlon of the Irag-Iran war,
because of



--high inventories among most IEA countries-

--a substantial decline in oil consumptlon (about o
7.5 percent) in 1980 compared with 1979, brought ‘about
by reduced economic growth, hlgher 0il prices, and the
contlnulng lmpact of energy pollc1es 1ntroduced 51nce
1973 1974

' —-grow1ng export levels ofﬁcrudevoil from Iraq and Iran;

--lncreases 1n 011 productlon by some OPEC countrles,ﬁ;
which’ helped to offset decllnes from Iran and Iraq, '
and o o

"-—prompt action by IEA countrles in October and Decem—
ber+1980 to dlscourage unde51rable 011 purchases on
the spot market and to draw down stocks to compensmte
for the supply shortfall.

s

“CONGRESSIONAL CONCERNS

‘The chaotic 1nternatlonal energy market of 1979 coupled with
the June 30, 1979, expiration of the antitrust defénse for U.S.
oil companies to participate in the. IEA sparked new interest in
Congress for a better understandlng of U. S. 1nvolvement in the
IEA., The executlve branch supported extens1on of the antltrust
defense through 1986. U.Ss. multlnatlonal 011 companles market
the largest share of oil" sold in the world and thelr non-
part1c1patlon in the IEA would hopelessly crlpple IEA s ab111ty to
dlstrlbute 011 1n an emergency. T .

, Extension of the antitrust defense through October 31, 1979,
enabled the Subcommittee on Energy and Power, House Committee on
‘Interstate and Forelgn Commerce, to hold hearlngs in July on U.S.
companles continued’ part1c1patlon in the TEA. The Subcommlttee
‘expressed concern over the (1) market 1nformat10n prov1ded to the
'IEA by the oil companles, (2) secrecy surroundlng IEA meetlngs
with U.S. o0il companies, and (3) nature of oil companies' partici-
patlon in the Emergency Sharing System. Executive branch witness-
es, in descrlblng the role of the companles, were frequently '
unable to overcome congre351onal concern about data 1naccurac1es,
insufficient public 1nvolvement and’ dlsclosure, and oil 'companies'
dominance in administering the Emergency Sharlng System. Instead
of resolving congressional concern, the’ hearings gave rise to
additional questions over the approprlateness of U.S. companies'
involvement. Hearings held on October 3 and 5, 1979, by the Sub-
committee on Antitrust and Monopoly, Senate Committee on the
Jud1c1ary, echoed the uncertaln congre331onal attitude, and execu-
tive branch w1tnesses ‘were agaln unable to satlsfy concerns of
members of this Subcommlttee. -
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- As‘a result of these hearlngs, Congress granted an extens1on
of the antitrust defense to November 30, 1979, and, after addi-
tional discussion, opted for an extens1on through March 15, 1981,
to enable it to. further study the lmpacts of an antitrust defense.
This defénse was ‘once again extended through September 30, 1981, to
provide’ the new: administration w1th an Opportunlty to evaluate its
entlre pollcy toward the IEA.

OBJECTIVES~ SCOPE, AND METHODOLOGY

We made this review at the request of the Chairman, Subcom-
mittee on leltatlons of Contracted and Delegated Authorlty,
Senate Commlttee on the Jud1c1ary.‘ He asked us to spec1flcally
‘address-‘- " :

’:li’ Howgisfthé”fEA"organized and managed?yix“
2. IS‘the IEA Emergency Sharing System effective?
3. »How is U;S{_participation in IEA managed?

"4, -What are the overall advantages and dlsadvantages of
S u.s. part1c1patlon in the IEA°

v;5- Is U.S. antitrust monitoring Of U.S;'multinatibﬁal
| oil company participation‘in the IEA adequate?

6. ‘Has the IEA effectively represented U S. energy
: '1nterests to date7' ‘

7. What commltments and pollc1es has the Unlted States
- ' assumed as a member of the IEA° o

The Chairman of the Subcommlttee on Antitrust and Monopoly,
"“Senate ' Committee on the Jud1c1ary,_later seconded the request,
'“urglng us to focus specifically on antitrust enforcement, possible
.conflicts of interest among IEA part1c1pants, and public access to
IEA proceedlngs and documents. .

On October 3, 1979, we testified at hearings of thé Subcom-
mittee on Antitrust and Monopoly on extending the antitrust
defense. We identified concerns about U.S. participation in the
IEA that had been discussed in our past reports (see app. I) and
described the issues and methodology of our current review. 1In
our past reports, we expressed doubts over the effectiveness of
IEA's Emergency Sharing System, the 1mpact of that System on the
United States, the Government's problems in effectively 1mple~
mentlng antitrust monitoring provisions, and weaknesses in arriv-
ing at a satisfactory definition of emergency reserves.

Our current review describes the operation of the IEA and its
impact on the United States, evaluates overall U.S. participation

11



- in the IEA, assesses the effectiveness of the U.S. antitrust moni-
toring, and addresses changes .in the world energy 31tuatlon that
"affect the IEA and U S. part1c1patlon in it. : .

To accompllsh our objectlves, we met w1th representatlves of
‘most of the foreign governments that part1c1pate in the IEA; the
~resident administrative and operatlonal staff of the. IEA Secre-
‘tariat; officers of all involved major U.S. . and forelgn oil com-
panies and the Departments of State, Energy, Treasury, and
Justice; the Federal Trade Commission;- and Executive. Office of
the President officials responsible for U.S. part1c1patlon.

We attended several meetlngs of the IEA 'S Industry ‘Advisory
Board observ1ng ‘the dynamlcs of -the government industry inter-
‘change. We reviewed classified and unclassified transcripts of
Board meetings to assess their accuracy and completeness as well
as semiannual Justlce and FTC reports coverlng IEA activities of
‘U.S. 011 companles.v

‘We revievwed various TEA and exedutive branch documents and
publications of U.S. and forelgn oil ~companies. All information
from the private sector was obtained on a voluntary basis. We
also contacted cognizant. congre331onal staff members and the Con-
gres51onal Reésearch Serv1ce, Congress1onal Budget Office, and
Office of Technology Assessment and rev1ewed relevant congres—
510nal hearlngs and studles.f, :

Although we were briefed by U.S. and IEA officials on the
proceedings of several IEA Governlng Board meetings with partici-
pating’ governments, the ‘executive branch has repeatedly denied us
access to these meetings on the grounds that admitting us as part
of the U.S. delegation would create an undesirable precedent, vio-
late the separation of powers pr1nc1ple of the Constltutlon, and
possibly antagonize participating forelgn governments.

, Incorporated as appendlxes are off1c1al comments from the

' Departments of Energy, Justice, and State and from the Federal

- Trade Commission. We also considered comments made by the U.S.
Mission to the IEA/OECD, the IEA Secretariat, and the Chairman of
the Industry Advisory Board. The comments were assessed and
addressed as ‘appropriate throughout the body.of this report.
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CHAPTER 2

.:rIEAﬁékGiNlZATION AND MANAGEMENT

. The creatlon of an Emergency Sharlng System, an, Oll Market
Informatlon System,'a long-term Cooperation Program encompaSSLng
conservatlon and development of alternative fuels, and a producer-
consumer dlalog called for a. dynamlc 1nternatlonal organlzatlon,
capable of assessing the ‘world energy situation and evolving a
viable strategy for respondlng to 1t.1 o

IEA, an autonomous organlzatlon of the OECD, was establlshed
as a compromlse among those part1c1pat1ng natlons advocatlng an
OECD-controlled entlty and those urglng axtotally 1ndependent
organlzatlon.“ Part1c1pat1ng countrles nvlslonedfa voluntary
'1nternatlona1 organlzatlon whose, embers"could take unlfled
actlon to meet oil market dlsruptlons when and if" the need ‘arose;
they were not. 1nterested in developlng a supranatlonal“”'ganlza—
tlon with broad regulatory powers.v

ey

IEA consists of the Governing Board, composed of representa—
tives of the 21 part1c1pat1ng natlons, Wwhich makes all final deci-
51ons, the Secretarlat, a. standlng profess1onal staff selected
from: member governments and charged with a varlety of admlnlstra—
tlve functlons, and the 1ndustry adv151ng and reportlng groups.

_ IEA S budget is. part of the OECD budget,_but the IEA Govern—
lng Board controls IEA 'S budget and overall operatlons., The IEA
budget for flscal year 1981 is. $9 8 mllllon. (See app. 1II for the
11981 scale of part1c1patlon in the IEA”) OECD" prov1des admini-
stratlve support to the IEA. 1nclud1ng 1ts headquarters space in
the OECD bulldlng in Parls, but IEA retalns management control of
- the admlnlstratlve support’ and the space. ‘The IEA- Executlve-
Dlrector serves as the Coordlnator of Energy Pollcles for the
Secretary General of the OECD, ‘while the Comblned Energy Staff of
’ the OECD is, in fact, the IEA's staff. In 1981, 126 p031tlons
‘were authorlzed for the IEA,,61 of whlch are profe531onals. The
Unlted States has 18 1nd1v1duals a551gned to the IEA Secretarlat,

15 of whom are profes51onals.

,INTERNAiIoNAL,ENEReyﬁPRQGRAMtV

 The IEP Agreement, setting forth the basic goals and objec-

" tives of the 21 participating governments and authorizing the
establishment of the IEA and its operating rules and procedures
and the establishment of industry consulting groups, was approved
by the part1c1pat1ng governments after being 1n1t1ally applied on
a prov1sxonal basis. The duration of the Agreement is 10 years
from January 19, 1976, the date of its entry into: force and
thereafter unless. and until the IEA Governlng Board acting by
majorlty, dec1des to termlnate it.
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Article 74 of IEP requires that "This Agreement shall be sub-
ject to a general review aftér lst May 1980:;" until recently,
IEA's preoccupation with the cr1s1s environment in the inter-
national oil market- has prevented it from formally undertaklng
thls effort., The Department of Energy (DOE) 1nformed us in
"IEP currently 1s examlnlng certaln 1ssues related to the scope

and adequacy of the IEP and is expected to report lts flndlngs
and recommendatlons to the Governlng Board 1n late 1981.

The Agreement can be amended only through a unanimous vote
of the Governlng .Board, and to date amendments have, only occurred
- ‘as needed’ to, ,accept’ and accommodate new members”v ‘Amendments are
”condltlonal upon each part1c1pat1ng country sﬁapproval,,ln many
*ylnstances, such’ approval 1nvolves a vote of natlonal 1eg1s1a-

tures, For the Unlted States, 1ts IEA 1mplement1ng legislatlon,
*the Energy Pollcy and Conservatlon Act oft 1975 as'amended, per-
m1ts U S. ‘representatlves to the IEA to approve new members with-
‘out spec1f1c leglslatlve actlon-‘other substantlve amendments,
-however, may require separate congressional action:

) The absence of any amendments to the IEP other than those _
admlttlng new members since its adoptlon 1s, in part,'testlmony to
its’ broadness and flex1b111ty and in part’ to the fear” that the

“natlonal rat1f1catlon process. would provoke several countrles to

‘réconsider theit continued part1c1patlon in the IEA. As a con-
.. sequence, the IEA Governing Board has relied extensively on its
.existing. 1nternal dec151onmak1ng process., As the 1979 events

'challenged the IEA,.the Governlng Board con51dered a number of
. possible’ actlons not, spec1f1cally authorlzed by the IEP, “includ-
‘"1ng such proposals as a stock management system, certaln coopera-

- tive, arrangements with oil companles, lowering ‘the Emergency

, Sharlng System trlgger,'lmport targets and ce111ngs, informal gov-
,H]ernmental sharing, and coordlnated .Price’ restralnt in response to
Wsupply dlsruptlons.. IEA members and’ their governments were con-

o cerned whether some proposals,\lf 1mplemented, should requlre

formally amending the IEP. "It is the opinion of senior 'U.S. Gov-
ernmeht officials that some proposals would require U. S._congres-
sional action for authorlzatlon,'effectlve 1mp1ementatlon, or
imposition of sanctions. The Secretariat has argued that suffi-
cient authority for such activities. ex1sts under article 22 of the
IEP, which states that "The Governing Board-may at- any tlme decide
by unanimity to activate any appropriate emergency measures not
,prov1ded for in this Agreement, if the 51tuatlon so requlres."

,GOVERNING 'BOARD

The IEA Governlng Board (1) adopts dec181ons and makes recom-
mendations to carry ‘out the objectives of the 1EP, (2) delegates
powers to other groups of the IEA, malnly the Secretar1at,

(3) appoints the Executive D1rector of the Secretarlat,‘and
(4) reviews international energy developments. As of July 1981
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the Governing Board had met- 65 times." Except at’ mlnlsterlal-

level meetings, which have- recently been occurrlng tw1ce a year

and involve cabinet-level officers of member countrles, the Gov-
erning Board is generally represented by either foreign affairs
or energy officials from each member country; the United States

‘is usually represented by ‘the Assistant Secretary for Economic and
Business Affairs, Department of State, with the Assistant Secre-

tary for Internatlonal Affalrs,,DOE, occa51onally actlng in that
capacity.

Much ‘of the work of-the Governlng Board is prepared by its
four ‘standing groups, each composed of members from participating

*country delegations and focu51ng on the pr1nc1pal objectlves of

the ‘IEP. ‘The groups essentlally are subcommlttees working with

“ the Secretarlat in analyz1ng 1ssues crltlcal for the Governlng
Board (See chart 1.}’ : . N

‘-I; ~Standing Group on Long—Term Cooperatlon (SLT),
2. Standing Group on the 0il Market (SOM),

3. Standlng Group on Relations with Producer and Other
i Consumer Countrles (SPC),‘and

4. Standlng Group onfEmergencwauestions (SEQ) .

In addltlon, ‘a“Committee on Energy Research and DevelOpment was
created to- ‘promote cooperatlve research and development efforts
and an Ad Hoc Group on International Relations was established to
deal broadly w1th 1nternatlona1 energy relatlons.

Voting procedures

Although the IEP provides for complicated voting arrange-

;ments tailored to specific issues, we are aware of onLy one
“instance of formal voting since the IEA was created in 1974. All

other decisions have been made by ' consensus.

‘The following excerpts from an article written by the IEA
Legal Advisor describe the voting system provided in the IEP, some

. of the reasons for the differing voting arrangements, and what

actually happens.

"The Agreement provides for one of the most complex
voting arrangements existing in any international organ-
- ization. ' In adopting those voting arrangements, the
’ Part1c1pat1ng Countries departed from the principle of
'one country one vote which was derived from the tradi-
tional doctrine of 'sovereign equality of states' and
which is applied in OECD ‘and most other international
organlzatlons. The 'one country one vote' principle
could not be applied in the Agency because it could not
reflect the different magnitudes of the interests of
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Participating Countries in-the. deCiSions to- be taken in
.the Agency.  Nor could it reflect the relative. .ability:
of Agency countries to shape the. action that . might have

been taken if the Agency had. not been established.

k. Unanimity is required under the Agreement for a

~ nunmber . .of fundamental deClSlons such-as the’ amendment of
the Agreement '.% * * changes in voting weights and vot-
ing reqUirements for’ majority and special majority
action in the event of membership changes, and * *»* in
-particular decisions .which impose on Participating Coun-

" tries new obligations not already Speleled Ain .this .

Agreement.' -During its. first two years of. operation the
Governing . Board has adopted under the rule of unanimity,

lf‘numerous ‘new obligations, ' * * %, [Article 62.1 of the

IEP prov1des that "Unanimity shall require all of the
votes of the Participating Countries present and - voting. E
Countries abstaining shall be. conSidered as not voting."] -

* * * S *

"Article 62.3 prOVides that Majority shall require
60 percent of the total combined ;voting. weights and
50 percent of the general voting weights cast.' A
table of votinglweights appears in Article .62.2 * * *,

."The voting weights reflect two considerations: (1) an
element of equality, and (2).an. element of Oll consump-
tion. . The juridical equality of each PartiCipating v
Country as a member of the Agency is’ ‘reflected in the .
General Voting Weight (GVW) schedule, in which three
weights are allocated equally to each PartiCipating
Country, whatever its size or the importance of its oil
Aconsumption. B ; .

f."Oil consumption -of PartiCipating Countries is reflected
in a separate scale of 0il. Consumption<Voting Weights
(OVW) on a proportionate basis.

“[Combined voting weights are the sum of the GVW and
OVW ) . _ . o

* * * * *

E x Most of the Governing Board' s deClSlonS have been
taken by consensus, without haVing 1ssues submitted to a
formal vote. On several occasions where. disagreement
might have occurred,_the views of the Participating
Countries have been expressed in the Governing Board in
such a. way that the Chairman. could judge that the requi-
Slte majority was present. Rather than force a matter
to formal vote, the practice of the Board has been to
.adopt deCiSions by consensus, in reliance upon the
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Chairman's perceptlon of views w1th1n the: Governing
- Board.. Thls procedure -enables the Board to move expedi-
”tlously in deallng -with political. subjects which might
otherwise prove, dlfflcult to. manage in a multllateral
1nst1tut10n.fﬂm P

SECRETARIAT

~; The IEA Secretarlat headed by an Executlve D1rector who

.serves at the, dlscretlon of and is directly responsible:to the ‘
3Govern1ng Board con51sts of. about. 126, 1nternatlonal staff large-
ly” drawn from member countrles- half of these are: categorlzed as
‘.profeSSLOnals.. It is thezprlnc1pal day-to day working group.

_responsible to the Go
'Tthe 1ntermed1ary betweep‘member governments and 1ndustry adv1sory

erning Board and its.standing groups and is

roups. (See chart. 1, ) B T I R E T BN
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The Secretariat must be sensitive to all ‘mémber countries
and: ‘it possesses a degree of ‘irdependence and obJect1v1ty which
makes it ‘the focal point' for effective:IEA dction. It reports
country actions taken to meet IEA obligations' ahd contrlbutes to-
moving each country toward IEA's collectlve goals.

The Secretariat also serves as the combined energy staff for
the OECD and is housed within the OECD complex in Paris. As an
autonomous body within the OECD, the -IEA has a separate budget
approved by the IEA Governing Board and, as a formallty, by the
OECDu- Its- personnel and: admlnlstratlve practlces generally ‘fol-
low: those’ of OECD" although ‘there- are ome 1mportant dlstlnc-
tions; for example, Secretarlat_ mpl yees, except for the Execu—

' 3 'cretarlat
expects a turnover in staff to ensure’ fresh‘thod& 2 and” dynamlc
action as well ‘as to* prevent the establlshment of an- entrenched S
bureaucracy. - The Executive: Diiéctor told us that the IEA suffers
no loss of expertise because of the 3 to 5-year policy. Never-
theless, this policy- could ‘Prevent. organlzatlonal continuity at
many of the important profe551onal technical levels involving
‘emergency sharing, oil market 1nformatlon systems, long-term
cooperation, research and development,land producer-consumer dia-
logs.. The Secretariat maintains that a sufficiently-trained
staff is always present and that in an.emergency thisg staff would
be assisted by experts drawn temporarlly from governments and
1ndustry . The Department of State noted that it had not -detected
any serlous lack of expertlse or contlnulty resultlng from this
pollcy ‘ : :

’ leen the hlghly complex nature of the 1nternatlonal oil mar-
ket and the need" for the IEA to develop and retain highly quali-
fied profess10nals, “however, the short-term employment pollcy may
’jeopardlze IEA'Ss capac1ty to respond to consumlng countries' best
-1nterests. : S : :

The Secretariat recruits and hires staff from government
or industry. Once hired by the IEA, however, Secretariat employ-
ees must work only for the IEA, and can-have no affiliation with
governments or 1ndustry. The-Executive Director told us that some
polltlcal considerations must be taken into account when appoint-
ing Secretariat staff to insure widespread representation of each
member country. Generally, Secretariat app01ntments match the
scale of individual country contributions. ' For instance, U.S.
appointees comprise 25 percent of the Secretariat staff. The
Executive Director also noted that, although ‘IEA has no formal
conflict of interest requirements, he tends to favor recruiting
persons not involved with the o0il industry. According to IEA offi-
cials, only two or three employees have joined the Secretariat
from private oil industry. The Executive Director said that there
is no prohibition against former Secretariat employees acceptlng
positions with any oil company. :
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Catalyst for IEA actions

T

Achieving 1EP objectives rests mainly w1th each member coun-
try, but the Secretariat provides the impetus for collective’
action by 1n1t1at1ng and reflnlng tOplCS to be dec1ded upon by
the, Governlng Board. :

Desplte 1ts ‘small staff, ‘the Secretarlat is respon51ble for
or lnvolved in virtually all IEA activities, 1nclud1ng ‘
7?--develop1ng and dlssemlnatlng rellable 011 market S
o 1nformatlon and 'data; S

--analyz1nf both the short-'and long-term energy 51tu—*?
'f,vatlon- R ‘ RN

| —-sctivating, monitofing, and directing the TEA Emer-
' gency Sharlng System,,‘ ' R R VR S

-—developlng long term alternate energy proposals,
including multllateral research and development prO]—

ects;
y——prOmoting'oil'consumeréproducer dialogs; andf

.K,-—respondlng to any matters mandated by ‘the Governlng
Board. AT i :

The Secretarlat is organlzed into separate offlces whlch

'correspond to the functional activities of each Governlng Board

standing group.

’Desplte 1ts structured organlzatlonal framework,‘the Secre=~

‘tarlat,.accordlng to IEA officials, shifts its staff from one

offlce to another to meet priority needs. The. Executlve Director
stated that flex1ble management leads to more ‘productive and

| - timely work and keeps the organlzatlon dynamic and sharp; how-

ever, he also admitted that some Secretariat projects and act1v1-
ties had to be delayed or scaled down because of changes in staff
allocatlon caused by . recent world energy crises, such as the 1979
Iran situation and the 1980 Irag-Iran confllct.‘ - :

Although shifting professionals from one specialized area to

another may have .some advantages, another questlon could be raised

concerning whether an individual who is expert in one area can
bring the same degree of expertise to a different area. Some IEA

-member countries, on the other hand, have said that participating

.countries want to keep the budgets of international organlzatlons
from expanding and are inclined to support increased part1c1pa-
tion by individual government delegations rather than 1ncrea31ng
the Secretariat staff. 1In April 1980, the IEA asked for nine
additional staff positions, eight of which were authorized and
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a551gned to the emergency-sharlng, 011 market monltorlng, and data
areas. o :

INDUSTRY ADVISORY GROUPS

The 47 international oil companles that voluntarlly part1c1-
pate in IEA activities, including 21 U.S. ‘oil companies, are
involved in approx1mately 80 percent of all 011 traded among IEA
member countrles. e

An Industry Adv1sory Board (IAB),,composed of 7 major inter-
national oil companies and 11 1ndependent and natlonal oil com-
panies, advises the SEQ on emergency oil- sharlng questlons,
approprlate emergency data and information systems, legal ques-
tions; and other industry concerns. The IAB helped to write the
IEA Emergency Management Manual detalllng operatlng procedures
for 1mplement1ng the Emergency Sharing System., The IEA also
established an Industry Supply Advisory Group (ISAG) “which during
an actual emergency and at the direction of‘the IEA Allocation
Coordinator will assist in coordlnatlng operatlonal and logisti-
cal actlons necessary to ensure’ that the Emergency Shar1ng System
is implemented.

To assist the IEA in developing a general information system
on the oil market, an Industry" Working Party (Iwp) composed of oil
companies was created. The IWP works prlmarlly with the SOM and
IEA- Secretarlat in addres31ng problems related to, the development
and maintenance of the oil market information system, which
includes data on oil trade, such as costs of crude oil and oil
products, prlces and 1mport 1nformatlon, and other 011 supply and
demand data. ;

, Each of these 1ndustry advisory bodies has S1gn1f1cant par-
t1c1patlon and 'is usually chalred by the major multlnatlonal oil
companles--Exxon, Gulf, Standard 0il. of Callfornla, Mobil; Texaco,
Shell Internatlonal, and Brltlsh Petroleum Co., Ltd., which
accounted for 42 percent of the crude 011 traded in 1979 in other
than the spot market. The majors are actlve in’ all IEA 1ndustry—
-related activities because they conduct extens1ve ‘business in all
~1EA countries. Officials from the majors told us they jOlned and
are active in the IEA because they would be needed in any effec-
“tive IEA Emergency Sharing System and they believe that

~=it 1s in their 1nterests to prov1de 1nformatlon on the
0il industry and oil market to member governments to
keep them more 1nformed- B

——the IEA prov1des a degree of protectlon from other,

less- appeallng alternatlves, such as greater govern-“
ment regulatlon or natlonallzatlon- and ’
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—-collectlve action. by a multilateral group of oil-
, consumlng countrles is- necessary to respond to supply
‘. shortages and uncertalntles.djf‘

Off1c1als from smaller oil companles told us they: are ‘not
concerned that the majors tend to take the lead in the TEA indus-

vtry groups, because the smaller companies do not have comparable

1nternatlonal operatlons or resources to devote to IEA matters.
”,explalned that thelr 1nterest in the IEA 'is more pa551ve, and
representatlves from some’ forelgn national companles 'told us they

”part1c1pate in IEA malnly because thelr governments want them to.

Q?Industry crltlcal to IEP objectlves

I A

. .cerns and other safeguards are dlscussed ln greater detall in
- chapter 7. L : : | , T f

ity

'"f”rmatlon prov1ded through an 1nformal consultatlon procedure.
ring 1979 and. 1980 ‘the * Secretarlat held many’ consultatlons with

“M_%und1v1dual companles ‘which helped “+to allev1ate potentlal emer—
" ..gency selectlve trlgger actlons 1n Sweden and Italy. (See ¢h. 3.)

Despite the clear consensus on the 1mportance of oil indus-
try part1c1patlon in IEA, some ‘controversy exists over the extent
of U. S.. oil companles involvement. Spec1f1cally, the United

. States requlres certain safeguards on U.S. company 1nvolvement to 1
Alprotect agalnst unfalr or antlcompetltlve advantages whlch might }
‘be galned in carrylng out IEA-mandated actlons.f However, some

IEA off1c1als gquestion whether these safeguards hamper ‘effective
U.S. company part1c1patlon and thereby limit achieving the objec-
tives outlined in the IEP. 1Issues surroundlng U.S. antitrust con-

PUBLIC ACCESS TO IEA ACTIVITIES

| Access to governmental act1v1t1es

Discussions of access to IEA meetings and documents must be

" broken down into at least two separate categorles--actlvitles of
the IEA Governing Board and. Standlng Groups and act1v1t1es of the ‘

1ndustry adv1sory groups.

-although it does prov1de that each participating country shall
‘have representatlon on the Governlng Board and the Standing

The IEP does not specxfy who. may attend IEA meetlngs,

B R Lt IS

Groups. The Governing Board's security principles and procedures :
prescribe that access to all IEA meetings, whether held in the

OECD or elsewhere, shall be strictly limited to authorized repre-
sentatives of participating countries, IEA staff, and other per-

sons. authorlzed by the Executive Director.. Neither the IEP nor

the Governing Board, however, has imposed limits on who may

become an authorized representatlve of a part1c1pat1ng ¢ountry.

'Therefore, the United States selects its own authorized represen-

tatives to participate in IEA Governing Board meetings.
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. Industry representatlves normally do not attend Governlng
Board meetings. However, the. lndustry adv1sory groups were spe-
cifically established by the IEA to advise the Standlng Groups
and industry representatives often are. 1nv1ted to and do attend

- portions. of, meetings of . the Standlng Groups to glve adv1ce.

_ . No transcrlpts are made of Governlng Board or Standlng Group
: meetlngs, although U.S. Government representatlves prepare sum-
maries of Standing Group meetlngs in which U.S.. companles partici-
_pate. The Governing Board de01ded at its flrst meetlng_t‘at
" minutes would not be prepared in the absence of a dec151on“§pe-
cifically requestlng their preparatlon, SO as. to. enable the Board
to proceed in a flexible way, assuring maximum* operatlonal effi-
. ciency and simplicity. . Conclusions of the Governlng Board are
'f;prepared by. a member. of the IEA staff, but the
~ the IEA .and accepted and/or reclassified by, :
State ‘and do not reflect debate that may_have occurred before a
..consensus was. reached., Copies of the c1a351f1ed conclu51ons are
" sent to part1c1pat1ng government representatives.

‘Access to 1ndustry act1v1t1es

o The IEP contemplated 1ndustry part1c1patlon in IEA act1v1-

. ties from the beglnnlng. Despite U.S. leglslatlon whlch s19n1f1-

';cantly affects the functlonlng of the 1ndustry adv1sory groups,
these groups were created by the IEA. Unilateral U.S. ‘action

5»does not necessarlly change their charters or functlons.

The Governlng Board decides who may have access to’ meetlngs
of the industry advisory groups; for example, it determlned that,
aside from the industry representatives, IAB meetings should be
attended only by the Chairman of the SEQ and the Executive Direc-
tor of the IEA and/or their representatlves. Country representa-
tives should be present only when a natlonal legal requirement
eXLSts.' ' ‘

At the IAB and IWP meetings we attended, the only country
representatives present were from the United States, except for
one occasional representative of the European Economic Communlty
who perlodlcally monitors selected meetings for antitrust pur-
poses. - At some of the meetings, as many as seven U.S. officials
~were in attendance, including representatlves '0f the Departments
of Energy, State, and Justice and the FTC. U.S. representatives
may attend these 1ndustry advisory group’ meetlngs because Section
252 of the Energy Policy and Conservation Act (EPCA) requires that
. no meetlngs may be held to develop or carry out a voluntary agree-
'~ ment or plan of action to implement the allocation and information
prov151ons of the IEP unless a regular full-time U.S. Federal
employee is present. EPCA also provides that no representatlve of
a committee of Congress may be prevented: from attending these
meetings. Thus there is no question that U.S. Government offi-
cials have adequate access to these industry advisory meetings.
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On the other hand, EPCA explicitly provides that meetlngs of

bodies created by the IEA need not be open to all 1nterested per-

sons. This include’s ‘the 1ndustry adv1sory groups. At least one
statutorily permissible basis for excluding 1nterested persons ‘is
that a w1der dlsclosure would be- detrlmental to U.S.* forelgn ,
pollcy 1nterests. Pre51dent Gerald R. Ford determlned in Execu-

1t1ve Order 11932 (Aug.y4} 1976) that-y

"The Agreement on an Internatlonal Energy Program ok ox
Q s a substantial factor in the ‘conduct of our forelgn‘,‘
‘irelatlons and an 1mportant element of our natlonal '

:ﬁsecurlty ' The effectlveness of the Agreement depends

fSlgnlflcantly upon the provision and exchange of infor-

. mation and material by participants in adv1sory bodies
; ycreated by the Internatlonal Energy Agency -Confiden-
. tlallty is essentlal to assure the ‘free and open dlscus—fw
. sion necessary to accompl1sh the tasks ass1gned to those

bodles -

‘Thus, - non-Government persons of the Unlted States, aside
from the official industry representatives, have been excluded
from the lndustry advisory group meetlngs._ Slmllarly, no such
persons from other part1c1pat1ng countrles were in attendance at

~any’ of these meetlngs we attended, and we ‘are not aware of any who
B ’have ever been permltted to- attend these meetlngs.

e

J 0

Informatlon dlsclosure

Neither: the IEP nor the IEA Governlng ‘Board has establlshed

"special requ1rements for dlsclos1ng 1nformat10n concernlng indus-

try advisory group meetings. Despite the fact that ‘these groups
are creatures of an international organlzatlon, the national

:leglslatlon of the United States governing the part1c1patlon of
U S. companles domlnates the1r procedures.

EPCA requlres that, where practlcable, a Verbatlm transcrlpt
be. kept of any meeting to develop or carry out a voluntary agree-
ment or plan of action to lmplement the petroleum allocatlon or
information requlrements of the IEP. Transcripts of these IEA

‘industry adv1sory group meetlngs are prepared at the direction
‘and’ expense of and are the property of the'U.S. Government rather

than of the IEA." “They were intended to be useful to the United
States in fac111tat1ng congressional over51ght, antltrust monitor-
ing, and 1nformat10n d1sclosure. '

The transcripts ‘are deposited with the Department of Energy,
and the full and complete transcrlpts, whether partlally classi-
fied or not, are available to representatives of committees of
Congress, the Attorney General, and the FTC. The transcrlpts were
also intended to be available for public inspection and copying,
subject to the llmltatlons ‘in EPCA that matters may be withheld
from the public in the interest of national defense or foreign
pollcy or to protect trade secrets. The President has delegated
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to the Department of ‘State the authorlty to class1fy portlons of
the transcrlpts on the ba51s of the flrst two reasons.

The publlc 1nformatlon dlsclosure objectlves of EPCA deallng
with 1ndustry adv1sory meetlngs have .not been entlrely achleved.

‘For example, there are delays assoc1ated with the need to make

the transcripts available for review of accuracy by ‘all partici-
pants. Even if the administrative -problems associated with the
transcripts’ were remedled, ‘there would still be 1mped1ments to
hav1ng a meanlngful record of meetlng act1v1t1es Ain a publlc read-
ing room. This results from practlc }élssues that may not have
been contemplated ‘at the tlme EPCA was enacted

whlch part1c1pate are not U S. companles;ﬂand several are elther
partlally or wholly owned by the governments of other IEA mem-
bers. For example, 7 of the 18 IAB member companies and 5 of the
13 IWP member companies are U.S.. companies. . All the companies

,part1c1pate voluntarlly at the request of member governments.

‘ Apparently from the beglnnlng, the forelgn companles and the

IEA Secretarlat objected to hav1ng thelr comments at 1ndustry

adVLSory meetlngs made available to the publlc. They 1nformally
agreed to permit ‘the United States to transcribe their verbatim
remarks only on condition that they could review the transcripts

for accuracy and that the confidentiality of ‘their remarks would

be protected. Consequently, the State Department classifies all
remarks of . representatlves of forelgn companles and .of the IEA
Secretarlat at these meetlngs as being in the 1nterest of the u.s.
natlonal defense. or forelgn policy, as is authorlzed by EPCA.

In our 1nterv1ews w1th representatlves of forelgn companles
and governments, we found virtually universal opposition or reluc-
tance to permitting remarks of their companies to be made avail-
able to the publlc. Neither the IEA nor the home governments of
those companles have requlred ‘that their remarks at IEA 1ndustry
advisory meetlngs be ‘made available to thelr own people, let alone
the American. people. In fact, there is no.tradition of public
access to governmental documents in most IEA countrles comparable

. to the U.S. Freedom of Informatlon Act although there is some

movement in this. dlrectlon in some countrles. Under these circum-

. stances, as a matter of pr1nc1ple,_many would view the Amerlcan

publication of their remarks as an unreasonable attempt to extend

U.S. legislation to cover foreign companies or the affairs of an

international organization. In addition, some voiced a concern
that the press might dlstort their remarks or. present them out of
context. - , : :

: A number of companles indicated that they and thelr govern-

~ments would have to reconsider part1c1pat10n in the industry.

adv1sory groups if the United States conditioned participation of
U.S. companies on publication of the complete transcripts of the
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proceedings of the meetlngs, 1nclud1ng the remarks of foreign com-
pany representativesi: Although we''cannot'predictwhether there
actually would be withdrawals, it would appear that it is not
unreasonable. for:the ‘Department of:State to concliide that classi-
- fication of the remarks: -of " representatlveStof foéreign companles
andithe Secretariat was’ ‘nécessary: in:the+vinterest of the U.S.
~national: defensesand foreign relations to assure the: v1ab111ty of
. both ;the. industry-advisory: 'groups “and the IEA. - Accordlng to“the
Secretarlat, the IEA- and the U.Su: Government ‘need teo respect the
confldentlallty ‘'of ‘the statements. made by representatlves ‘of non-
U.S. .companies and by the Secretariat. =On the 'other hand; 'dnless
at least the more significant of the foreign companles and govern-
‘ments médify their:positions; the: transcrlpts -appearingiin the DOE
:public reading room-will”continue to- represent an 1ncomplete :
‘record of what transplred at the meetlngs.' L
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CHAPTER 3

RS

ASSESSMENT OF IEA EMERGENCY SHARING SYSTEM
. The development and reflnement of the Emergency Sharlng Sys-
. tem was and continues. to be the primary objective of the IEA.
Crucial:to-this System is each part1c1pat1ng country's willing-
ness ito subject its domestic oil production:and- supplies.to-inter-
national allocation during. an .emergency. - ‘Each membeér:has a direct

‘ﬂmlnterest in ensuring the- v1ab111ty of!,the:System to:act as-a means

.. 0f collective securlty durlngjsevere 0il: shortageés -that..can:
threaten each- member ‘s economicand polltlcal well belng &
o _ PN T G sepe o
. To "trlgger the»Emergency Sharing: SystemWfthe ILEA Secre—'
tarlat must make a- flndlng ‘that:a- member;countryfvor ‘the:group as
a whole, is experiencing:;or.can be.expected to ‘experience;.a: T-per-
cent or more supply shortfall below a.base perlod level of con-
sumption. (The base perlod is the most recent ‘four: quarters, with
a . delay of one quarter necessary to collect information.) Within
8 days the finding to activate the system must be rejected by the
' Governing Board or it will go into effect. If confirmed, IEA mem-
- bers are expected to implement the prescribed measures within 15
days.

Emergency information and data systems developed by the Sec-
retariat permit it to determine total quantities of available oil
supplies. Once the Emergency Sharing System is triggered, the
Secretariat calculates individual country allocation rights (to
receive oil) and obligations (to give up oil) using a complex
allocation formula. The formula determines how much oil each
country is entitled to after subtracting its demand restraint
obligation (either 7 or 10 percent of historical consumption) and
its emergency reserve drawdown obligation. The emergency reserve
drawdown obligation assumes that each country will draw down those
reserves at a rate based on the participating country's imports as
a percent of total imports of the IEA group. The Emergency Shar-
ing System assumes that each participating country maintains
(1) emergency oil reserves (governmental and private) equivalent
to at least 90 days' net imports (as of Jan. 1, 1980) to be drawn
down during an oil disruption, (2) an effective demand restraint
program which can be activated to reduce oil consumption--7 per-
cent if supplies are cut by at least 7 percent and 10 percent if
supplies are cut by 12 percent or more, and (3) an effective
national emergency oil-sharing organization to carry out its
obligations under the System.

The Emergency Sharing System consists of three types of allo-
cations, which can be implemented at the same time.

--Type 1 is essentially a continuation of normal com-
mercial transactions by the oil industry, where each
company voluntarily rearranges its own 1nd1v1dual sup-
ply schedule to meet a crisis as it chooses.
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“EMERGENCY DATA SYSTEM

—-Type 2 is the formal involvement:of companies interact-
1ng with:the IEA, wherein:the:IEA:facilitates.realloca~-
tion by matching voluntary company . offers. to receive
and provide oil so as to satlsfy country allocation
rights and obllgatlons. TR S -

--Type 3 requires that the IEA Allocation. Coordlnator
. i notify member governments-with allocatlon obligations
(or members with jurisdictions over: partlcular oil
‘ %,companles) that they must order a company or compan-
1es to Shlp 011 to countrles with- allocatlon rights.

Rs)
e

‘Type 1 and Type 2 allocatlons, whlch are essentlally volun-

tary, are expected to take care of the vast majority ofjrealloca-

tion-rights and- obllgatlons., However, in the event of remaining

.allocation ‘imbalances, a Type 3 mandatory allocatlon may: occur.
.Thus, only under. Type. 3: allocatlons will member governments.
,requlre companies to actually reallocate oil. They are involved,

however, through their national emergency sharlng organlzatlons
throughout the allocatlon process.

To operate the Emergency Sharlng System eff1c1ently, the IEA,
with the assistance of the oil industry, developed a special
1nformatlon system, which, through questionnaires, collects three
major types of oil data from member countries and/or part1c1pat- '

1ng companles .

l} Quarterly hlstorlcal supply data,blncludlng 1nd1genous
production, imports, exports, stocks, and stock changes
for crude o0il and oil products. (Questlonnalre D)

2. . Quarterly supply and demand forecast data (Quarterly 0il
Forecast) S o ,

3. Monthly supply data (hlstorlcal, current, and forecast)
(Questionnaire B collects this data from member coun-
tries and Questionnaire A collects thls same data from 47

. ..reporting oil companies.)

IEA uses Questionnaire D for calculating’the base period final .
consumptlon and net 011 1mports. g - e ‘ ]

Questlonnalres A and B are submltted after the Emergency ' ' -
Sharing System is activated or when an emergency appears imminent 1
to serve as the primary basis for calculating allocation rights
and obligations. They give the Secretariat a 5-month supply
picture (current month, 2 prev1ous historical months, and 2 for-
ward months). Questionnaire A is submitted by the reporting oil
companles, which account for about 80 percent of total IEA member
countries' oil supplles. Questlonnalre B is submltted by each

"member government and gives a total petroleum plcture, it includes
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‘the same data provided in:Questionhaire A- plus‘the other

20 'percent of oil" supplies~which: are avallable from nonreport—
lng companles and other sources.-

Role of Allocatlon Coordlnator

If the Emergency Sharlng System is" actlvated all supply
channeled to the’ Allocatlon Coordlnator, who' computes allocation
rlghts and obllgatlons and- transmlts them to. 1nvolved companies
and members.’ ‘In- operatlng the allocation process; the Coordina-
tor guldes and superv1ses the Industry Supply Advisory Group, -

" ~which is respons1ble for- developlng and recommending:to him for
'”approval ‘a coordinated ‘program of oil reallocations based on

voluntary offers from’ reporting companiesi. - ‘The: Allocatlon Coor-

~dinator’ reports to the Standlng Group on Emergency Questlons
about whether the’IEP objectlves are: belng fulfllled.v A

sl

‘Role" of 011 1ndustry

The IEA has always recognized the critical role of the oil
industry in IEA activities, and its information systems, alloca-
tion programs, and procedures are derived from the normal commer-
c1al operatlons of the companles. - “

1

The Industry Adv1sory Board meets regularly to adv1se and

' assist the IEA, and ISAG was established to develop an emergency

supply operations manual of procedures and guidance for an allo-
cation system and to provide expertise and assistance to the

“Allocatlon Coordlnator durlng an emergency. B

Role of member countrles

‘Each IEA ‘member country is responsible for ensuring that its
national oil emergency measures are compatible with its obliga—
tions to the IEA. To meet these obligations, each country is
requlred to establish. a standby natlonal emergency -sharing organl-
zatlon respons1ble for-' ’ :

--Coordinating with IEA s Emergency Sharlng System.

--Ensuring that accurate,»tlmely,»andxrelxable data is
supplied to the IEA through*Questionnaire B for the -
effective operation of the IEA Emergency Sharlng Sys-
tema : ’

‘—-Coordlnatlng 1mplementat10n of demand - restralnt mea—ﬂ
' sures. » g :

, —-Establlshlng a workable "falr sharlng program, so
that all oil companies . share the burden of IEA o
cooperatlon equally.- . L :
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————————a1i—such—functIons—tn—the—ﬁnited—States

--Assessing the national product supply and demand situ-
ation to ensure that efforts are made to solve national
product imbalances locally.

--Coordlnatlng and' consulting with nonreporting oil com-
- panies concerning the development of voluntary offers

_and providing advice on reporting companies' offers,

v * including assess1ng thelr 1mpact on the national supply
p051tlon. »

--Issulng direct; instructions . (v1a 'supply orders'" in
~ the United States) to companies to 1mplement Type 3
mandatory allocations.

: The natlonal emergency sharlng organlzatlons dlffer from
untry to country, reflectlng dlfferent oil supply and polltlcal

structures., In most IEA countries; the energy ministries act as

the organization; for example, the Department ©Oof Energy performs

Table I 1llustrates how the system would work- under av: 9—

- ‘percent general shortfall involving 5 countries. In this example,

countries heavily dependent on imports (B, C, D) incur the most
hurt to their total consumption and, therefore, have' allocation
rights, while countries less dependent (A) or not dependent

(E) on 1mports incur less hurt and have allocatlon obllgatlons.

As shown, the Unlted States, w1th characterlstlcs 51m11ar to

'country A in the hypothetlcal example, would stand to lose lmports

in this type of an IEA shortage scenario. An embargo-type scenar-
io dlrected agalnst the Urniited States would glve the oppos1te
result.

WILL EMERGENCY SHARING SYSTEM WORK?

Actual shortages have
not actlvated system

Several IEA countries encountered oil supply 51tuat10ns in
1979 which threatened to activate the IEA Emergency Sharlng Sys-
tem. In fact, in the spring of 1979, Sweden experienced a tempo-
rary supply shortfall of greater than 7 percent and requested that
the System be triggered. The IEA Secretariat consulted with the
Swedish Government and the oil companies involved to alleviate the
shortage condition and determined that no real oil emergency
existed and that the situation would remedy itself if the Swedish
Government took certain domestic actions, including raising
national price ceilings to ensure supply. These consultations
headed off a potential dispute within the IEA, and the Swedish
situation eventually improved.

- The IEA used similar informal crisis management measures to
alleviate similar supply shortages in other IEA countries; its
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Table 1

.. Hypothetical Example of IEA Emergency Program

. Countries L IEA
A B c b " E total
----------------- (mmpd ) ========smmmmem e oo
Normal situation:
Domestic production . . 3,500 .. -0 . 0 - .0 .500. 4,000
Net imports . 2,500 2,000 1,000 500 0 6,000
Total supplles Con , 6 000_,f2;009' l,OOOV‘ ‘ 500 500 10, 000
9-percent shortfall: “ﬁiﬂ
Domestic production 3,500 0 0 0 500 4,000
"Net imports - - : © 24125 041,700 -850 425 07 5,100
Total supplles ‘ ‘ - 5,625 71,700, ., 850 425 500 - 9,100
IEA supply rlghts and v o , L o
allocatlon obllgatlons. -
Consumption:during - ‘ PotEen G
base period 6,000 2,000 1,000 500 500 10,000
Less 7 percent demand 2 T S VR
‘restraint: 420 140 70 . 35 35 .. .700
Permlss1ble consumptlon 5;586, 1,860 ’93Qﬁ: ; 465f;‘4§5  .. 9,300
Less emergency reserve : ‘
drawdown obligation 83 67 33 17 0 200
Supply right 5,497 1,793 897 448 465 9,100
If available supplies _ L  ;,H ' - |
are: 5,625 1,700 850 425 500" 9,100
The allocatlon rlght o | . N v
or obligation is: -128 93 47 © 23 " -35 0

Source:  Paper by Dieter Kempermann,.. "Das Krisenversorcuncssystem der IEA
auf dem Prufstand," Jan. 1977. Mr.: Kempermann was then a senior
staff member of the IEA Secretariat. :
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w1111ngness tor adjust to c1rcumstances not foreseen durlng the
‘establishment of the' Emergency Sharlng System 1nd1cates its: flexi=-
bility to deal with changing market condltlons._ The use of, these
informal means of remedying temporary supply dlsruptlons means_the
formal System has never been tested under actual condltlons.

_kystem tests

The System has been tested three tlmes by the IEA, onw

Allmlted ba51s 1n 1976 and more comprehen51vely in, 1978 and 1980,
\,_to RECT ) ‘ v

- ~sassess the effectlveness of the procedures,,communl-ﬂ(

cations, and data processing on whlch the allocatlon
system 1s based- :

by
i:" :

' <=zssess’ the effectlveness of each member natlon s emer—
gency’ plannlng organlzatlon,:and

~=-train the Secretarlat and industry personnel in the
g 1mplementatlon of" the oil allocatlon system..

Actual dlsruptlon scenarlos are constructed for test pur-
: . -poses ‘and historical oil company and country data are used as the
basis for operating the test. During a test, allocation rights
.and obligations are assessed; however, actual diversion of sup-
plies does not take place. The tests focused primarily on the
management of supplies and did not address such. commercial issues
~as ‘the pricing of oil allocatlons, therefore, the tests were. of
limited application and value. Results of the three tests,, o
revealed several problems, but IEA s flnal appralsal of test 3

pronounced the ‘system workable and noted that u. S,. part1c1pat10n
1n the test had 1mproved

Staff of DOE's" Economlc Regulatory Admlnlstratlon, 1n a ;
March 1981 appraisal of the 1980 test, concluded that it had seri-
ous reservatlons about whether the system would functlon effec~

tlvely in an actual emergency.’ Spec1f1cally,;;t.;dentlfled:three
ma jor weaknesses of the IEA system. :

First, the data was 1nadequate. Oll was "lost" from the sys-
tem durlng the 1mplementatlon of allocatlon rlghts and obllga-
tionsi 'Large d1screpanc1es ln historical data emerged, requiring
subjective resolution by the IEA Secretariat on an estimated
basis. The data problem would have been even more severe using
current data if there had been an actual emergency, because the

statistics become more reliable as addltlonal 1nformat10n is
accumulated over a perlod of tlme.

Second, there was a lack of a prlce-resolutlon mechanlsm.
The IEP lacks a specific provision covering pr1c1ng of oil traded
during an emergency. The decision to exclude a pricing provision
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from the IEP was. 1ntentlonal on, the part of ‘the signatory. govern-
‘ments. ' Some agency staff belleve that untll such .a mechanism is
’approved and successfully tested, the readlness of: the 01l-m
“sharlng system 1s, at best, questlonable. : = PR TEEE

Thlrd, there are deterrents to voluntary cooperatlon between
the U.S. Government and industry in emergency planning.. A. major
lesson of the test was that the effectiveness of the ©0il sharing
system hlnges predomlnately on the extent to which. U.S, Govern-
ment. and industry can cooperate in solyving energy: emergenc1es.
~Thet'U+«S. Government's antitrust approach toward U.S. involvement
in the IEA, according to the appraisal, appears to be insensitive
to the need for effective, cooperatlve worklng relatlonshlps between
the Government and 1ndustry : .

The appralsal also hlghllghted other domestlc problems lncludlng
uncoordlnated Federal and/or State. Government approaches to energy
emergency’ preparedness and an’ overall llmlted Government and publlc
awareness of the U. S. commltment to the IEA. :

" The IEA assessment of the 1980 test noted that the System was
workable and stated that U.S. partlclpatlon had improved over that
of the prior tests desplte the .existence of problems.noted by DOE.
'IEA tends to view the tests as a learnlng experlence for the Sys—
tem s workabllity. o L Lo wpew

Agency comments ‘and our evaluatlon y

" DOE off1c1als contend that the Economlc Regulatory Admlnl-
stration's" report is overly crltlcal of test 3 performance and
does not reflect the Department-w1de p051t10n, which: is' consider-
ably more p051t1ve. Although documents prov1ded by Department—
‘wide representatlves also’ confirm problems in test 3 concerning
data accuracy, absence of price dispute mechanisms, and antitrust
difficulties that caused operatlonal delays, they note:that test
3 was a cons1derable 1mprovement over tests 1 and 2, which were
more:limited evaluatlons of IEA's Emergency Sharlng System.
Spec1f¢cally, they cited (l) 1mproved communication and coordina-
tion among the IEA Secretarlat, government representatlves,»and
oil 1ndustry participants, (2) more accurate and reliable trade
data, (3) fewer antitrust difficulties resulting from, the presence
of U.S. antitrust monltors, 4y development of improved opera-
tional guldellnes for managing an emergency, and (5) involvement
- of ‘national emergency sharing organizations and some nonreporting
oil companies. Overall, within the llmltatlons of the test guide-
-linés, DOE ‘officials maintain that test 3 was a successful Emer-
gency Sharlng System training exercise. whlch desplte problems
alluded to ‘in the Economic Regulatory Admlnlstratlon s report,
demonstrated the IEA's Emergency Sharing System would function
effectively if and when triggered.
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However, the problems reflected in the Economlc Regulatory

Admlnlstratlon S report and reiterated:in this- report appear to be

suff1c1ently serious to challenge :the current readlness of the
System to functlon effectlvely in an. actual emergency

Although ‘the 1EA Secretarlat generally supports the p031t1ve
interpretation of test 3 as a successful :training exercise, it
also acknowledges a wide varlety -of operational problems consis-
tent*with those 1dent1f1ed by the; Economic ‘Regulatory Administra-
tion,* 1nclud1ng concern over the adequacy of the IEA § computer
operatlon W ‘

The Industry Advisory. Board/srassessment- ‘of test 3 was .

‘genefally consistent with, the overall .DOE-and" IEA" 1nterpretatlon.
" However; it- also expressed goncerns similar to- those of the Eco-
~7 ‘nomic Regulatory Admlnlstratlon -5 report.f Those” concerns were
‘ujexpressed in the Aprll 1981‘FTC report ‘on 1ndustry act1v1t1es in
‘the IEA, whlch stated that- y L a8

S 9‘i¥ "The IAB was concerned that AST 3 [test 3] was of

limited value in predlctlng ‘+the effectlveness of the ;
allocatlon system during a real emergency AST-3 was a
.hypothetlcal volumetric and loglstlcal exercise only
It did not address commerc1al issues, such as prlce of
‘7dllodated oil. The IAB noted that the entire success of
the test was based on the willingness of both countries
and companies to come forward with voluntary offers.
Yet, willingness to make voluntary offers during a real
emergency will depend in a large part oh:the’termg”of
“the- voluntary offer transactlon.; The  IAB. suggested- that
' price  should be" tested at a future AST Companles also
=recognlzed that evén the 1ntroductlon of pricing in a
test would not remove uncertalnty as -to-how: companles
.and countries would react durlng a real emergency."

The Justice Department also took . exception 'to the: Economlc
Regulatory ‘Administration description of antitrust problems in
test 3 and asked for more specific information. 1In addition,
Justice stated that the IEA Secretarlat/ISAG appraisal of test 3

.found in general that the antitrust safeguards dld not "signifi-

cantly” 1mpa1r operatlons of the system.

- The March 1981 Economlc Regulatory Admlnlstratlon S report
provided the follow1ng additional 1nformatlon on test 3 antitrust
problems. . »

"Mechanisms have been established under the Agreement
[U.S. Voluntary Agreement--see ch. 7] to protect the
proprietary nature of company—spec1flc trade data and
to.cover antitrust considerations. However the rigidi-
_ties of the mechanism hindered the necessary exchange
of information among industry and government represen-
tatives, both within the IEA and in industry during
AST-3. ERA staff experience in resolving domestic
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.-supply .aberrations:has: cons1stently demonstratfd,the
. heed.for cooperation durlng an’ energy emergency. . The
’”,,ablllty to ‘plan that: cooperatlon in advance of an .
emergency could:make a considerable’ impact on govern—
nent and 1ndustry readlness and response..

"Therefore, a new’ approach to antltrust con51deratlons
needs to be initiated that would both fac111tate emer-w
gency planning and protect proprletary 1nterests.
Within the U.S.. Governmént, an 1nter-agency commlttee
has already begun work on these issues."

.. Although the ISAG: con¢luded that u. S. antltrust monltorlng
. in test 3 was a vast improvemént over" that in test: 2,ﬂ1t also
gcr1t1c1zed U.S.-antitrust~: requlrements in"test 3. as belng burden-~
P“some and. restrlctlve., Spec1f1cally, IAB members expressed con--
cern that (1) every voluntary ‘offer made durlng the test was
‘recorded, (2) U.S. antitrust clearances did not cover non=- _
reporting companies, and (3) ISAG's subgroups could .not meet with-
out a U.S. antitrust monitor present. Thé IAB noted that during ‘
test 3, the United States ‘had 20 antltrust monltors -present during
the 8 weeks, 4 or -5 were. present at any one tlme, whlle the EEC '
antltrust section had 1 antitrust monitor present throughout the
entire test. (See ch 7 for detalled 1nformat10n on antitrust
monitoring. ) : ‘

Data problems

Accurate and tlmely 1nformat10n on avallable and pro;ected
oil supplles isi.critical to successful operatlon of the IEA Emer-
gency Sharing- System. Supply data from reporting o0il companies
and from each member country contrlbute greatly to the Secre-
tarlat s decision on when to activate the System and to 1ts
management of the reallocatlon of o0il supplies.

: In addition to those problems noted above by DOE, a 1980 IEA
analySLS 1nd1cates that-f B I _

-—Work of the IEA on emergency questlons was severely

- hampered by the poor quality of some Questionnaire B
and quarterly oil data. In some IEA countries, there
was inadequate coverage of 1mporters, exporters, pro-
ducers, and holders of stock in Questionnaire B
reporting systems. This applled especially to non-
reporting companies.

--Inaccurate forecasting of avallable oil supplies in
monthly submissions resulted in consistent over-
estimates of available supply, error rvates ranged
from 0.3 to 9.5 percent and averaged 4.2 percent from
March 1979 through April 1980. R
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In m1d 1979 an IEA ad hoc data group was. formed to determine

‘the' cause of data errors., In a 1981 ana1y51s, the group. 1dent1f1ed

major causes of data errors whlch were 51m11ar to. those 1dent1f1ed

“in test 3..

-—Governmental admlnlstratlon problems, such as 1nade—,
quate, poorly tralned staff, constant personnel turn-

bt over, and preparatlon and transm1531on errors..

i , _

*f—leferent government agenc1es lnvolved 1n collectlng
data, using différent standards and guldellnes.

ff-leflculty in’ prOJectlng forward supplles, espeCLally
+ tHose of smaller oil companles, resultlng ln a down—t
ward blas 1n tlmes of 011 shortage.“_h-- : _

f””"“ natlonal data syst ms, espec1ally where 1ndustr1es
“ " other than 0il indistries are 1mport1ng oil products.

,,,,,

: labeled by the exportlng country..

§

j:;_Redlrectlonxofjoiltheldw;n,transshlpmentJterminals,_«?
- AéDouble'countlng”and other reportlng”errors.v

-'—-Leads ‘and lags whlch ar1se when 011 exported from one
‘" 'IEA country to another may be several weeks on.its.
voyage. o -
”—-Cutoff date problems whlch arlse when countrles and L
companles “freeze data on dates not correspondlng to.
those in the reporting instructions.

To 1mprove the quallty of data, “the Secretarlat hasurecently

dundertaken 1n1t1at1ves to (1) expand the number of reporting com-
panies from 33 to 48 to provide wider coverage, (2) collect more
information and data on oil stocks held at sea, (3) provide more
‘clear and consistent reportlng instructions and guidelines for
“Questionnaires A and B, and, (4) keep member governments ‘informed

of potentlal data problems.v"

‘Despite these efforts, IEA officials admit that errors in
emergency data subm1s51ons cannot be completely eliminated; errors
are inherent due to multlple sources, the dynamics of the oil mar-
ket, and the ‘nature of forecdsting supplies. . IEA officials appear
uncertain as to what is an acceptable error margin. On October 26,
1979, IEA reported that data error rates were "too large to allow
meaningful reallocations in an emergency." Since then, it has
reported that data error margins of 2 to 3 percent are "acceptable
to effectively operate the Emergency Sharing System.
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DOE informed us in July 1981 that the SEQ: Ad Hoc Group on
Data Improvement is contlnulng to functlon and is.about to. com-~
‘plete a study of trade data d1screpanc1es whlch prov1des correc-
‘tion measures for a number of identified dlscrepanc1es-vnotes some
inherent dlscrepanc1es such as those relating to transit times and
differences in forecasts; and proposes means of .coping. with
remaining dlscrepan01es.ﬁ The Group, . DOE says, has ‘also lmproved
- procedures for - reportlng backflows of materlal to refineries; is
establishing a criteria for a transition from guarterly to monthly
reports of historic supply, consumption, and. stock: -data; and is
documentlng natlonal reportlng practlces of non—01l -hydrocarbons.

We belleve the quallty of emergency supply data-affects the
degree of " confldence each member has in . IEA's. ablllty to ensure
fair sharing during an emergency The questlon of whether IEA
can successfully operate its" Emergency Sharlng System with 2 to
3-percent error  rates remains ~unanswered. However, the known data
problems may contribute: to an overall reluctance to activate the
System except under clearly deflned and severe shortages.

Potentlal pr1c1ng problems

The IEP Agreement states that’ prlces of redlrected 0il should
reflect comparable commercial transactions" but does not define
this term; thus potential price dlsputes between IEA member coun-
tries can occur which mlght delay or dlsrupt the allocation
process. A likely price dispute could occur during a Type 3 allo-
cation, when a country with an allocation obllgatlon must direct
shlpment of oil to a country which has an allocation right but
whose national price celllng is too low to attract economlcal
shlpments by o0il companies. Unless the involved countries and
companles can reach agreement through arbitration or other means,
it is‘likely the oil’ will not be dlverted accordlng to the IEA
allocation formula. o , ..

The IEA established a Dispute Settlement.Center in July 1980
to arbltrate prlce dlsputes between and among buyers and sellers
of ‘0il 'because it: recognlzed that price’ dlsputes durlng 1nterna—
tional oil allocations are ‘inevitable and that such a mechanlsm
would be "highly 1mportant to the success of emergency allocation"
by providing rapid and uniform decisions.  IEA off1c1als belleVe
the Dispute Settlement Center will" ensure smooth operatlon of the
Emergency Sharing System in most instances. Nevertheless, the
dispute resolution mechanism is handlcapped because. agreement by
‘the oil companies to use the Dlspute Settlement Center .is volun-
tary; it doeés not address price dlsputes between IEA member coun-
tries; and the’ operation of the Center in an emergency has never
been tested. The questlon of whether creation of the Center will
solve potentlally serlous prlce dlspute problems remalns open.
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o DOE off1c1als expressed ‘concern that potentlal unresolved
prlce dlsputes could affect the U.S. obligation to the IEA. " They
contend that DOE would not force a U.S. oil company to divert oil
to another IEA country to meet U.S.: allocation" obllgatlons unleSS
the company agreed beforehand to use a mutually acceptable price
dispdte mechanism. On the other hand, DOE has stated that DOE
regulatlons do. not impair the absolute authority- granted by EPCA
to allocate 011 to/meet U.S. LEP obllgatlons.‘ Company 11t1gatlon
over a, Supply. order- would delay the allocat1on process onl' i
filn]un tlon were issued. S S Lt

S o

= .),OE regulatlons 1ssued in. May 1979 authorlze supply orders to
.be 1ssued tosU,8. companles to: sell 011 to meet u. S. a'l
tobllgatlons, statlng that.f. : [ KR

«5,a flrm 1ssued a supply order would not be requlred to:,
“"sell, exchange, or otherwise provide the-oil"’ 'specified
in the order unless the' firm to which'tHe '0il ¥s to be"”
supplied agrees in advance to submit any dispute to a
~mutually acceptable arbitration 6r other dispute settle—

z;ment procedure. o (Underscorlng supplled ) "

, If rec1p1ent companles refuse to submlt potentlal prlce dls—
_putes to arbitration due to a national’ pr1c1ng pollcy, DOE is
caught in a dilemma between forcing a U.S.*company to ship the
oil or not fulfllllng U.S. obligations under thé IEP. In elther
‘case, the Emergency Sharing- System may: not be’ entirely effectlve,
because, in the first instance, companies might litigate” the DOE
supply order, thereby delaying the allocation process and, in the
second instance, the System would not recelve 011 from the Unlted,
States... ‘ : ! :

Bi

Y9O day emergency 011 reserve mlsleadlng

. Beglnnlng January 1, 1980, each IEA country agreed to maln-
‘taln emergency oil reserves equal to 90 days of net oil 1mports.
The IEA describes emergency reserves as lncludlng crude oil, oil
products,  and unfinished oils held in refining tanks, bulk ter-
minals, pipeline tankage, barges, oil tankers inh port, inland” ship
bunkers, and storage tank bottoms. Worklng stocks held by indus-
try and large consumers are also included.- DOE, U.S. o0il compan-
ies, and some IEA officials believe that thls definition is too
broad and does not truly reflect real reserves which could be used
in an emergency They said that industry inventories are prl-
marily the working stocks hecessary to ensure normal operatlons
.and that stocks only above thls level are pure emergency reserves.

IEA off1c1als stated that the broad definition of emergency
reserves was a polltlcal compromise to achieve a consensus on
establishing a quantifiable commitment. They said some IEA mem-
bers were opposed to a more strict (and realistic) definition of
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emergency reserves because of the difficult domestlc political
liabilities in establishing costly government reserve programs oOr
forcing the oil 1ndustry to malntaln and flnance addltlonal

stocks.

Amount'of actual U.S. emergency’
reserves unknown . e

DOE off1c1als told us that the U S. 011 1ndustry holds stocks
suff1c1ent to meet IEA emergency reserve- obligations. However,
they also. say. that the 154 days: of" net.-imports” reported to IEA on

" January 1, 1980, does not truly reflect reserves: actually avail-

able durlng an oil shortage. Officials from several major U.s.
oil companies told us that they haveulittle" oil reserves whlch

ﬂgcould be used in an-emergency:and that: the:U.S. Strateglc Pétrol-
“eum Reserve is meant to meet U.S. obllgatlons.~ Industry officials -

contend that their oil stocks are part of worklng inventories and
that very llttle oil is. .available as' a pure-emergency reserve. 1In

~ fact, all the companies we contacted said they had no stocks

avallable or set a51de for IEA purposes. -

, Assessments of 1ndustry s ablllty to meet the 90 day net
import obllgatlon vary greatly. ‘A ‘June ‘1978 report contracted by

DOE, "Inventories Management in the Petroleum Industry," concluded

that the American petroleum-industry stocks are already channeled
for spec1f1c uses and there would be little ‘excess ‘stock for use
durlng an 011 emergency.~ An earlier study by the U.S. Natlonal
Petroleum Counc1l concluded that only 23 ‘'of the 153 days of U.s.
reserves reported to IEA in 1976 represented "pure reserves." A
November. 1979 DOE analysis of the: ‘appropriate size of the U.S.

Strategic Petroleum Reserve ‘estimated that about 125 mllllon bar-

rels of prlvate stocks could be: drawn down during an'emergency.
However, despite the President's authority to implement inventory
controls under the Emergency Petroleum Allocation Act, DOE offi-
cials contend that they have no power over how reserves are used
by industry; they indicated that some companles may decrease
stocks during an- emergency while other companies might increase
stocks." Thus, even if DOE had a reasonable estimate of emergency
reserves held by U.S. oil companies, there appears to be no Gov-
ernment program which would dictate how 1ndustry would use such

reserves during an emergency.

Importance of U.S. emergencyvreserves‘

In Aprll 1979, DOE publlshed the "Simulation Study of Eight
Petroleum Supply. Disruption Scenarios" which was written under
contract by Wharton Econometric Forecasting Associates, Inc. The
study shows that emergency reserves (in this case defined as the

" Strategic Petroleum Reserve) can provide a s1gn1flcant buffer

agalnst the 1mpact of o0il shortages on the U S. economy
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For example, the study presents an oil embargo scenario of 2 mmbd,
equal to about 11.8 percent.of total:U.S. oil consumptlon. 1/

" With no drawdown of the emergency, reserves; the’ Unlted States
would suffer about a 4. 8-percent decline in gross national pro-
duct, a 1. 6—percent increase in the unemployment ‘rate, and a 3.9-
percent increase in inflation (based on consumer price- lndex)
Embargoes of greater amounts of oil (4 mmbd to'§ mmbd) show"
correspondlngly greater declines..in gross national product and

_inc¢reases in unemployment and inflation. The study‘also’ prov1des

embargo scenarios with various drawdowns of ‘the" Strateglc Petro-

" leum Reserve whose .results .indicate imuch lower dec¢linés 'in gross

nat10nal product and 1ncreases in- unemployment and lnflatlon.

" Results of the Wharton study were bas1cally reconflrmed in a
separate November 1979 DOE analysis .of the appropriate size of the
Strategic Petroleum Reserve, :which .contained several 0il: 1nterrup—

“tion scenarlos and thelrilmpacts on':the United States. The study

concluded that "the -economic: costs of even relatively small inter-

c;ruptlons whlch result in large price: increases are frlghtenlngly
“large, * * ¥ GNP losses of most of the interruptions postulated-
“could’ exceed '$100 billion."

: Based on the current U.S. emergency reserve ‘position, the

*-potentlal for, bufferlng the harsh consequences of potentlal oil

‘shortages for any lengthy ma]or dlsruptlon is llmlted

' U;S.:abllltyﬂto,effectlvely\manage demand‘

restraint programs guestionable . S

Because the .United States does not have ‘unencumbered reserves
equal to 90 days of net oil imports, it will be 1ncrea51ngly vul-
nerable to oil shortages and will have to rely :on demand restralnt

-over and ‘above IEA's 7 or, lO—percent demand restaint standard
‘ Accordlng to DOE, the demand ‘restraint obllgatlon may be met by

‘any measure which reduces a country's rate of final consumption.

jIEA says that demand restralnt can be achieved by allocatlon or

‘conservation, among. other measures. However, during -an emergency
the potentlal for rapld switching to alternative energy sources
is limited and the United States may have to rely heav1ly on the

'market mechanlsm, allocatlon, and- conservatlon.

Wlthln the past few years, DOE proposed a vast array of pro-
grams meant to restrain demand during an oil shortage," 1nclud1ng
a program for meeting IEP requirements. These programs included
standby mandatory product allocations, a standby refinery yield

'program, gas’ ratlonlng, ‘and a multitude of other conservation

measures, such as reduced speed limits, temperature controls,
compressed workweeks, odd-even gas days, and so on. ‘Many of these

1/The scenario assumes embargoes lastlng one year and used 1978

as the base year to calculate supply effects.:lf
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j,conservatlon measures requlred congress1onal approval plus at
»least a. 90- day startup perlod.

Early in 1981, DOE 'S standby conservatlon programs,‘except
for the publlc information and minimim gasollne purchases pro-
grams, were withdrawn by the new administration. Addltlonally,
Executlve Order -12287, issued on January 30 1981, exempts all
~crude ©0il products from allocation controls:’ adopted pursuant to
the. Emergency Petroleum Allocation Act. 'The loss of both standby
.conservationiand allocation: programs would: appear "£o make the U. S.
ability to meet . its IEA:" ‘demand ‘restraint and domestic¢ &llocation
’obllgatlons hlghly doubtful :

‘t‘

In June 1978 DOE made a llmlted test

ﬁhSystem.. DOE s test,,whlch focused heav1ly ate mlssions .
 from the domestic oil 1ndustry and excluded the“e fect of pricing

" on the program, showed:that many data’ subm1s510ns were 1ncomplete,

1naccurate, and late: and that 1nstructlons to reflners were con-
fus1ng. : :

o An IEA off1c1al s appraisal of DOE's performance durlng test
-2 concluded ‘that:"the" ‘organizational- setup in DOE was not suffl—
cient to deal. with the complexities of coordlnatlng both” systems.
An unoff1c1al IEA version of the test called U.S. performance "a
failure." DOE's performance 'in the 'most recent IEA" Emergency
Sharing System test shows some' improvenent in: coordlnatlon.

- Desplte this criticism; DOE off1c1als clalmed the. former _
‘standby crude oil and refinery yield ‘program would have worked if

activated. However, :in our April 1980 report, "Gasollne Alloca-

- tion:  A-Chaotic-Program In Need of Overhaul™ '(EMD-80- 34), we con-

cluded that DOE was “1ll—prepared to manage the 1979 gasollne

tsupply .shortage" and: cited DOE's ad hoc approach to crlsls manage-

. _ment as. a contributing factor. Addltlonally, our March 4, 1981,

report, "The:Department of Energy's" Reorganization of Energy. Con-
tingency. Plannlng Holds Promise--But Questions Remain" (EMD-81-57),
_noted that, despite the February 24, 1981, reorganlzatlon which
emphasized emergency planning, the international aspect of contin-
gency planning had -apparently been lgnored, thus neglecting the
necessary coordination between U.S. emergency plans’ and the IEA
Emergency Sharlng System.v

We noted however, that DOE has no formal natlonal emergency
sharing organization, procedures manual, or stafflng organization.
Instead, it relies on ‘an.ad hoc organization 1nvolv1ng at least
six internal offices which, according to DOE officials, will come
together to manage DOE responsibilities in the event of an 011
shortage. C

Officials of several major U.S. oil companles told us they
lack confidence in -DOE's ability to effectively manage U.S. demand
restraint programs. They cited such problems as the DOE staff's
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-among, consuming countrles .and that the economic benefits of shar-
. ing are also tled to U.S. forelgn pollcy and natlonal securlty

direct and vital interest of the United States in the security of

lack of knowledge of the complex oil market, poor emergency
planning, poor: coordlnatlon of domestic programs,.and programs
which are. often contradlctory and 1ncompat1b1e,

DOE's performance in operatlng the gasollne allocatlon pro-
gram, its current ad hoc approach to its national emergency shar-
ing organlzatlon respon51b111t1es, and its past performance durlng
tests.of its crude oil programs do not bode well for successful
1nterface between the IEA and U. S.,systems. » ;
POTENTIAL U S ADVANTAGES AND DISADVANTAGES
FROM :EMERGENCY SHARING SYSTEM

Our analys1s of the compllcated IEA Emergency Sharlng System
shows that: the Unlted States would probably. incur:an,allocation

‘ obllgatlon durlng elther a general worldw1de shortfall (over

a percent) or a shortfall experienced by any: other IEA member
country. - The United States would have an allocation right if it
were the target of an oil embargo resultlng in a shortfall of

7 percent or more. I

Several intangible factors, however, complicate a straight-
forward analy51s. For example, U.S. officials argue that the
Unlted States gains collective security through the. IEA Emergency
Sharlng System, which. is more desirable than a hlghly competltlve
and potentially, destructive !"go-it-alone" approach to solving oil
shortages. . They believe: that the sacrlflce of oil supplles to
help U.S. allles is a small price to pay for contlnued cooperation

J.nterests .

ra

In addltlon,.we agree w1th the IEA Secretarlat that the ad-

‘;vantages of: the Emergency, Sharing System to the United States

include not only the possibility of the United States receiving
oil in an. emergency, partlcularly in case of an embargo or other
supply event reducing supply to the United States, but also the

supply to all industrialized democrac1es which are. IEA members.

Because the stakes involved are so high, U.S. off1c1als ‘ [
believe the IEA Emergency Sharing System should be activated only :
during a sudden and severe oil crisis, when each IEA member coun-
try would readily accept its obligations under the IEP. They con~-

- tend that the System is onerous and costly to operate and some-

what heavyhanded for dealing with temporary market disruptions or
the gradual supply reductions which ‘have characterlzed the world
oil market since early 1979. :

Two recent studles also question the v1ab111ty of this Sys-
tem. . , ;
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’—-An October 19280 Congres51onal Research Service. study =
‘on the  effect of the Irag-Iran: conflict on the oil::
market concludes that the viability of the System iis:
doubtful because it depends on the private oil sector
and fails to encompass the activities of non-1EA
'countries.- The" study points out that,'lf the TIEA
System was trlggered, oil exporters would signifi-
¢cdntly increase oil prices and:would tend-to break.
contracts with: IEA-members. ' Since the ' IEP has‘no. pro-‘
visions concerning oil prices, countries would be
forced to accept: prevalllng market prlces.«,‘ <l

-~A January 1981 Harvard study on energy and securlty
concluded that trlggerlng of the: System would” allow
‘someé time- for ‘oil- consumlng countries to take’ eco—ﬂ*¢
nomic and mllltary actlons and mlght temporarlly
restrain’ significant’ prlce increases. ° The" study ralsed
 doubts whether the System could be effectlve in supply
¢crises Of less than 7 percent or more than 20 percent
and for a prolonged perlod of time. : .

Agency comments and our evaluatlon B ~ ‘. P

The Department of State argues that whether the Unlted States
“would glve or receive 011 under- the system depends on’ which oil
‘supplles are" 1nterrupted. “It ‘dontends’ that our p01nt ‘that the
United States would receive oil only if it were the target of: an
embargo is technically untrue and’ that,” in most’ circumstances, an
1nterruptlon of Western Hemlsphere or African supplies would put
the United States in a receiving position. - State Department offi-
cials concede that in the overwhelming majority of non-embargo
type supply disruptions, the United States would indeed have an

" allocation obligation because the United States produces over half
of its consumption, unlike most IEA countries which are much more
import dependent and, therefore, ‘more likely to 'incur’allocation
rights in the event of ‘a  supply dlsruptlon.‘ ‘State Department
officials also concede that the prospect ‘'of a non-embargo type
‘dlsruptlon in’ the Western' Hemisphere and Africa of the" magnltude
that would result in the United States receiving oil- supplles is
extremely unllkely.

EFFECT OF GOVERNMENT=-TO=GOVERNMENT DEALS ,
‘ON EMERGENCY SHARING SYSTEM ‘ ‘

- Since 1974, the oil market for which the Emergency Sharlng
System was founded has changed dramatically. In 1973, the major
0il companies handled 75 percent of all crude ‘oil traded inter-
nationally; by the end of 1979, their share had fallen to 42 ‘per-
cent. Because supplies are now reaching the market from other
channels, the multinational o0il .companies' ability to adjust

imbalances through intracompany allocation and third-party trans-
actions is reduced. The arrangements that replace these companies'
functions lack the same flexibility to balance the global system.
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Many of these new arrangements take the form of dlrect
producer consumer contracts.w "In. 1979, government -to- government
contracts 1ncreased about 50 percent from around 3.8 mmbd to
5.8 mmbd. In bypas51ng the multinational oil companles via direct
producer-consumer contracts, OPEC gains more and more control over
the destinations of its crude oil. Among other beneflts, pro- :
ducets hope to ‘gain polltlcal ‘bénefits ‘fanging" from" ‘generally
1mproved relationships to specific foreign ‘policy objectives, such
as Iraq's insistence on an Israel/Egypt/South Afrlca boycott
clause 1n contracts.'J“_ o

In an effort to cope with these rapid c¢hanges, the IEA mini-
sters agreed in early 1980 that more 1nformatlon on government ~-to-
government contracts was ‘needed.’ ’ '

IEA's. prellmlnary observatlons 1nd1cated that the broader .
1mpllcatlons of these new tradlng activities 1nvolved "the
gsecurity of" petroleum ‘supply to IEA ‘member countries*and the ,
flexibility of the international distribution system, ‘increased
pollt1c1zatlon of the oil trade, and manageability of emergency
situations." “IEA coticluded that the continted" bulldup of
. government-to-government deals may endanger the flex1b111ty of the
'”1nternatlonal dlstrlbutlon system.‘“

In June 1981, nevertheless, the Secretariat noted that, ‘even
though 1ncreas1ng volumes of oil are being traded on government-
'to-government deals, most of it seems eventually to find its way
“into the company supply systems, $0 this’ mlght ‘not ‘be so serious
a problem. In addltlon, ‘the’ State Department p01nts out that the
"percent of 011 1mported 1nto IEA" countrles by companles part1c1—
pating in the IEA system has not changed. :

The Secretarlat has noted a need to 1dent1fy flows of 011
which are "dedicated" to specific country destlnatlons, since this
could reduce the flex1b111ty of the 1nternatlonal oil“distribution
system generally and“perhaps also affect the smooth functioning of
the Emergency Sharlng System.- ,

Ina study contracted by DOE, "Response of 0il Companies and
Consuming Countries to OPEC's Increasing Control of Crude 0il Ex-
ports," dated October 1979, Petroleum Economics, Limited, observed
that "with supplies of oil that traditionally flowed through oil
company channels threatened with restrictions, the eff1c1ency of
0il sharing programs organlzed by IEA is called into question."

We have this matter under review in our study of the changing
structure of the 1nternatlonal oil market and its lmpact on the §
Unlted States. : |

OTHER EMERGENCY SHARING SYSTEMS

‘ The European Economlc Communlty (EEC) has an emergency shar-
ing system“which covers petroleum a&nd other fuels used in the
generation of electricity. All members of the EEC, except France,
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are members of the IEA. The North Atlantic Treaty Organlzatlon
also, has an emergency sharlng system whlch is actlvated under
severe ‘crises or wartlme conditions when ‘the defense needs of its
member countrles ‘are not belng satlsfled, regardless of the level
of the shortfall.,, — '

, Differences and similarities between the IEA and EEC systems

[

—-both encompass demand restralnt emergency‘stock ‘
requirements and oil sharing although they are deflned
dlfferently,:1_ . .

e TaA Rd6 56 ol ReVeRdHE fletrict el t5E REC 35d5;
--the IEA system is.more;structuredjg_";;t“‘ﬁq' B

é—theﬁéﬁc.hasrnopdirect:involvement.ofﬁthe;oilllnddstry}

Q—formulas for triggefing'the’sharing mechanisms differl

Desplte the dlfferences, both organlzatlons belleve the two
systems can operate effectively on an individual and simultaneous
- basis in the event of an actual trlggerlng ,

These emergency sharlng systems represent a p051tlve step
toward 1mproved multllateral cooperatlon amorng developed consuming
countrles., Whether they represent an effectlve deterrent and/or
response to supply dlsruptlons remains. to’ "be seen. Ind1v1dually
or collectlvely, no system w1ll be effectlve unless

--all-participating countries agree that .the. system is
1mportant, that it is crltlcal to: thelr natlonal inter-
est, and. that each country will, accept an allocatlon , _
obllgatlon as well as an allocatlon rlght and , . J

--an acceptable price dlspute process ex1sts to prevent
conflicts between buyers and suppliers that could
delay, 1f not prevent, effectlve and eff1c1ent opera-.
tion, , o L .

. CONCLUSIONS ‘

Our assessment of IEA member efforts to cope w1th future oil
supply disruptions and dlsruptlons stemmlng from war or civil
unrest--widely considered a likely prospect sometlme in the
1980s--indicates that IEA members have not taken strong enough

action to meet this likelihood. "IEA members have established an
institutional framework and developed broad policy objectlves to
meet the threat of future oil shortages, but they have yet to
limit their vulnerability to such shortages. .Our assessment shows
that IEA's complex Emergency. Sharing. System suffers from data
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problems, lack of an adequate price dispute settlement mechanism

- for member countrles, and a. mlsleadlng representation of emergency
reserves, which raise seriodus guestions ‘about ‘the System's work-
ablllty and contrlbutes to a reluctance to use it except in severe
011 dlsruptlons, such as those experlenced ln 1973 74.

“The’ Unlted States” has ‘a stake in the " ‘sucdess of the common
efforts of IEA members to” meet future oil shortages. Under ‘non-
-embargo supply dlsruptlon scenarlos 1nvolv1ng the Emergency ‘Shar-
1ng System, the United States would llkely ‘be obllgated ‘to'divert
il 1mports to ‘other 'TEA countries Sharlng supplies durlng an
'emergency i's the heart of the“IEN'system and represents(the broad
~economic, forelgn policy, -and nationa sf ity -of
United ‘States.’ Wlthout IEA, thernlted StatesﬂWOuld ‘be “forced to
compete w1th m ny of 1ts allies- for.scarce 011 supplles, w;th

Nk ko another scramble for 011 supplles would produce
yet another huge prlce exp1081on ‘with’ catastrophlc eco-
nomic consequences. “And - the 'nature of the ‘0il market is
“such -that when: prlces 'go up- they do‘not qulckly come '
© down even ‘if they’are "gradually eroded in real ‘terms '
»“V between " supply&lnterruptlons._ The U.S. is now funda- ~
' mentally tied into the worla- economy and therefore ‘has’
a major’ 1nterest in" aV01d1ng anythlng wh1ch may lead to
“further economic disruption." ' - .

L
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? thenbulk of the international oil market depended'on the oil in-

 CHAPTER 4 .. . |

| ANALYSIS OF IEA'S OIL MARKET INFORMATION SYSTEM f“

‘The . need for 1ndependent 1nformatlon about the 1nternatlonal
o0il market's operatlon and structure has been a primary concern of

member;. countrles since the IEA was established. . Government moni-

torlng of or 1nterventlon in -this market was not common before the

' ;;011 embargo of 1973, when swift. changes started to take place in
‘the market.f IEA member countrles, which . ompr“se most of the

“‘“ucts and the rapld pass1ng of’control over 011 productlon and
{prlce levels from oil. companles to produc1ngrcountr1es.“,

Consequently, part1c1pat1ng,go.

dustry's experlence and loglstlcs expertlse ‘and process1ng and
marketing capabilities, Thus, :they agreed to include in the IEP
a comprehen31ve international Oil Market Informatlon System and a
permanent framework for, consultatlon w1th oil companles. The IEP
can be. 1nterpreted as, 1nd1cat1ng that, Wlth the . establishment of
th1s system, they 1ntended to play a more actlve role. in relation
to the oil 1ndustry..Part1c1pat1ng governments agreed that ade-
quate knowledge of the operatlon and structure of the inter-
national 011 market and the. act1v1t1es of the 1nternatlonal oil
companies was ‘essential to the success of IEA'! s emergency and
overall cooperative programs.

IEA's 0il Market Information System consists of (1) a General
Section dealing with the international oil market and the activi-
ties of oil companies and (2) a Special Section dealing with
information essential to ensure the efficient operation of emer-
gency measures; i.e., volume data or oil supply and demand.

STANDING GROUP ON THE OIL MARKET

To set up the Information System, the IEP provided for a
Standing Group on the 0il Market composed of one or more rep-
resentatives from each participating country, to define, review
the operation, and report on the Information System and to esta-
blish and operate the framework for consultation with oil compa-
nies.

The Secretariat was given responsibility for operating the
Information System and distributing the information to the parti-
cipating countries. It was also assigned the task of preparing
reports on the international oil situation. However, the SOM has
provided for ad hoc task forces to help with these responsibili-
ties. _

As agreed in article 27 of the IEP, commencing in 1975 IEA
members began collecting certain data from oil companies within
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thelr Jurlsdlctlons.t This data is submltted to the IEA Sec- .
retariat on a regular basis and has been incorporated 1nto ‘the -
follow1ng lnformatlon systems. B :

“F-Crudev01l import prices
 y--Petroleum product import prices

Gty
E gy

';x-—Crudehoil costs:ﬂi

-—F1nanc1al 1nformatlon system

In July 1979, in response to the Iran crlsls, the Governlng
Board considered setting up (1) a spot market reportlng system

- and (2) a register of international crude 011 market transactions.
‘Since that time,. IEA has set up a crude oil lmport reglster l/ '
-“system and modlfled Questlonnalres A ‘and B* to -encompass 1nforma-

tion on oil stocks at sea. However, no .spot market reportlng
system was. establlshed ‘ S e .

"To further lmprove the on901ng survelllance of the ozl mar-

“ket, yIEA ministers agreed in’ December 1979 to obtain more. 1nforma-
?tlon ‘on state- to-state transactlons.‘ The -SOM- developed a quarter-
. ly reporting. system on government 1nvolvement in . the . 0il. market,
“including. direct purchases by government or state companles and

other activities which affect ‘¢rude oil purchases by. prlvate par-
ties.:The reportlng was terminated after an extensive ana1y51s by
the IEA Secretariat in 1980. The SOM at the- end of January 1981
agreed that no further analy51s should be made before the autumn
of 1981. IEA points out that the analysis of destination restrlc-
tions is, however,. taklng place 1n the Standrng Group on Emergency
Questlons. . T e CR

A . S delegate to SOM' dlsclosed that there is not much en-

~thusiasm within the IEA for settlng ‘up the spot market reglstra-

tion system, particularly because of the legal and admlnlstratlve
complex1t1es involved. Informatlon on the spot market would re-
quire a complex, fast, reportlng system coverlng the whole IEA/
OECD area, according to the Secretariat. Collecting, such informa-
tion would entail considerable work for those involved and could

‘cause legal problems in member countries, such.as jurisdiction

over an entity with an office but no dom1c1le in a partlcular
country. : ‘ .

Moreover, lnformatlon on the current spot market,has been
described as sketchy, incomplete, and full of rumors. The

l/Reglsters are records malntalned by each IEA member natlon.
of the volume, price, and other relevant: transactlonal infor-
mation for each cargo of oil imported.
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market does not really exist at any one place; transactions are
made by +elephone or telex contacts among many participants. The
same cargo may change hands several times before it reaches the
ultimate consumer. The total volume traded is very difficult to -
estimite and is more a guess. Similarly, real price data on such
transactions is not available. The U.S. mission to the IEA in-. .
form=d us that the total volume of oil traded on the spot market
is in any event less than 10 percent of the amount in world trade
and is normally less than 5.percent. "

Finally, additional information is gained from consultations
between member countries and the oil companieés. These-consulta-
tions provide information not available in the formal data system
concerning the industry's views about the structure’and near-term
outlook of the world oil-market.. .

OIL INDUSTRY CRITICAL TO SOM .

”To“proVide»technical'assistanéédtd’SOM;WﬁEmber@countries~a5k-
ed participating companies to organize thé Industry Working:Party.
The IWP proposed the types of data to be included in thé Informa-
tion System and gave advice on defining the data; designing:the
;?dta acquisition system, and setting up the procedures for all
‘data systenis andwtherframewqgk‘fQi éonSult§Ei6ﬁs with the 0il com=-
paﬁies,'mTﬁroughwthé‘cOnsultatiph'frameWQrk;fohéﬁér more ‘partici-

pating countries consult: with and request information from:indivi-

dual oil’cbmpaniesronhall_sigpificant'§§pe¢tsﬁoffthe*oi1ﬁindustry.
IWP SUQgestiOhs“have-begn=solicitedﬁggdjshbstantially implemented,
and IWP continues to have an important role in SOM efforts;: for.
‘example, its technical know-how was useful in a recent Governing
Board decision‘to modify and/or improve the Information’ System to
adapt it to ‘the changing circumstances in the oil market. = .

!

The SOM holds periodic consultations with individual oil com-
panies, discussing such matters as arrangements for access to
major sources of crude oil, worldwide exploration and prospects,
the international marine transportation sector and tanker market,
oil industry structure, -oil market situation and outlook; future
role of the international oil companies, and the spot market. SOM
consultations are confidential and are not provided an antitrust
" defense under the U.S. Voluntary Agreement. (See ch. " 7:)-

Access to oil company data

Since formation of the IEA, "transparency" or access to oil
company data on cost, profit, storage, production, processing, and
transportation has been a point of disagreement among IEA member
countries. Some members have argued that the IEA can serve as a
mechanism through which the “"reasonableness" of prices can be:
assessed, and -transparency would permit governments to (1) deter-
mine the differences in profit margins between countries, L/

(2) learn whether companies favor their affiliates and discrimi-
nate against independents, (3) evaluate the balance-of-payment
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; ”petroleum companles.

" puter

impact of oil imports, and (4) determine whether a less expensive
- source. of oil may be available. :Some members distrust.0il compa-
fnles and want to make thelr operatlons more transparent.gdww

On the other hand, the United States, supported’by Britain
~.and. Canada, .argued, that proprietary. 1nformat10n must be protected
'in a free enterprlse system. The United States 1n1t1ally .opposed

| " the creation of the 0il Market Information System and only
'ywconceded——after maklng certaln modlflcatlons—-ln order to obtaln

' :publ,ciscrutlny would put them at a,disadvantage Vls aav,s'other

. On May 22 1976 the Governlng Board agreed on thef eans ' for
'ach1ev1ng oil: market transparency A consensus had to be reached

"“and, consequently, the members dec1ded on. a procedure to. aggregate

‘;the data of 1nd1v1dual companles 1nto one’ natlonal report and. to
“submit’ this report to the IEA Secretarlat. Aggregatlon of. data
is made for three or more companles, ‘when a ‘country submits’ data
on only two companles, the Secretariat uses_thewdata 1nternally

‘f To further protect confldentlallty of data, the Unlted States
proposed and IEA adopted the so-called Black Box System for crude

‘cards. contalnlng thelr countrles proprletary data to the IEA com-
.room;. where the data is aggregated The cards contalnlng in-
“aividual company cost 1nformatlon remaln under natlonal control
throughout' the exercise.

The majorlty of ‘the delegates to. SOM took .the. pos1tlon that
_‘crude 011 1mport price data should be made avallable to the Secre-
"'tarlat company by company ‘as obtalned by part1c1pat1ng govern-
__ments._ They argued that centrallzed collectlon and. monltorlng of

f_data was necessary to allow for comparlson of data and uniform in-

,terpretatlon and that to have a rellable system for monitoring

Lo

l/Accordlng to DOE, some governments hoped that transparency

~ would permlt the profit margins between countries to be ’

‘ ,determlned, but thls ‘has not been demonstrated in practlce,
" owing pr1nc1pally to dlfferences in accountlng systems and .
,regulatlons between companles and countrles. The SOM has

industry sources on this subject.
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"'c1pat1ng country orin the aggregated ddta T

Tlnternatlonal operatlons,ieach government should have access to
individual ‘company ‘data. Such operations;” they said, represent
a s1gn1f1cant element in natlonal energy pollc1es.

The delegates ‘from oppos1ng countrles p01nted out that the.
need for transparency should be balanced w1th ‘the need to protect
propriétary’ data and competltlon and to comply w1th the legal re-
'qulrements of any partlclpatlng country, this’ could be‘a”hleved
“through aggregatlng the individual company: ‘data’ prov1ded by coun-
“tries. - The Un1ted States favors aggregatlon.r" ‘ ;

tariat from two or more part1c1pat1ng countrie
Director of IEA, after consultation with SOM”and*the‘legal'adv1ser,
may request one or more part1c1pat1ng countrles to rev1ew with the
Secretarlat on a company—by-company bas1s ‘the approprlate unaggre-
‘gated data ‘to reconcile’ any anomalles or 1ncon51sten01es} Accord-
ing to the Secretarlat, while 'no one was entlrely satlsfled with
the compromlse,th did’ enable the IEA to proceed and IEA has not
51nce been subject to requests to reopen the lssue.’ fk,:q

COncernS'of'companles

Accordlng to an IEA official, there is still no total under-
standlng of the world oil market in IEA and, to. some extent, even
in the prlvate sector. Knowledge of the market the IEA asserts,
is 1nh1b1ted by the ‘oil" companles confldentlallty concerns,‘they
~ have not endorsed the inclusion in' the Information System of some
' data, they v1ew as proprletary.‘ Testlng the accuracy of data re-~
“qulres 901ng through more detailed lnformatlon, whlch accordlng

to an IEA official, runs contrary to confldentlallty.

- To illustrate, in d1scuss1ng the proposed reportlng instruc-
_tions for the oil product import reglster ‘that was recently termi-
nated, the United States argued that prices cannot be masked in
such a way as_to protect confldentlallty arid prov1de 1nformatlon

of value 81multaneously. For instance,’ 1nc1ud1ng in the reportlng
‘'system the name of the seller, which SOM delegates cons1dered sig-
'n1f1cant, could lead to competitive problems. Likewise, in devel-
oping the monitoring system for the spot market, industry dele-
gates pointed out at an IWP meeting that very substantial -confi-
dentiality problems would be involved in transmlttlng information
from home governments to IEA. Further, the scope of the first a-
nalysis of a crude oil import prlce register was also reported to
have been substantlally restricted due to conf1dent1a11ty rules;
data on approximately 21 ‘percent of the total volume of crude oil
lmported to to IEA countrles could not be c1rcu1ated to member
countries.
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USEFULNESS OF INFORMATION SYSTEM

.The United States .is a-very.active contributor to SOM ef-
forts.- it proposed the system of :compiliing oil market data to
protect proprletary information as well as the system for the
spot market register which the SOM considered. DOE's delegate

. to SOM clalmed that -in,addition to the ‘Information System, the

Unlted States has benefltted from .information derived :from SOM"
proceedlngs.f He also said that consultations between companies’
and-governments:. antedatedsthe LEA: but may have become more fre-
quent:and meanlngful.; PR L S Ters B

“'A DOE report claims that?the Ugsvaovernmentimthrough SOM
efforts, has expanded its oversight of international oil company
act1v1t1es .andi:that, with the addition- of IEAYs Informatlon System-

" to'its other -sourcesiof information, DOE ‘is in .a’ unlque pos1tlon

to assess‘world oil industry developments. - However,. in the opin-
ion of -the DOE delegate to the SOM, the major benefit of SOM acti-
vities to the United States is the increased knowledge gained by
other IEA members, which has enhanced overall understanding of the
importance of oil energy matters ‘and- made collectlve actlon easier
to 1mplement.»':~~, : ST fe Ly

'~Accord1ng to DOE s delegate to the SOM,- the Oll Market Infor-
mation System has been of greater use to smaller countries than to
larger ones. The smaller countries  like the system because it
gives them: the market data that ‘large countries ‘have. - Delegates
from one country informed us that. the System has been useful
as a source of analysis and synthesis of world oil market data.

~.Some participating company officials.have also indicated that
the Information System is' the IEA's primary accomplishment. Others
stated that the System has allowed participating countries to have
similar backgrounds- from which to make -decisions ‘and ‘greater un-
derstanding of the oil market. Officials from some countries feel
that the Oil Market Information System is the most reliable, ex-
tensive, and best available in the international oil market. One
of these officials even claimed that. the System's data is more re-
liable than data compiled by the major 01l companles and 1ntel-

»llgence agenc1es.

According to an SOM document, the reports prepared from the
Information System are useful to governments in coOmmunicating with
oil companies operating in their countries. The crude oil cost
and import price data enable national governments to compare their
own costs and prices with those of IEA countries ih making their
own crude purchases. Also, import price data on petroleum prod-
ucts was requested to allow countries to make comparative analysc
to ascertain the impact of imports on their product prlce levels
and to gauge their competltlve SLtuatlons. : -

However, a February 1981 report to the SOM by an ad hoc IEA
group evaluating the oil import registry systems included the
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following conclusions.

--The -computer and programing resources are 1nadequate
to meet all IEA needs. This has resulted in- delays
in the Secretariat's work :.on crude import data and no

~product import data has yet been processed < -There is-
little hope of :this situation improving in the near -
future. The Secretariat :saw little use for the crude
and product data in its own work and questioned its
value to delegations due to 'its lateness. The Sec-
retariat felt that its reports on crude oil ‘import
data should be made annually or semlannually or, at

cra max1mum, quarterly N -

f-It was. the unanlmous donsensus of the ad hoc group
that the crude oil reglster should be continued -
‘indefinitely; most countries favored ‘continuing-

" the present -monthly reports, and one country favored
quarterly reports.~ : :

,—-The majorlty of the ad hoc group found the oil product
register to be of little value and recommended that it
be dropped. A few countries favored maintaining the
product register. The United States and one other
country believed that, if the product ‘import reglster
were discontinued, some form of the old product price
~information system should be reinstated. . (The product
register was discontinued by: Governlng Board: dec151on,
on recommendation of the SOM; in June 1981 Y >

-~For the crude oil import registry, the questlonswof
reporting -errors and the quality of information were
raised and it was felt that these questions should: -
be left to the Secretariat to pursue bllaterally w1th
the countrles concerned.

Another method by which 1nformatlon is exchanged is through
consultations between member countries and their oil companies.
IEA countries, lncludlng the United States, £find consultations
with o0il companies most useful in gaining knowledge of the struc-
ture of the oil market and the short~term outlook. The SOM, ac-
cording to a DOE official, uses consultations any time it wants
to update information on o0il market activities. IEA recently held
several consultations with certain oil companies to obtain their
views on the short-term oil market and on the future 1mp11cat10ns
of current structural changes. :

Analyzing Informatlon System data

Off1c1als of some countries and companies. 1nformed us that
IEA makes little analysis of the o0il market data collected; one
company official said that although the data is adequate, the
interpretation is not. ' A number of delegates from other partici-
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B A NEECNEL I DA I

pating countries and companies have expressed dissatisfaction with
the amount of IEA's analysis: - Some igovernmernt ‘officials remarked
that the data prov1des only a partial picture and must be in-

.terpreted to be .useful and that unanalyzed information is not use-
»,ful in understanding marketing conditions; they believe that IEA

is collectlng more data than 1t can use.

CONCLUSIONS

With the cooperation and a551stance of the 011 companles, IEA .
has developed information systems: on.crude oil costs, ‘crude oil
1mport prices, petroleum product prices, and financial operations

. of international.oil. companies.  ‘The information is: supplied by

member countries and reporting companies through a series: of IEA
questionnaires. .In-.addition, :a. framework for consultation with ‘
oil companies was created which allows countries to collect infor-

mation on the oil. market..from individual oil .companies that is not
‘vmade available by the regular,reportlng system. Officials of cer-
tain 011 companies and governments have indicated that the IEA ef-
forts in this. .area have been. valuable-in improving the information

flow and understanding between their respective organizations.

_ In response to the turbulence in- the 011 market caused by
Iranian disruptions, IEA has transformed its crude! and product
cost and price reporting systems into an. import register system
which has been in operation since the end of 1979. These changes
are designed to increase . the IEA's and governments' ability to
determine oil market, conditions and, subsequently, to moderate
developments in. that market.b e

However, due to 1egal and administrative complex1t1es, oil
companies could ‘not prov1de all the data- that IEA member govern-
ments want. The total transparency desired by some IEA govern-
ments conflicts with a free enterprise system. Oil companies ar-
gue that. proprietary information would be leaked and harm their
competitive position. . Proprietary 1nformation ‘has to-be protect-
ed, and protective measures entail administrative complex1t1es.

In addition t0'the problems impoSed by confidentiality re-
quirements, establishing spot market monitoring involves techni-
cal questions of enormous .difficulty.. The spot market is complex,
not centralized, and. constantly changing, maklng it difficult to
get a proper view of the market. el e

,“”Nevertheless, IEA has 1nstalled the first and only worldwide
0oil Market Information System. The oil industry's assistance and
cooperation has allowed IEA countries, particularly the smaller
ones, to acquire a level of understanding of the oil market which
they did not have before. s
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-‘~Energy Pollc1es and Programs of IEA Countrles thatiﬁ‘

CHAPTER 5

-IEA! S LONG TERM COOPERATION PROGRAMS

In January 1976, IEA countrles agreed w1th1n the Interna-
tional Energy Program to undertake-joint and individual programs
to promote energy conservation, accelerate the dévelopment of
alternative sources of energy within and outside IEA countries,
encourage and promote new and beneficial technologies for the
efficient production and use of energy, and work to remove legis-
lative: and administrative measures which impair the achlevement of
the overall objectlves of the program.‘r“xf-f

, These 1ong -term cooperatlon programs took effect on March 8,
l976. " However,. the IEA reported in-its 1980 ‘Annual Rev1ew of

~f--From 1975 to 1979, ‘in response to hlgher rates of eco-
-nomic growth (3.8 percent), energy and oil- consumptlon
increased: by 3.1 percent and 2.9 ‘percent,’ respectrvely.
Nevertheless, compared with 1973, the energy requlred
"to produce a unit of ‘gross domestic produet ‘in 1979
fell by almost 7 percent and oil used per unit of
gross: domestic product decllned by almost 11 percent;
in 1980, o0il consumption dropped by -about 7.5 percent
and gross domestlc product dropped about 1 percent.’,

--In 1979y desplte the eff1c1ency gains reallzed in
energy and oil use and the considerable’ growth in IEA
energy production, net oil imports increased again to
about 24.5 mmbd. (In March 1980, IEA reported that in
1973 about 35 percent of IEA members' energy needs
“were satisfied by imported 011 by 1979,\011 depend—
ence was. about 33 ‘percent. ) ‘ .

-=The use of" alternatlve energy sources increased- by
about 10 percent between 1973 and 1979 but, reflect-
lng the relatively long lags associated with bring-
ing new sources of supply onstream, almost two—thlrds
of thlS 1ncrease occurred in- 1979.

-—==Lower consumption estlmates of energy progectlons for
1985 and 1990 have been substantlally offset by
reduced projections for domestic oil production. It
is now estimated that overall IEA 1ndlgenous oil pro-
duction will be lower by 2.5 mmbd in 1985 and 3.1 mmbd
in 1990. This represents by far the largest change in
expectations with regard to individual supply sources.
" Approximately nine-tenths of the reduction is
accounted for by downward rev151ons by the Unlted
States.
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-~The . increase in oil~” prlces experlenced between 1973

© and 1979 resulted in an: ‘overall increase of 102 per-
cent in the real cost of o0il in the industrial sector
and 118 percent in the residential sector in those IEA
countries for which data' are avallable (Canada, Ger-
many, Italy, Japan, he Unlted Klngdom, and the Unlted
States) :

.~‘y,

% IEA also reported in March 1980 that, although member coun-
trles have accomplished much over the’ past 5 years, each country
can and- should doimore in:light’ of the grav1ty of the s1tuatlon.

_ To achieve the long-term programs, the IEA countrles agreed

. to perlodlcally establish medium and long—term objectlves of
reducing. their- -dependence on- 1mported 011.] Accordlngly;fln Octo-
ber 1977, IEA adopted an ‘oil 1mport objectlve of 26 mmb ‘for 1985 .

to 24.6 mmbd.  Although' IEA belleves that each country 1s respon-
sible-for developing and: 1mplement1ng its™ own energy po 1C1es, it
‘'has also assumed the ‘role of encouraglng the national governments
to strengthen their energy policies. To implement thls, the IEA
ministers adopted the following 12 guldlng pr1nc1ples for energy
pollcles.

“ho"l. -Reduce oil 1mports by conservatlon, supply expan-
; 51on, and 011 substltutlon.l ‘ L

M, tReduce confllcts between env1ronmental concerns and
o 'energy requlrements. ‘

"3. ‘Allow domestic energy prlces suff1c1ent to br1ng
about conservatlon and supply creatlon.

"4.  Slow energy demand growth relatlve to economlc
growth by conservatlon and substitution.

"5. Replace oil in electricity generatlon'and industry.
"6. Promote international trade in coal.

"7; ‘Reserye naturaligas to‘premium,users;_u

"8. Steadily expand nuclear generating capacity.

"9, Emphasize'research and development; increasing-
international collaborative projects. -

"10.. Establlsh a favorable investment climate, establish
' ‘prlorlty for exploratlon. -

“11. Plan alternatlve programs should conservatlon and
' supply goals not be fully attalned. ST
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. "12. . Cooperate in evaluating world energy situation,
"R & D and technlcal requlrements w1th developing
countrles. :

The Standing Group on Long-Term Cooperatlon, composed of one
~Oor more representatlves from each participating country, is
responsible for developing and implementing the long-term coopera-
tion programs. The IEA Governing Board selects the chairman and
~the vice chairman for the SLT and since the outset a.U.S8. official
' has served as chairman. The Secretariat does the preliminary work
tfor the SLT, ldentlfylng areas where considerablepotential to
'realize objectives exists.

, Subordlnate to the SLT are conservatlon, accelerated develop-
_ ment of alternative energy. sources, -and nuclear subgroups. A
“‘separate, hlgh level Committee on. Energy ‘Research and Development
(CERD) was . created to promote cooperative energy. research and
development among IEA countries. Meeting on an ad hdc ba51s,
these groups. perform 1ndepth studies .and exchange experlences,
"1nformat10n, and views and develop- pollcy recommendatlons on
‘toplcs related to their areas., , ; : ‘

ANNUAL REVIEW PROCESS

In 1977, 1EA's Governing Board directed SLT:and. CERD to review
annually the effectiveness of IEA members energy policies and
programs. These annual reviews, which are considered by the
United States as '"critical," are to provide a regular check on
‘the progress of individual countries and the group toward achiev-
ing the objective of reducing dependence on oil 1mports. The
long-term cooperatlon program stipulates that the reviews will

(1) provide a thorough ‘and systematlc assessment of
national programs and policies. on the basis of com-
:'mon crlterla, ) . : o

(2) identify areas in which programs might be improved;
© and _ '

(3) promote cooperation in the areas of conservation
and accelerated production, including detailed
exchanges of information, experience, and expertise
in such areas. . .

The reviews also evaluate the countries' progress in elimi-
nating leglslatlve and admlnlstratlve obstacles to energy invest-

ment and trade.

Once each year the SLT and the CERD des1gnate a "rapporteur"
to perform indepth evaluations for 6 to 8 countries each year.
The SLT's rapporteurs cover the member countries' energy policies
and programs, and CERD's rapporteurs cover the energy research,
development, and demonstration policies and programs. The first
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full cycle of evaluations has been completed for all major IEA
members. DOE states that these reviews have served to focus addi-
tional attention on national R&D. policies and priorities and on
IEA pOllCleS and objectives. Although recommendations to
strengthen energy policies are also made, the member countries are
not bound by these recommendations. They have agreed to give the
‘recommendatlons serious consideration in formulating national
energy policies. The. IEA has found that publlshlng annual .
reviews. w1ll encourage efforts to reduce dependence on 01l
_ﬂlmports.“ -
. y Desplte IEA s recent efforts to publlclze the need for
‘1mprovements in 1nd1v1dual country performance, certaln problems
will continue to limit the effectlveness of the annual review
process. These problems, as 1dent1f1ed in a l978 State Depart-

.4ment study, included:ﬂ

f[w. :"Varlatlon between governments and 1ndustry on’ future
. _supply,-created by widely different assumptions about
potential OPEC production and because the supply portlon
of the report prepared by the Secretariat is based
.largely on. inputs. from member governments and because of
pressure from IEA members on. the Secretariat to come up
g,w1th a pess1mlst1c forecast to prov1de a better ratlon—
~.ale for strengthenlng domestlc energy programs; ‘

- "Differences in projected national GDP [gross domestic
product] growth rates, which largely drive future energy
demand levels. Here the problem is primarily on ‘the

'_government side because, for domestic political. reasons,
IEA members have usually overstated expected GDP growth

.,rates and we have .not found a polltlcally palatable way

. to make them more reallstlc- and,v

"The different objectives of governments and lndustry,
the former are seeking to dramatize the energy problem
to build public and polltlcal support for stronger
national energy programs, while the latter's forecasts
are primarily based on commercial and domestic polit-
ical consideration, i.e., industry's desire to demon-
strate that energy problems can safely be left in its
" hands. and 1ts fear of government over- regulatlon.

Some 1mprovement has ‘been made” ‘in the area as consultatlon with
industry has become more frequent and comprehen31ve and as the
- Secretariat has developed a better 1nformatlon system and exper-

tlse.‘;

) DOE has pointed out that the forecast data submltted by gov-
_ ernments are only one element among several used in evaluatlng the
need for improving country performance, including
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--performance of the country to date (policies in place
~ or planned which w1ll affect the country s perfor—
’ mance) and o ‘

gleaned through v1s1ts to the country by the IEA review
team.

Moreover, DOE states that the IEA does not accept country fore-
casts at face value but evaluates the achlevablllty of energy
balances" in a separate section of each country report.' The IEA
frequently determines that the forecasts submitted can only be
achleved with new and stronger policies. The IEA has become well
aware ‘of the often w1de dlvergence of government/lndustry fore-
’casts for an 1nd1v1dual country and the need for stronger measures
'”to mltlgate th1s uncertalnty

DOE also states that the: IEA has undertaken a much more
active role in evaluatlng and quantlfylng the outlook for the IEA.
For’ 1nstance,'1n ‘the 1980 Rev1ew, the IEA estlmated that oil
.1mports for the’ Group in 1985 could be held to beiow the aggregate
.forecast submltted by natlonal governments. o

Moreover, DOE notes that the annual rev1ews have become the
basis for 1dent1fy1ng spec1f1c measures to be taken to strengthen
national energy programs. These suggestlons are submltted to IEA
ministers for review and made publlc dlong with ministerial com-
munlques.

ENERGY CONSERVATION

IEA energy pollcy calls for v1gorous conservatlon measures
iWthh include pr1c1ng,'estab11sh1ng minimum energy efficiency
standards, 1nvest1ng in energy savings equlpment and techniques,
and developing new technologies and processes to ‘more efficiently
use avallable energy supplles.

IEA members' growth rates of total consumptlon of primary
energy increased annually by 5.0 percent from 1960 to 1973 and by
only 0.8 percent from: 1973 to 1978.: -

SLT rev1ews of energy conservatlon programs called for more
government ‘involvement through rapid or stronger 1mplementatlon
of energy policies and programs. The 1977 and 1978 review recom-
mendations called for continued and expanded emphasis on conserva-
tion measures, such as price restructurlng, strengthenlng
incentives for retrofitting, bulldlng codes for all new buildings,
increased automobile fuel efficiency, less energy-intensive indus-
trial processes, increased use of waste heat and distriCt“heating,
and combined production of heat and electricity. The 1979 review
estimated that, if member countries 1mplemented these recommenda-
tions, energy .demand could be further reduced by about 5 percent
by 1985.
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L1nes of . actlon for energy: conservation’ and fuel-switching
were: adopted at the December 1980 mlnlsterlal governlng board
meetlng.; ‘ ( D - 2 i »

Alternate energy sources

L
e

-In. 1981 the IEA ‘noted that reliance on alternatlve forms'of

,energy in:general should be approximately 58 mimbd in 1990, an

increase of about 19.3 mmbd from the 1979 level. ‘However, IEA
reviews have:-consistently mentioned thit: overall progress in this
effort is hampered by (1) infrastructure-c¢onstraints which make

"~ the expanded use of coal difficult because of 1nadequate port and
transport: facilities and (2) énvirormental- and safety concerns.

which ‘pose dlfflcultles for coal and’ nuclear energy development.
In general, as stated in the 1978 review,  IEA’ ‘countries need to
improve the-investment climate “for: exploratlon, develOpment, and

“~productlon 'of ioilrand gas and overcome’ env1ronmental and safety-

related delays concernlng coal and nuclear power.‘

When SLT followed up--on its 1977 and 1978 recommendations for

‘accelerated development ‘programs; it found that' some IEA coun-

trles ‘abilities to" rapldly develop alternative energy sources
were 1nh1b1ted by.

‘1%~'Laws whlch prohlblt constructlon and operatlon of
i nuclear power plants.~‘ﬁ%“

2. ‘Governments lack of the necessary power to force
- utllltles to sw1tch from 011 to coal. '

3.  Lack of new government incentives to ensure rapid
* development of unconventlonal and frontler oil
resources.~

4. Some governments lack of new measures to monitor
' uranium: pollcy to ensure that uranium exports are
effectlvely safeguarded. ‘

5. Governments' lack ‘of power to accelerate exploratlon
*~of hydrocarbons.

6. Lack of progress on siting policies.

7. Lack of review or 1mprovement in contlngency
' plannlng agalnst poss1ble dlsruptlons of gas sup-
plies.

8. Lack of major policy developments for produc1ng and
~ using coal.

 Subsequently, in 1979, IEA countries.were asked to:
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1. .~ Encourage the accelerated exploratlon and -development
‘of o0il and.gas by .appropriate pricing and; lea51ng
policies and, where necessary, by financial and
fiscal incentives, partlcularly for hlgh rlsk hlgh—
potential areas. o coow :

2. Ensure the timely- constructlon ‘of the infrastructure
-necessary . for the accelerated use of steam coal -and
natural gas, including port fac111t1es, ‘distribution

.. .terminals, transportatlon and plpellne ‘networks, and
,storage fac111t1es..j?x= . ;u Boag o it g TW@‘;@

.13.,}Expand steam coal and natural gas 1mports by llftlng

/regulatlons(that restrlct trade;: consistent with

. .-~ -maintaining.the-;indigenous:coal production- requ1red
©+ by energy,..social,vand. regional policies; and by.

"usecurlng longwterm contracts w1th suppllers.

>y

4. Strengthen efforts to 1ncrease the use of steam coal'
-..through .careful environmental plannlng which"

-addresses.. fully such problems as- combustlon#tech-
nology, emlss1on control, and waste dlsposal.

5. Ensure the steady expansion of nuclear power when—

- ever possible,.. hav1ng due ‘regard to. legal and con-
stitutional provisions; - thlS will requlre strong
efforts to secure appropriate sites, improve licens-
ing procedures, strengthen safety.procedures; and
achieve satlsfactory forms of nuclear waste disposal
on both an 1ntermed1ary and permanent ba51s.

'6, _Develop synthetlc fuels -and renewables as qulckly as
' possible and increase publlc support where necessary
for their demonstration and commercial use.

IEA .believes that determlnlng the proper mlx of efforts on
new technologles is crucial: to preparing member countries for the
time when they can no longer depend on conventional sources of
energy. It believes that today's decisions on the size and empha-
sis of national energy research, development -and demonstratlon
(ERD&D) programs will largely determine the mix of new technolo-
gies available in the post- 1990 period.

DOE said that consequently the IEA recently. completed a
2-1/2-year R&D strategy development project to gulde assignment of
R&D priorities in national programs of members and in the coopera-
tive R&D program under the CERD. Its objective is to facilitate
the avallablllty of new energy technologies, when needed, which
take into consideration national resources, economic needs, fossil
energy availabilities, and environmental protection. It also '
hopes to provide a bridge between national and .international ERD&D
efforts. Most importantly, CERD has anticipated that the strategy
project results will lead to more exp11c1t judgments on the proper
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balance for the distribution of countries' ERD&D budgets and w111

gulde countrles 1n ERD&D program empha31s.._

IEA's progects

IEA's pr1nc1pal ERD&D act1v1t1es,_bes1des developlng a strat-

egy ‘and’ fosterlng effectlve national programs through annual

reviews, also include R&D” collaboratlon in conservation; coal
technology; nuclear and fusion’ power- solar, geothermal, ocean,
and wind energy; biomass conversion; and hydrogen productlon. IEA
reported in March l980 that 18 member . countries are. part1c1pat1ng
in ‘48 of- ‘these progects at a cost’ of $580 mllllon and .that this
represented only a small proportlon of the, total ERD&D budgets of

"p_IEA members.gly,aﬂ

"“ERD&D budgets on IEA prOJects and the average percentage £
" ‘national ERD&D budgets flow1ng into the collaboratlve prOJects,
excludlng nuclear,'was 5 2 percent.; : L RN

We were informed by IEA officials that resources limit coun-
tries' participation in the ERD&D cooperative programs. Accord-

“ing to ‘some’ IEA off1c1als, there is.some reluctance to, spend money
‘Oh 1nternatlonal prOJects, pos51bly because the. element of control
~is not the same as’ for domestic pro;ects.A Also, DOE points. out

that a major 1mped1ment has been w1despread reluctance to coop-
erate in technology areas with relatlvely near-term commerc1al
potentlal ‘toavoid jeopardlzlng the competltlve positions of

_natlonal 1ndustry groups.r In addition some. IEA .countries have
' expressed preferences for bilateral ERD&D arrangements, which they

consider to be more manageable, though a number of these have been
arranged under IEA auspices. : : :

IEA LONG-TERM EFFORTS NEED IMPROVEMENT

IEA ‘believes that the government of each- country is respon-

*slble for developing and 1mplement1ng energy: p011c1es. However,
‘it has resolved that it has a role in encouraglng the development
and full 1mplementatlon of governments -energy policies.

During the last 3 years, IEA reported that although its mem-
bers have made significant accomplishments, response 1s insuffi-
cient to meet long=-term energy needs. : v »

IEA officials and U.S. delegates cited that without IEA, mem-

"'ber countries would not have been able to benefit from the-ex-

change of 1nformatlon and coordination of energy conservatlon
act1v1t1es which IEA prov1des.,_ S
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SLT made a crltlcal assessment of pro;ected electr1c1ty and
nuclear growth in IEA countries, which indicated that the pro-
jected nuclear power capacity is possible only if national admin-
istrations provide the needed support and endeavor to collectlvely
solve their common nuclear fuel .cycle problems.w Otherwise,

"_accordlng to IEA's evaluatlon, the prOJected goals of the nuclear

development programs will be pushed 3 to 5 years further away,
"resultlng 1n 1ncreased 011 1mports for electrlc generatlon.

'”'examlned ‘the poss1b111t1es of substltutlng coal for 011 ln the
- next two decades.; IEA told us that thls study served as the
”1mpetus ‘for it to" adopt a seét of pr1nc1ples for coal pollcy and,
subsequently a consensus to establish a Coal Industry Adv1sory
Board (CIAB) on July 11, 1979.. The CIAB, wh;ch consists of 37
fpersons active " ‘in ‘coal-related e‘tabllshments,_w1ll assist IEA in
“implemeriting the pr1nc1ples for Coal pollcy.f DOE" p01nts out that
Board members contrlbute their views as 1ndependent 1nd1v1duals
examlnlng broad’ 1ndustry-w1de issues w1thout the . dlsclosure of
confidential or proprietary data of any company.p The .CIAB pro-
vides advice to the IEA on actions 'which are requlred to enhance

the productlon, trade, and use of coal._w

TEA countrles, ln deCLdlng to. agree on the pr1nc1p1es for
‘coal pollcy, expressed flrm political determlnatlon to brlng about
the substitution of" coal ‘for oil. The pr1nc1ples call for coop-
-erative measures and coordlnatlon of national pollc1es. To. ensure
f“accompllshment of thls program, the IEA Governlng Board also
~decided to set 'Up a systematlc perlOdlC assessment of the coun-
tries’ coal p011c1es. As of November 1979, the Secretariat had
already made a* prellmlnary assessment of prOJected coal develop—
-ment and use and of natlonal coal pOllCLes.u

IEA s role is to try to point out to the publlc that thlS
situation is serious. In addition to the annual reviews, in Octo-
ber 1979 IEA tried to achieve this through-a’ pub11c1ty campalgn,
the International Energy Conservation Month. Countries' observa-
“tions of the conservatlon month - varled in scope and character.

IEA officials said that the campaign was given visible govern-
'mental support through proclamations by heads of state, however,
public: funding was 1nadequate to ‘give the campaign the needed
push.

Lack of consensus
on IEA strategy

IEA countries' efforts in long—term IEA programs varied in
-terms of strength, size, scope, and priorities. For instance,
ERD&D budgets and eneérgy eff1c1ency achlevements varied evén among
countries with similar economic growth: Budget distribution by
technology area also varied, demonstratlng differing assessments
of benefits from developing the various areas. In addition, not
all member countries actively participate in IEA's collaborative
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projects. Such divergency of efforts. seems. to. reflect member
countries' attitudes that natlonal prlorltles preempt IEP goals.

In 1979, the SLT made an analy51s of conservatlon programs.
Several country programs were considered to be- strong and compre-
hens1ve, whlle ,other countries were called upon to take further
strengthenlng measures. Although several countries were reported
to have recently adopted resolutions to prepare conservation pro-
grams, their programs: ‘have yet .to be-developed.: One/ country's
program was c1ted ‘in_ this latest review: .as .suffering -from limited
public fundlng and stafflng ‘while another was. c1ted as still in
need,of s1gn1flcant demand reductlon measures.

Part1c1pat1ng country and Secretarlat representatlves have
. stated that IEA efforts in the long-term cooperation area have
~produced, few. results._ While all’ countries have agreed to general

‘]long—term pr1nc1ples focusing on. intensified ‘conservation, re-
duced import dependence, and expanded research and development,
-1nd1v1dual IEA country performance has:been mixed. Difficulties
in this area stem from differing national-energy policies, pro-

. . grams, and procedures. These problems are further exacerbated by

gl ‘national polltlcal differences and dlfferlng economic policy

objectives. 1It's IEA's opinion that these ‘issues;, coupled 'with
environmental concerns in some countries, have produced signifi-
cant .obstacles to.the success of the long-teérm cooperation pro-

L gram.: Nevertheless, :IEA believes .some degree of conservation,

= ' import reduction and 1ncreased, better focused .research -and

Fo development probably has occurred as a result of its fac1lltating

| efforts. And, .at the minimum, :ithe Secretariat said; it is remark-
able that IEA countrles\have set out falrly common lines of energy

strategles. ' a ) : ‘ o

U.s. PERFORMANCE IM#ROVIN’G

. . . {Both, the 1977 and 1978 annual. reviews. ]udged as 1nadequate
~the U.S. contrlbutlon to the attainment: of SLT's 1977 objective
of reduced oil 1mports. <In the 1979 review, however; U.S. per-
formance was reported to have improved. This was due to the
reduction of U.S. oil consumption by about 2.4 percent from 1978
to 1979. Such 1mprovement was: attributed to the rapid:escalation
in 011 prlces, slow rise.in. demand, increase in Alaskan oil pro-

" duction, and fuel sw1tch1ng away from oil (malnly to natural gas)
in the industrial sector. :

In its 1980 review of U.S. energy policy and programs, the
SLT described U.S. progress as being significant. It concluded
‘that the United States had dramatically reversed:its energy situ-
ation. The review observed that, although total U.S. energy
demand fell only sllghtly, 0il consumption showed a larger
decrease and net oil imports fell sharply from 8.0 mmbd-:in 1978
to a flgure below 6.5 mmbd. It praised the United States for

--phased decontrol of domestic crude oil prlces,
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-~enactment of the w1ndfall proflts tax~ ’
--support of synfuels leglslatlon, and

--proposals to. modify.: env1ronmental cons1deratlons,
speed up nuclear llcens1ng, and a551st coal convers1on
by utllltles. : ‘ : :

_The 1980 report cautloned that ‘many uncertalntles contlnue to
- ex1st in the international and. domestic energy market ‘which could
.work against: contlnued U S energy performance, lncludlng

——renewed economlc growth generatlng 1ncreased 011
demand RN PR AR : .

“——the unresolved debate in the Unlted States ‘over recon-
c1llatlon of energy and env1ronmental ob3ect1ves~ and

——dlsagreement ‘over demand restralnt and conservatlon
‘- measures, such:as a gas tax, domestlc allocatlon pro-
grams, etc. ! :

PRODUCER—CONSUMER RELATIONS

Another objectlve of the countrles that establlshed the IEA
was to improve producer=consumer relatlons.' The IEP Agreement
generally stated that the IEA would-

Promote cooperatlve relatlons w1th 011 produc1ng coun—

tries. and with other oil consumlng countries, including

developing countries, giving full consideration to the
needs and interests of other oil consuming countrles,,_

particularly those of the developlng countries. - B

rKeep under review developments in the energy fleld with
a view of promoting'a-: purposeful dialog as well as’ other
. forms of. cooperation w1th producer countrles and other
consumer- countrles.

Encourage stable 1nternatlonal trade in oil and promote
secure oil supplles on reasonable and equltable terms.

Keep under review developments in the 1nternat10nal

energy 51tuatlon and its effect on the world economy

To accompllsh these goals, the IEP prov1ded for a Standlng
Group on Relations with Producer and Other Consumer Countries to
examine and report to the Governing Board, the member countrles
activities to achieve these specific objectives as well as’ to sub-
" mit proposals to the Board on appropriate cooperatlve actlon.
The SPC would also coordinate with the SLT. However, the SPC no
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longer exists; a U.S. official 1nformed us that it was unable to
agree on how to proceed. :

The Ad Hoc.Group on’ International Energy Relations, which
replaced the SPC, was originally envisioned as a coordinating
mechanism for IEA's energy policy stand at the Conference on
International Economlc Cooperatlon in 1977, and it is still in
ex1stence. o

The IEA was an .observer in the Conference's Energy Commis-
“s1on.q No productive agreements were reached at the Conference
<-and: 1t served +0 highlight ‘deep divisions of ‘interest among con-
sumers. and. the less moderate members of OPEC. . , g

Slnce the Conference ended in 1977, IEA s sole ong01ng effort
to attempt to reopen dialog with producers has been to identify
topics for discussions, but no.agreement on- topics has been
reached. On the ‘other side;, there are considerable divisions
within OPEC as-well, which provide:-little basis for productive
multllateral dlscus310ns between producers and consumers.;aa

. In a May 1980 mlnlsterlal meetlng, the IEA Governlng Board
,relterated its commitment to improving producer-consumer relations
and expressed a willingness to discuss short, medium, and long-

. term’ energy. issues with producing countries.  It-also expressed
support for the August 1981 U.N. Conference on New and Renewable

~Sources of Energy

CONCLUSIONS

IEA(has contributed to member countries' awareness of the
impact of o0il dependence and encouraged them to establish target
goals and to exchange information and. knowledge through the annual
review process. Member countries have improved energy demand man-

.. agement and supply since IEA was created, but no one, including

‘U.S. delegates, can precisely relate the . degree that the IEA has
influenced the achievements of the participating countries through
the rev1ew process ‘or other means. :

It 1s clear, however, that SLT efforts have put together use-
ful information on country energy policies and programs and
stressed ‘the importance of countries taking action as soon as
possible. Simply put, IEA can claim to have provided an institu-
tional framework to provide an extra push for the implementation
and development of energy policies. IEA has also initiated a num-
ber of ERD&D projects. ‘

: .The IEA has been least successful in the producer-consumer
dialog area, and its efforts at developing some form of dialog
‘have produced no tangible results. It is the opinion of some IEA
national government officials that the IEA's poor performance in
this area is .as much a result of OPEC lack of interest as any
other factor. In any case, the U.S. Mission to the IEA said that
producer-consumer relations are periodically reviewed.
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CHAPTER 6

K MANAGEMENT OF "U. S PARTICIPATION IN THE IEA

KEY AGENCIES

U.S. participation in the IEA is authorized by an executive
agreement signed by the United States in November 1974 and imple-
mented by the Energy Policy and Conservation Act of 1975 as
amended.. The Departments of Energy and State share operational
responsibility for U.S. participation. ~The Treasury 'Department,
which had a significant role in U:S. efforts to develop the IEA
and in managing initial U.s. part1c1pation, has had minimal
--1nvolvement ‘in recent years. T R R o
The Secretary of Energy usually heads the highest level IEA L
ministerlal meetings; and the Assistant Secretary 'of State for
Economic and Business Affairs usually heads:- the:U.S. delegation to
regular official Governing Board meetings with the- ‘Assistant Secre-
tary of Energy for International Affairs occasionally acting in
that:capacity. The United States maintains'continuous 'liaison
with the IEA-through its permanent delegation to‘the OECD. 'DOE
-and State share responsibilities for representing the United
- States in various:short:and long-term. activities.v In the :previous
- administration, integration of U.S: partic¢ipation in the IEA into
overall U.S. energy policy took place through ‘the cabinet-level
Energy Coordinating Committee and the National Security Council
(NSC). Major U.S. decisions on IEA issues, such as-lowering
import targets or integrating IEA members' stock policies, were
made by either one or both of these high-level" organizations and
carried out by either State or DOE within the" IEA structure,
depending ‘on particular c1rcumstances. E ‘ ,

‘ Significant to U S. part1c1pation in the IEA has been the

: antitrust defense provided to U.S. o0il .companies to meet as a
group, advise the IEA Secretariat, ‘and participate .in the alloca-
tion of supplies once IEA has made an emergency sharing decision.
Under section 252 of the EPCA, the Department of Justice and the
Federal Trade Commission are primarily respons1ble for monitoring
the IEA-activities of U.S. oil companies to insure that IEP goals
are achieved in the least anticompetitive manner.. These two agen-
‘cies submit semiannual reports to the Congress summarlzing their
antitrust monitoring activities. (See: ch. 7 )

U.8. Mission

The U.S. Mission to the OECD is the primary U.S. coordinator
with IEA. A Foreign Service Officer serving as Energy Advisor
within the Mission is the permanent U.S. representative on IEA
matters, reporting to the Counselor for Economic and. Social
Affairs and, through the Counselor, to.the Ambassador. He/she is
the U.S. Mission's link to the IEA Secretariat and to ‘energy
policy specialists of the other 20 national delegations. ' He/she
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| ‘ﬁmhrough the ‘Office’of"

"

<reports on energy-related developments w1th1n the 1EA, recommend-
‘ing- appropriate responses. He/she is the re51dent member for
OECD/IEA meetings on energy policy and the pr1nc1pal U.S. repre-

- sentative to a number of working-level committees. ..In essence, the
Energy Advisor is the principal day-to-day link between the staffs of
DOE, the State Department, and the IEA. . This role is essentlally one
of llalson and coordlnatlon.‘ Substantlve U S. 1nvolvement is in the
Fshuttle to and’ from’ ‘IEA headquarters 1n Parls. The manner in

which u. S. representatlon at. the IEA is- orchestrated -has- cpreated

- no ‘major’ communlcatlon problems w1th the IEA and has not adversely
1faffected U .S part1c1patlon.’” : ~ T D

State Department

i e

‘State Departmentdp t1c1p;;10n ln’the IEA 1st1mplemented

'*Wnatlonal Energy Pollcy,bwhlch 1ncludes the Offlces of., Energy Con-
sumer: Country ‘Affairs and Energy Producer Country Affalrs., IEA
“mattérsare prlmarlly conducted through the Offlce of. Energy Con~

sumer Country Affalrs, whlch reports. through the Deputy Assis- |

“tantto the A551stant Secretary of State for Economlc and Business |

Affairs: “"The six professional’ staff members of the Offlce spend |
approximately 50 percent of their time on IEA issues, preparing

U.S. p051tlon papers on various topics coming before the IEA Gov- i

f»ernlng Board, coordlnatlng those_papers with other U.s. agenc1es,

monltorlng all ‘IEA functlons,'representlng the Unlted States at

" IEA standing group meetlngs, and providing staff a551stance for

IEA Governlng Board meetlngs at the off1c1a1 and mlnlsterlal , _

levels. 'g L ‘ . o R I i

Fundlng of U.S. part1c1patlon in the IEA comes from the State
‘Department budget for the OECD however, no‘lrne item exists with~-
1n the OECD appropr1at10n for the IEA. (See ch. 2.). . Cry . ,

%Energy Department”"

DOE's part1c1patlon in the IEA is managed through the Office
- of the Deputy Assistant’ Secretary for International. Energy
Resources, which reports to the Assistant Secretary for. Inter-
national Affairs, who occasionally acts as- the U.S. delegate to
off1c1al IEA Governing Board meetings. . The Office of Energy Con-~
suming Nations under the Deputy Assistant Secretary has primary _
respon51b111ty for staff level work on IEA issues. A staff of ‘ -
approximately 12 profeSSLOnals performs almost identical functions :
to those carried out by State for the IEA. However, due to the

informal coordination process between these two agencies, staff

efforts are often more complementary than redundant,yw1th each

agency alternating prlmary and secondary roles on various IEA

issues. Each agency's focus changes perlodlcally, and both agen-

cies cover all IEA areas, .at least on an informational level, to

“insure a proper,,lntegrated understandlng of IEA activities.

67



DOE is also respons1ble for integrating U.S. participation
in IEA's Emergency Sharing System with, implementation of the U.S.
: domestlc emergency allocatlon or other fair- sharlng programs.
- (See ch. 3. ) o e

“DECISIONMAKING PROCESS

“An 1nforma1 1nteragency U S. dec1s1onmak1ng process has been
“in 'existence s1nce the 1nceptlon of the IEA. No:formal executive

- order; procedures, ‘or leglslatlon dellneate how U S. participation

- at“the operatlonal pollcy level should be managed DOE .and;.State
-officials- descrlbed their” coordlnatlon as. surprlslngly effectlve,
‘due in part to the fact that several, members of :DOE!,s -Consuming
Countries staff are former Forelgn Service Officers who trans-
ferred to DOE when it was created in 1977. ... . e oo

The general consensus among IEA,off1c1als, oil, company repre-
~sentatives, DOE, State,;other Urs.; overnmen foff1c1als,’and
representatives. of foreign governments is that‘ e State ‘Depart- .
‘ment ‘has tradltlonally dominated the’ management fLU S. partici-
patlon, this largely has been a result of DOE' S preoccupatlon
during the '1974- 1978 perlod w1th domestlc energy issues and of
" the general Iull in OPEC pr1c1ng durlng that time.. Addltlonally,
State has the lead role as manager of u. S. relatlons with multi-
lateral organlzatlons., : ‘. e .

The Iranian cr1s1s 1n late 1978 caused Whlte House level
~“1nteragency commlttees to,become 1ncrea31ngly 1nvolved in the
management of U.S. part1c1patlon in the IEA, and the Energy Coor-
dinating Commlttee started to focus more -intensely on the :IEA
activities' in an attempt to determine other consuming countrles
energy concerns and to express U.S., international energy views.

: The Presldent establlshed the Energy Coordlnatlng Commlttee,.
'chalred by the Secretary of’ EnerQY, in September 1978 to;

(1) ensure' communication and coordination among executive agen—
cies concerning energy policy and management of energy resources
and (2) develop and consider recommendations from time to time
for implementing Federal energy pollc1es or managlng energy re-
sources that involve two or more executive agencies.  The Com-
‘mittee was potentlally capable of playlng a 51gn1f1cant role in
uformulatlng international energy pollcy, however, in our report
dated September 30 1980, “"Formulation of U.s. Internatlonal
Energy Policies,"” (ID-80 21), we found no ev1dence that it ‘had
done so. The Committee met 1nfrequently, whlch suggests that
coordination was be1ng accompllshed in other ways, principally
1nforma1 communlcatlon at the cablnet level and higher.

However, the new admlnlstratlon has placed central cablnet-
level interagency dec1s1onmak1ng respon51b111ty with the Cabinet
Council on Natural Resources, chaired by the Secretary of the
Ihterior. State Department officials say that to date the:Coun-
cil has not played an important role in U.S. IEA ‘policy formula-
tion.  'An interagency subcabinet group referred to as the
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Interdepartmental Group on Internatlonal Energy Pollcy, has
assumed a major role in’ formulatlng U.S. IEA. pollcy , Thls Group is
chaired by the Ass1stant Secretary of State for Economlc and Bus~

‘iness Affalrs and has comparable level partlclpatlon by DOE Jus-
‘tice, Treasury and Defense, the Offlce of Management and- Budget-
‘and ‘the Central Intelllgence Agency ‘The Office of Management and

 ‘Budget serves as the link to the Executlve .Office .of the President

and played a key ‘role in preparlng the u.s. Government S p051tlon

‘ at the June 1981 1EA mlnlsterlal conference in Parls.,

The Natlonal Securlty Counc1l has always been 1nvolved in

vmanagrng ULS. part1c1patlon in the IEA, but. its. degree of .involve-
“‘ment’ hds varled. During- the 1979 1980 Iranlan cr1s1s perlod NSC

staff

yécame actlvely 1nvolved 1n developlng U.s. IEA pollcy and

'"wproposals'as hlgh -level concern Over the prospect of triggering
‘the TEA"s Emergency Sharlng System grew; For example the NSC staff

initiated the policy proposal to establlsh lower import” targets

~@mong IEA countries in 1979 which was advanced by ‘the U.S. delega—'
tion to the IEA and approved by the Governlng Board: More"
Jrecently, the NSC has assumed a non-crlsls role.:

".‘,"\.‘ LT

Energy pollcy dec1s1onmak1ng

It is not always easy to malntaln a. U S. energy pollcy that
is: cons1stent with U.S. pos1tlons in the IEA. For example, in the

'spring of 1979 the United States subs1d1zed the import of dis-
tillate oil ‘for home heatlng purposes, which contradlcted its

pos1tlon 1n the IEA advocating a reductlon in. consumptlon and

“imports. ' The IEA Secretarlat said. that thls decision had a nega-

tive” effect on the world energy market by 1ncreas1ng demand and

~escalating prlces. The Secretariat also criticized the Unlted

States for working against IEA objectives. and its. publlcly

“espoused pOSltlon to lower petroleum lmportsr‘

At the 1979 Tokyo Summit, which many tltledﬂthe 'energy sum-
mit" because of 1ts focus on consuming countries' energy problems,

“Vthe Spec1al u.s. Ambassador for Summlts, whose office is in the

Executlve Office of the President) largely 1gnored State Depart—
ment officials' advice to emphas1ze the role of the IEA in

‘respondlng to consuming countries' energy needs. Instead, he

chose to- place emphasis on the Summlt as a key consumlng country
energy Vehlcle. This approach was strongly advocated by France,

which saw the Summit as an opportunlty to reduce the 1mportance of
- the IEA to which it did not belong : :

Many non-Summit European countries 1/ who are members of the
IEA perceived the Summit as focusing on the energy interests of

‘large ‘countries at the expense of smaller countries whose energy

51tuatlons were equally precarious. The IEA. Executrve Dlrector

l/Austrla, Belglum, Luxembourg, the Netherlands, Sweden, Sw1tzer-
land, and Turkey.
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met with key U.S. energy off1c1als to emphas1ze the 1mportance of
U.S. recognition of the IEA "and at the llth hour,,after .consider-
able dlscu551on, the" Unlted States and other Summit part1c1pants
prov1ded for some IEA part1c1pat10n ln the process. In fact, IEA
market information was used exten51ve1y as the basis for discuss-
- ing import reductlon, conservation, and other market act1v1t1es
and the IEA Executive Director did serve as. a. pr1nc1pal energy
adviser to the Summit part1c1pants. Accordlng to the staff within
the Executive Office of the Pre51dent by the end of the Summit,
all participants generally agreed that the IEA served a major role
in advanc1ng the energy 1nterests of consumlng countrles.w The
would establlsh energy objectlves for major consumlng countrles
‘taking ‘into con51deratlon the interests of the smaller. .non-Summit
IEA. members, and that the IEA would 1mplement those objectlves on
a day— o-day bas1s. : ‘ : L y e

' 'The pollcy context

It is the opinion of some executive branch, IEA, and part1c1-
pating government officials that the United States has had some-
what of an amblvalent and uneven policy toward the IEA although it
is one of the agency's major proponents and one of its charter
members. Despite its support for many IEA objectlves, such as
reduced import levels,.lncreased conservatlon, 1mproved coopera-‘
tion in'energy policy and research and. development,and refinement
—of an 1mproved Emergency Sharlng System, the United States through
- 1978 adhered to domestic price controls and increased. its levels
of imports. ' The Secretarlat stated that these actions were
severely criticized by’ many IEA members, who contended that as a
major member of the IEA and a principal consumlng natlon, the
United States should have set the example by dramatlcally reduc1ng
consumptlon and 1mport levels and by allow1ng domestic oil prices
to rise to world prlce levels. : , ,

‘Between 1975 and 1978, a perlod when the world 011 market
reflected" adequate supplies and no real price. increases, the
‘United States and other IEA members generally followed a static
policy characterized by a lack of a sense of urgency. The United
States emphasized its domestlc energy program and focused primar-
ily on bilateral relations that specifically 1nvolved its princi-
pal suppliers. The U.S. relationship with Saudi Arabia is perhaps
the most obvious example of this policy, with the United States
promotlng extensive economic and military ties while concurrently
urging the Saudis to keep production levels up and prices below
OPEC-approved levels. The U.S. relationship with Iran had a simi-
lar orientation before the revolution of 1978. Prior to 1979, the
United States was little concerned over possible confllcts between
its objectlves and those of the IEA, in which emphasis was
theoretically placed on minimizing bilateral agreements. (The
current administration stated that its IEA partners support the
U.S. close relations with producer countries.) :
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In 1979, as market instability, supply interruptions, and
price increases mounted; ‘the United States initiatéd a more active
policy toward-the IEA predicated on the fact ithat energy is a cen-
tral element in the economic well-being of industrial: nations;
continued UsS. and allied access to adequate supplies 'of oil at
reasonable prices is. vital to U.S. political, military, and eco-
nomic. stability; and it 'is not possible to separate ‘energy from
other aspects of overall relationships with other countries.

The U S IEA pollcy that emerged in: 1979-*

~-—Concluded that the 1nternatlonal 011 market of ‘the
71980s .would: be_s1gn1f1cantly different than-.that of
i:theieaflyul970st< Market ‘instability ‘punctuated by
» periodic supplydisruptions and escalating prices
- -would be . the norm.: Gradual long-term: .decreases ln
 OPEC: productlon would 51gn1f1cantly affect: consumlng
'»countrles import.and consumption’ patterns as well as
their . rates of economic growth. .Control of the mar-
ket would increasingly shift away from consumers and
private multinational oil companies to producing
natlons and thelr respectlve natlonal oil companles.

.--Acknowledged that, if the IEA is to be respon51ve to

« this changing global energy situation, it would have .
to develop short-term and long-term:policies signifi-"

¢ cantly different ‘from those envisioned at its incep-

- tion. .To accompllsh this, informal-and flexible ‘

- short-term measures had to be established, such:as
‘monthly market information systems, sharing- systems
that operate without reference to:a specific trigger
‘level but which are designed to deter:rapidly escalat-
ing prices accompanying supply interruptions, and
stock management approaches that-allow for targeted:.
use of sufficient stocks to meet short-term contin-

- gencies and thus minimize, if not:prevent, periodic
‘disruptions. Central to these approaches has been.
the more direct involvement of U.S..and foreign multi-
national oil .companies as the logistical arm of the
IEA and individual member countries. Such involve-
ment-has presented and will continue to present anti-
trust concerns that must be resolved by the U.s. '
Government . (See chs. 7 and 8.)

-~-Concluded that, if the IEA is to.be'responsive to the
common interests of .its members and the changing
international oil market, its role may increasingly be
one of advising members on market management as well
as policy coordination, information gathering and
analysis, and emergency sharing. This trend raises
antitrust questions. (See ch. 8.)

--Used U.S. bilateral relations with producer countries
to support decisions made in the IEA. For example, in
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1 1979 'the United :States urged producers not:to:reduce _
‘production or to-iraise-prices:to the extent that ade-
. quate ‘supplies would not-be . available on.therworld
market. to satisfy consuming .countries' needs due to -
serious cutbacks in Iranian production. A similar.
situation occurred in September 1980 . follow1ng the
.outbreak of the Irag-Iran war. '

--Used U.S. bilateral relations with- consumlng ‘countries
to support the pollc1es and decisions of the IEA.
‘Potential selective Emergency:Sharing System trigger
.situatiOnScinvolvingfSwedén;iniMayw1979yuItalyvin
" December 1979, .Japan in. April 1980, ‘and/Turkey-in
November 1980 were.resolved in:part: through 'U.S. dis-
cussions with these countries, U.S..0il companies, .
- other members of the IEA; and: the~IEA Secretariat. In_
seach case; the: trlgger was not pulled and:each:coun-
try's.supply crisis was resolved by employing bilateral
relations to support the IEA S multllateral objec-
tlves. , . . . e e
The new admlnlstratlon is currently rev1ew1ng U S policy
toward the IEA. The Secretary of Energy, as.the Chief U.S. dele-
gate to the June 1981 IEA ministerial meeting;, reaffirmed that the
IEA will remain the focus of U.S. international energy efforts.
He cited it as "* * * _the central.mechanism for protecting the
industrial countries from unwarranted and unexpected shortages of
~oil supply and for marshalling Western will and resources to
reduce dependence on insecure sources of 'supply.!  -He: added that
"The United States helped to create the IEA ‘and:stands by it."
The Secretary also stated that theé United States intends to extend
the antitrust defense covering U.S. oil .company participation in
the: IEA, whlch explres at the end of September 1981

The Secretary empha31zed a strong preference for market mech-
anisms .in developing responses to. subtrigger crises and other
forms of market disruptions. To the extent that market mechanisms
are not adequate to respond to disruptions, the United States sup-
ports the maintenance of adequate levels of stocks, €pecifically
increasing IEA stock levels and filling the Strategic Petroleum
Reserve :at an accelerated rate. It also strongly supports other
IEA countries' development of emergency reserves similar to the
Strateglc Petroleum Reserve.

In a July 14, l981,congressional hearing on the IEA, the

- Assistant Secretary of State for Economic and Business Affairs
further extended and clarified U.S. policy on international sup-
ply disruptions when he said "In general,; this Administration will
rely to the maximum extent feasible on normal market forces to
restore equilibrium between demand and supply of oil. In our
view, price is the most efficient allocator of scarce supplies
among potential consumers. It:should therefore be the primary
instrument of equilibration, particularly where it .is a reduction
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~Shar1ng System, - they Opposed establlshm“
sharing system*for supply dlsruptlons under 7 percent., Instead,

'flned at the tlmejofdaycrlsls.ww

in demand which is requlredjm» The Assistant Secretary also re-
ferred to the Strateglc Petroleum Reserve as the major U.S. sup-
ply disruption weapon. - - o = :

Although both the Secretary of Energy and. the Ass1stant Sec-
retdry of ‘Staté pledged the United States "to, the IEA Emergency '

Yt of a formal emergency

the 'United States currently supports ‘ad’ hoc measures to be de—

f’nergy Plan 1ssued byfthe admlnlstratlon on

‘The<Nationa

'July 1741981, generally relterates the 1nternatlonal energy prin-
’<c1ples set forth above, plac1nguempha51s on‘market forces as the

73




CHAPTER 7 . .. . o o oo

0.8, AwriTRosT MonTToRING .

From the beglnnlng, the U.S. Government recognized that the
IEP Agreement could not be, successfully 1mplemented without the
’a551stance of at le ”t the major U s.(lnternatlonal oil compa-
‘nies; yet the actlo s*requlred could have antlcompetltlve conse-
quences and" result 1n antltrust sults agalnst the . companles. To
obtain and authorize the companles a351stagpe 1nxcarry1ng out the
U.S. obligations under the IEP, ‘the’ Energy Policy and Conservation
lAct authorlzed the. development and lmplementatlon of a Voluntary

S o Amia

a U.8." company has.,“ i ' to it a statutory defense agalnst any-
civil or criminal suit brought under Federal or State antitrust
laws for actions taken to carry out the Agreement, provided the
actions were not taken for the. purpose of injuring competition.

Prior to 1975, the Defense Production Act of 1950, as
-amended, gave industry an antitrust immunity in meeting national
security needs, and its provisions were relied upon prior to the
passage of EPCA for implementing U.S. obligations under the IEP.

MONITORING STRUCTURE

The Justice Department and the FTC, on behalf of the U.S.
Government, share responsibility for enforcing U.S. antitrust
laws. These laws, among other things, prohibit price fixing,
divisions of the market, and other contracts, combinations or con-
spiracies in restraint of trade. Thus, although DOE administers
the Voluntary Agreement and the State Department has related
responsibilities, EPCA charges Justice and FTC with primary
responsibility for monitoring the Agreement's development and
implementation "in order to promote competition and to prevent
antlcompetltlve practices and effects, while achieving the pur-
poses" of the Act.

- Among the more significant antitrust safeguards set forth in
EPCA and the Voluntary Agreement (see app. III for a summary list)
are advance notice of IEA industry advisory meetings; attendance
by U.S. Government monitors at all of these meetings; maintenance
of a verbatim transcript of most meetings and a complete record of
other meetings and communications outside of the advisory meet-
ings; limitations on discussions at meetings; confinement of most
IEP pre-emergency industry activities to the meeting context;
exchange of confidential or proprietary information permitted only
with advance Government approval; and semiannual reports by Jus-
tice and the FTC on their IEA monitoring.
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The two antitrust agenciewaelieve‘that'they assign a rela-
tively high priority to IEA monitoring responsibilities given them
by EPCA. Justice has entrusted this task to the Antitrust Divi-

sion's Energy- Sectlon, whose five profe551onal staff memberg:

assigned during 1979 1/ expended an estimated 3,146 staff hours
and 1,500 secretarial hours. This represented $68,620 in

salaries, plus supplies and serv1ces' an addltlonal $20 263 in
travel costs was 1ncurred. : :

.....

4

The FTC"s Buréal of Competltlon had a total of five attor-

neys : 3551gned to this function at various times durlng 1979, 1/
- Thé'agency expended a total of 3,074 profe851onal and 1,537 cleri-
‘cal*hours at ‘a cost-of “about $60, 000. In addltlon, expend;tures

for travel totaled approx1mate1y '$18,000

_ Separate semlannual reports by Justice and FTC note that no
adverse 1mpact on competltlon ‘has thus far been’ dlscerned because
of the oil companles part1c1patlon in the 1IEP. These agencies
dld ‘however, note their objectlon ‘to the suggestlon by the IEA

" that bilateral consultatlons take place between a- company and the

Secretariat to unoff1c1ally ‘reallocate world oil supplles in cer-
tain 01rcumstances, and the suggestlon ‘has not yet been fully

'““accepted by all other member countries. Justlce “and FTC" conclu-

sions" relate only to 011 1ndustry acthltles w1th1n the IEA con-

text.

We did not observe situations which would contradict the con-
clu51ons of the semlannual reports. - Nevertheless; at least two
aspects of the “IEA antltrust safeguards warrant further discus-
sion: (1) clearances and (2) monltorlng of 1ndustry adv1sory meet-

‘ings.

CLEARANCES

“Section 252 of EPCA, as amended, whlch prov1des for the Vol-
untary Agreement and the antitrust defense, explres September 30,
1981. Under the’ Voluntary Agreement: _

" % * *¥ confidential or proprietary information or data
may be exchanged with, or provided to participants, the
IEA, or other persons or entities, only if the Adminis-
trator [the Department of Energy], after consultation
with the Secretary of State, and with the concurrence of
the Attorney General after consultation with the Federal

l/The 1979 flgures are given as more representatlve of normal
agency expenses for IEA monitoring than the 1980 flgures. The
1980 figures would reflect the substantial increase in monitor-
ing activity required by the 10-week test of the IEA's. emergency
oil allocation system held in Parls in the fall of 1980
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Trade Commlss1on, has approved in-writing the exchange
or - prov1510n of such types of - 1nformatlon or data."‘

ThlS process'and the document of approval 1s referred to as a
clearance. DOE, State, Justlce, and the FTC are 1nvolved in the -
clearance approval process. : .

Exchanges of proprletary or confldentlal 1nformat10n may take
place in a number of different contexts, such as submission of
. data by the companies to the IEA Secretariat, individual company
. consultatlons w1th the IEA Secretarlat, Or group company consulta-
~tions with the IEA Secretarlat through the . Industry Adv1sory Board

. or with the Standlng Group -on Emergency Questlons. A clearance

may authorlze any one O | more of . the, above.‘

, Authorlzatlon to. exchange proprletary or confldentlal data 1s
 not taken llghtly When the 011 companies act in conformlty with
the clearances, they receive the protectlon of an ‘antitrust.
defense for antlcompetltlve consequences whlch result, as long as
the actions were not taken w1th an 1ntent to. injure competltlon.
Clearances for the exchange of 1nformat10n 1n one ,or more of the
ways mentloned above have been granted when .an 1mm1nent 1nterna—
tional oil emergency has been percelved wh1ch could trlgger the
IEA's Emergency Sharlng System.w Such was the case w1th the Iran-
ian oil cutback and the Iraq-Iran conflict. However, even in
these situations, clearances were generally for short-time dura-
.tions .and subject to significant controls so as.to minimize anti-
,,competltlve consequences. In addltlon, clearances were prov1ded
for.the three tests of the Emergency Sharing System, again subject
to 51gn1f1cant controls. The last two test clearances were pub-
lished in the Federal Register for publlc comment pefore they were
approved.

During our review, concerns about the clearance process were
frequently voiced, including the (1) short-term nature of the
clearances, .(2) clearance delays, (3) lack of sufficient written
regulatlons describing the ¢clearance process, (4) des1rab111ty
of using the clearance mechanism for submitting industry informa-
tion to the IEA, (5) operation of clearances with respect to con-
sultatlons, and (6) absence of adeguate. standby clearances which
could become operatlonal in an actual emergency.

Short-term nature_ofvclearances

The U.S. Government has taken the position that, to justify
the anticompetitive risks associated with the exchange of propri-
etary or confidential information, an actual need must be demon-
strated that cannot be fulfilled in some other manner having a
less anticompetitive risk. To establish such need, the IEA Secre-
tariat must determine that a shortage ex1sts wh1ch ‘is sufficient
to trlgger the emergency system or such an emergency must be
clearly impending, requiring the,IEA to consult with the oil
industry regarding the situation ‘and the appropriateness of the
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.. measures to be taken. ”ClearanCeS”granted'thus far have been of
short-term nature. Nevertheless, with minor modifications, the
clearance issued in November 1978 to deal with the Iranian oil
situation remained in effect until June 30, 1980. 'This was
accomplished through a series of short-term extensions. l/ A new
clearance was issued in September 1980 due to the Iraq—Iran con-
flict. .This clearance ‘was to explre on March 15, 1981, but was
'Nextended to June 30, 1981. ' ' . .

PR A prlmary element of the clearances has been the authorlza-
.tlon for U.Sv oil" companies: to ‘submit company-spec1f1c propri-
etary or confidential data to ‘the IEA Secretarlat in the form of

‘.Questlonnalre ALY IEA has adopted safeguards to prevent one com-

~étlon.~

pany from. learning the' proprletary data of . another.‘~ -During these
:¢learances, no data has been shared among the companles that has
ot ‘been aggregated to ‘prevent ldentlflcatlon by- company. Thus-

ea s1gn1f1cant element of the clearance is merely enabling the IEA
“Secretariat to obtaln bas1c 011 1ndustry data essentlal to alloca-

i

_ Because of the short term nature .and lack of assured contl—
‘nuity of the U. S.’clearances,‘the IEA: Secretarlat ‘has at times

. expréssed frustration in‘'not being assured a contlnual set of data
- over: long periods of time. It believes that such data is impor-
tant in foreseeing general and selectlve shortfalls- and in enabling
a. better: understandlng of the international oil market and that it
is essential in an emergency Interruptlon of the data flow to
the IEA means that assessments the IEA makes for governments on
an. optlmum data base. In addition, 51nce 1ndustry is. providing
the data, short-term notice of the activation, deactivation, and
reactivation of information data systems do€s not fac111tate long-
term company or IEA plannlng . TR

In accordance with the provisions of EPCA and the IEP, 1t is
not inappropriate for the administering U.s. Government agencies
to limit the duration of clearances to short ‘periods as long as
. the authority prov1d1ng the basis for the exchange of proprletary

or.confidential data depends upon the existence or imminence of
an international oil emergency. This is done despite the impact
that short-term clearances might have on both the IEA Secretariat
and industry. Short-term clearances provide a mechanism for fre-
quently evaluating the severity of the need for the information
‘agalnst changing events and c1rcumstances as well as for tailor-
ing the antitrust llmltatlons and controls in the clearance to the
_situation. ' In addltlon, as the Department of Justice has indi-
cated, it is’ polltlcally easier to extend a.short-term clearance

"

l/Updates extending the first approval were issued on Dec. 22,
1978; Feb. 9, Mar. 16, Apr. 20, July 6, Nov. 2, and Dec. 6,
1979; and Apr. 4, 1980.

77




if circumstances warrant it than to try to revoke an existing
clearance upon a determination.that circumstances 'no: longér war-

Clearance delays "

Because of the short-term nature of. the clearances, it is

important that clearance decisions be .made in-a timely manner;

that is;, with sufficient lead time to enable industry to supply
the necessary information or hold the scheduled meetings to deal
with those items on the agenda which may.be affected by a clear-
ance.’ No'deldys in data, submissions.to.IEA havel yét occurréd
because’ of clearance delays. However, although.we are not aware
of.any~scheauledfmgeiingsgthgx‘had to:bercanceled: or:postponed
because of clearance delay, we were.advised of instances where

‘clearances were approved at the very last.minute, even though =
' industry representatives were travelgng,h;lf?way*around‘thé{World

to attend SCheduiéd‘ﬁéétihéégi

DOE, State, Justicé, and FTC must approve a clearance as well
as the clearance document itself, and this requires both time and
coordination. When it is anticipated that. there might be dis~

. ‘agreementS'émong'thefagencies,'mQreftime;shouldzbefplannedifOr
©this process. A DOE official told us that an additional and per-
‘haps more common factor is obtaining, in .a short time frame; the
attention and availability of high-level officials-.in the agencies
.. whose approval must be obtained before agency positions become
~+official. "Should this be a persistent. problem,: the number of

officials within each agency whose approval must be obtained prior

.to a final agency'decision could be reduced.. In addition, of

course, timely approval of a clearance by the United States pre-
supposes a timely request by the IEA with adequate explanation of

“the need: for the clearance. =~ . . L. s

Agency roles in clearance process

~ ' The Voluntary Agreemént requires the approval of DOE for a

~clearance, after consultation with the Department .of State, and

the concurrence of the Attorney General, after consultation with

the FTC. Accordingly, both DOE and Justice have veto authority

over a clearance, while State and the FTC have consultative

- responsibilities. ' Nevertheless, theﬂroles.and procedures of these

agencies in the clearance decisionmaking process are not clear.

- For example, in June 1980 thé‘f*A,Secretariat,”because of
continuing uncertainties in the int .national oil market, request-

- ed extension of a clearance due to expire ©.. Tune 30.  Both DOE

and State strongly favored the extension, b.lieving the inter-

‘national oil situation justified it. Justice, relying on its own

energy information sources as well as on information supplied by
DOE and State, vetoed the request for the extension based in
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substantlal part on its 1ndependent determination that no inter-
natlonal oil emergency existed or was . 1mm1nent.' The, flnal deci-
sion denylng the exten51on was not put in wrltlng nor were the

.p051tlons of the agenc1es put 1n wrltlng and. off1c1ally approved.

o The Congress recognlzes the potentlally confllctlng objec-
tives of the energy and. forelgn pollcy aspects of .the IEP on the
one: hand and the antltrust concerns and antlcompetltlve rlsks on
"the other hand.‘ However, should Justlce have authorlty to Super-
lmmlnent international oil” supply emergency and the 1mp11catlons
of such an emergency for the IEA? & And should one of the agencies
which has veto power assume the authorlty to. make 1ndependent

”determlnatlons on all elements, 1nclud1ng energy, forelgn pollcy,

hqand antltrust? If so, energy and forelgn pollcy concerns may be
qulaced secondary to antltrust and antlcompetltlve concerns.i

«wAgency comments and our evaluatLOn,

Both Justlce and FTC now assert that Justlce d1d not exerc1se

1ts veto authorlty in June 1980. Justice recelved merely an
1nformal" request from DOE in late June 1980 to concur in a,
. renewal of the clearance through the end of 1980. Justice con-

- cedes that it had made an 1ndependent examlnatlon of the inter-
national 6il market and had concluded that the then-ex15t1ng
situation did not warrant a credible concern that an oil crisis
ex1sted or was impending. Consequently, Justice requested further
documentation from DOE which might tend to show the existence or
imminence of an emergency. No additional information was pro-
vided, and the clearance lapsed with no "formal" request for

‘ _extens1on belng presented to Justice and FTC for review.

v In addltlon, Justlce and FTC contend that the role of the
various agencies in 1ssu1ng antitrust clearances is not to resolve
~competing considerations of energy, foreign policy, ‘and .antitrust
“but to 1nterpret and apply the law as imposed by Congress. Jus-
‘tice states that it simply determlned, without contradiction by
State and DOE that the acknowledged and legally required condi-
tions needed for a clearance were not present in June 1980 and
therefore it could not concur in the granting of permission for
companies to submit confidential data to the Secretariat. Justice
sets forth lengthy data to support its decision.

We emphasize that we do not now and did not in the report
draft intend to express an opinion on the merlts of the June 1980
'dec151on not to extend the clearance. Our concern is with the
process by which clearance decisions are made. In this regard,
EPCA describes the, duties of Justice and FTC in the context of
antitrust monitoring and preventing antlcompetltlve practices and
effects while achieving substantially the purposes of the IEP. In
- addition, the Voluntary Agreement prescrlbed part1c1patlon by the

four agencies--DOE, State, Justice, and FTC--in the clearance
process, presumably to ensure input and perspective on energy,
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forelgn pollcy, and antltrust aspects of the dec1sxon. Equally
importantly, the- Voluntary Agreement prov1des for a segmented

' dec1slonmak1ng process.’ Flrst DOE must’ approve a clearance after
ccnsultation with State. ' Second, Justice must concur after con-
sultation with FTC. This does not describe a decisionmaking proc-
ess in which all four partles part1c1pate fully and equally on all
issues. Clarlflcatlon is desirable on whether the role of~ Justlce
and FTC is or should be - llmlted in the clearance process to evalu-
‘atlng antltrust risks and prop051ng alternatlves and controls to
"prevent antlcompetltlve consequences.
.. In addltlon, the agenc1es 1nvolved ln ‘the clearance process
f"hould not be able to avoid accountablllty by merely de51gnat1ng a
request as 1nformal“ and not setting forth in wrltlng thelr pos1-‘
tions. Not . only was this the 51tuatlon ‘in June 1980 ‘bt a simi-
lar circumstance "also developed in June 1981 where a’ clearance ‘was
not extended. The mechanics of the clearance process and coordl—
nation should be set forth in a published 1nteragency agreement.
Currently, there is no publlshed document apprlslng affected out-
gide partles, 1nc1ud1ng the IEA Secretarlat and companles and mem-
bers of the public of these matters.' The 1nteragency agréement
need not render the dec1s10n process 1nflex1ble, ‘but 1t ‘can
descrlbe a flexible but orderly system. At a mlnlmum, it should
con51der prov1d1ng that the- ba51s for grantlng or denylng 2 ‘clear-
ance’ be explalned. B : .

[P
5o

'INFORMATION SUBMISSION TO IEA

‘It has been suggested that the clearance procedure, however
effective for exchanges of confldentlal Or proprietary data among
participating companies, is not necessary for industry submission
of data to the IEA, primarily because the U.S. Government can
obtaln the same information w1thout an 1ndustry antltrust defense.
One consequence of the clearance procedure is the" concomltant
attaching of the statutory antitrust defense, whose use and appli-
cation has not been tested or clarlfled 1n 11tlgatlon.

. An alternative would be for DOE to requlre U.s. companles to
submit necessary information to it, and DOE or State would then
supply the 1nformatlon to the IEA when approprlate.j’

We do not question the‘objectlves of not providing an anti-
trust defense in situations where it is not essential and of
reduc1ng the uncertainties of litigation for all parties; how-
ever, on analy51s, we belleve the alternatlve involves a funda-
mental reordering of the ex1st1ng IEA information structure.:
Consequently, the proposal could not be effectively implemented
unllaterally by the United States, and we have reservations
whether other part1c1pat1ng governments would agree to it. There
are also existing domestic 1mped1ments, and we are not thoroughly
conv1nced the alternatlve 1s preferable to the ex1st1ng system.
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thiIateral”U’S.-actlon 1neffect1ve

T AT N e s g e g e

’ and ‘inappropriate -

When authorized by a clearance, Questlonnalre A information
currently is submitted voluntarily to the IEA and the government
of the country where the oil company or its affiliate operates.
For example, Exxon operating in the United States voluntarily sub-
mitsi’its ‘Questionnaire A’ data to the IEA and the ‘U.S. Government
while Exxon-Germany- Voluntarlly submits its-Questionnaire A data
to the German Government.

Under the proposed alternatlve data system, the U.S'. Govern-
ment would requlre Questionnaire A-type information from compa-
nies operatlng in-the United States (in lieu of ‘the! clearance sys-

- tem ‘and voluntary subm1551on) and:; would prepare Questlonnalres B.
mHowever, what ‘about information froma U. S company subsidiary
operating -abroad, ‘such as ‘Exxon-Germany? - And under what authority
may the United States provide to the IEA the dlsaggregated data
“it has collected from U S companles? ‘ -

‘.,rJ‘

U S. c0mpan1es or thelr afflllates operatewln v1rtually

~Pevery ‘IEA country,’and the governments may’‘or ‘may not ‘have’ author-
ity tos requlre them to’ 'submit -Questionnaire A data.: Even assuming

that tHe"UsS. Government ‘had jurlsdlctlon to requlre these sub-
sidiariess to submit Questionnaire A-data ‘to: it ‘it 'is -not .the U.s.

' Government that needs thls data, but the IEA and otheér govern-
ments; so that they can prepare the ‘Questionnaire B. The U.S.

Government ' lacks authority to provide- dlsaggregated Question~
naire-A data to other governments and has not completed the admin-
istrative procedures enabling it to prov1de thls data to the IEA.

At the very least, for the proposed alternatlve data system

‘to be effective, all ‘IEA members would have to approve it and have

authority to require submission of Questionnaire A data and to
transfer this data to the IEA. 1In our interviews with U.S. and
foreign governments and oil companies, we detected no dissatisfac-
tion with the voluntary procedures for prov1d1ng emergency 1nfor—
matlon to the IEA. : - :

,U.S.'Government~datawsubmission to IEA

Under section 254 of EPCA, in the absence of an inter-
national energy supply emergency the U.S. Government may not sub-
mit trade secrets or commercial or financial information to’the
IEA in disaggregated form without spec1f1c certification by the
President. That certification, which' can only be:‘made after
interested persons have had the opportunity to present their
views, is that 'the ‘IEA has adopted and is implementing security

- measures -ensuring that no information will be disclosed: to any

person or foreign country until it ‘has been aggregated to avoid
company identification. No such certification has ever been made
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or any administrative proceeding initiated. Thus, Question-
naire A, which contains company-specific proprietary or confiden-
tial data, may not presently be submitted by the U.s. Government
to the IEA.

In any proceedlng leadlng to a certlflcatlon, at 1east three
concerns would have to be overcome.

1. hAdequacy of safeguards for. the IEA computerJSystem:
. -which stores the. dlsaggregated company data. ,

2. Lack of exlstlng confllct-of-lnterest regulatlons
: gfor IEA, staff - - e :

, 3.V,D1plomat1c sen81t1v1t1es assoc1ated w1th an IEA gov-
: .ernment: evaluating, in a domestlc admlnlstratlve
. proceeding; the adequacy of the 1nformat10n protec-:
“tion. safeguards -of an., 1nternatlonal organlzatlon.r

Even 1f these concerns were resolved should the U S Govern—
ment provide disaggregated proprietary or confidential company
data to IEA without company consent, it .could be liable to the

- .company for unauthorized disclosures or ,uses of that information
; by the IEA or its employees which would injure the. .company.: There
would be similar potential liability if the U.S. Government. -

ordered the U.S. reporting companies to submit the Questionnaire

- A-.data directly to the IEA without their :consent. However, the

United States has no authority to order: U.S. reporting companles
to submit ‘Questionnaire A data to the IEA ‘if the companies do not

choose to do so voluntarlly upon a request and clearancet

Beneflts of ex1st1ng system

In view of the dlfflcultles assoc1ated w1th the proposed
alternative data system, the benefits .of the existing system

-appear all the more cogent. First, the ability to cross-check

Questionnaire A information, Which:would;be lost in the alterna-.
tive system, is an important means- of maintaining the 1ntegr1ty
and accuracy of the data in an env1ronment where economic and

political stresses on both nations and companies are strong and

could be expected to be even greater during an actual inter-:
natlonal oil supply emergency.

Second, mechanlsms are preferred whlch minimize potentlal

‘taxpayer costs while at the same time achieving the U.S. obliga-

tions under the IEP with minimal anticompetitive risks. At the
present time, these objectives appear most readily achievable
through existing voluntary cooperation between companies and gov-
ernments rather than through confrontation.. -We emphasize coopera-
tion between individual companles and governments rather than
cooperatlon among companies. . ;
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Thlrd, although not a determlnatlve factor, ‘the psychologl—
cal beneflts associated with voluntary cooperatlon are more likely
to result in more meanlngful and part1c1patory a531stance by the
affected companles.. .

Last but perhaps most’ 1mportant of all the present system
is in existence and has the support of all 21 member nations and
the reporting companies. It is not clear that such agreement
could: be obtained for the alternatlve system. .

CONSULTATIONS AND CLEARANCES _"

: Artlcle 19 6 of the IEP Agreement requlres the: Secretarlat to
_obtaln o;l companles v1ews regardlng 011 market developments :

to the” p0531b111ty and’ approprlateness of actlvatlng emer—-

‘gency” measures. ‘Both” group and bilateral consultations between
the IEA Secretariat and U, S.‘companles take- place in this context.

Both types “of consultatlons are covered by the Voluntary Agree-
ment.‘ ‘Therefore, if a U.S. oil company obtains a’ clearance from
DOE authorizing the exchange or provision of proprletary ‘data dur-
ing these consultations, the company will be covered by the sec-

,tlon 252 antltrust defense of EPCA.'

The prevalllng view has been that the Voluntary Agreement

" does ‘not- cover’consultations unrelated to IEP emergency measures.

Therefore, no clearance is required- for providing proprletary data

'durlng such consultations”and no antitrust defense is'provided

by EPCA. - The" companles undértake these: consultatlons, which are
usually bllateral in- nature, at their own rlsk- consequently, in
some instances Ui :S. companles have requested ‘that a U.S. Govern-

jment law enforcement representatlve be present at these consulta-
;tlons even though 1t is' not legally requlred. ' ‘

" In addltlon, there’ have been many communlcatlons and consul—

‘tations by companies with the Secretariat sjince 1975 for which no

clearances were necessary because they did not involve discussion
of confldentlal 1nformatlon. ‘

Clearances granted

The Iranlan emergency clearances authorized both group and
bilateral company consultations with the Secretariat. Group con-

.sultations were limited to formal meetings. ' The clearances listed

the types of confidential information that could be discussed, and
no other confidential or proprietary information could be divulged
without advance approval of U.S. Government observers. Disclosure
of price and company market-share information was explicitly dis-
approved unless approved in advance by monitors attending the
meeting. _

If a U.S. Government monitor was not present at bilateral
discussions between the Secretariat and a U.S. company, the com-
pany was required to submit a complete written record of the
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meeting to. the U.S. Government after each consultatlon.ﬂ The com-
pany has an 1ncent1ve to_be as lnclu51ve ‘and. comprehen51ve as
_possible. in its written record, .because the scope of this. record
will limit the coverage of the antitrust defense.\ In any event,
‘the more recent clearance letters required the attendance of a
U.S. Government monitor at bilateral consultations in addition to
submission of a complete wrltten record of. the meetlng._.

Suggested alternatlve procedure

It has been suggested that mere bllateral consultations..
between a U.S. company and the Secretariat, ‘even those" associated
with the activation of" emergency measures, should not provide a
bas1s for an antltrust defense and should‘b moved from}the
.Jcoverage of the’ Voluntary Agreement.- In: lle of present”proce—'

dures and clearances, ‘the IEA. would make a dlrect reques' -
U, S.;Government to consult w1th a U S. company, and the Secretar-
iat w1th the U. S Government would set. forth the permlsSLble
toplcs.A The U.S. Government ‘would order the affected company to
consult w1th the IEA., A U, S Government monltor would be present
.during the consultatlon. . . :

We believe that no antitrust defense should be provided in
~situations where it is not essential.  .However, we.doubt that the
/suggested alternatlve procedure can be effectlve if 1mplemented
in a.confrontational, manner. . Flrst, mandated consultatlon essen-
tially is a. form of. personal service.. .The. law. in the. past has not
-looked favorably on ordering the spec1f1c performance of a per-
sonal. service. Second assuming it was. legal to order a.company
official to consult w1th the Secretarlat, the U.S. Government
would be potentlally llable for the unauthorlzed use or release
by the IEA or its staff of confldentlal or: proprletary 1nformatlon
supplied to the IEA by a company official without the company's
consent. In.addition, and very important, it is unlikely that
meaningful participation. in the consultatlons could be induced by
Government compulsion. : S :

A major argument for the suggested alternative is that com-

- panies voluntarily consult with the SOM and the Secretariat on
nonemergency issues without an antitrust defense because it is in
their interests to do so. Although we have not canvassed them on
this issue, we acknowledge that companies might also find it in
their interests to voluntarily consult with the Secretariat on a
bilateral basis on emergency issues without an antitrust defense.
‘However, we doubt they would enthu51ast1cally or meanlngfully do
sO under Government compu151on. ;-

STANDBY. CLEARANCES

Perhaps the greatest risk of anticompetitive behavior would
occur:  during an:international energy supply emergency. . Authorized
~ joint activities during an emergency have come to be referred to
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as:a plan of actlon.mi DOE; in conjunctlon w1th State,,and”Jus—
tice;j iniconsultation: with' FTC, must approve a plan of action
- before' it may be'carried out with antltrust protectlon. In addl—
tlon, EPCA prov1des that./'"““'\ : '

R B

ra plan of actlon may not be- approved by the Attorney )

General * % * ynless such- plan (A) describes the’ types‘”

" of substantlve actions which" may 'be taken underthe '
u}plan,uand (B)-is as»spec1f1c inits descrlptlon of pro-;
o posed substantive actions'as is’'teasohable in llght of
o known c1rcumstances._ ‘ o N L
~ e . _ . : P b atai oo SN A
TR T Under sectlon -6 0f ‘the~ Voluntary Agreement‘,the follow1ng

v~actlons ‘are’ perm1551ble durlng vemergencyf o )

R N O R A : 7 PN :

eh o HED "(A) Arrangements between or ‘among the partlc

: B 'pants,»or ‘with- other persons and“entltles, forfthe

‘mostiieffectivei use, without” ‘regard to ownershlp, of
terminal and storagé' facilities; tankers;” plpellneﬁ“

, capac1t1es, and other transportatlon facilities so as
.to minimize® dupllcatlons, multlple loadlngs and dis- .
,w_charglng, split’ cargoes, long haullng, cross haullng,“
B and back haullng, and 1dle tlme 1n port. : ’

- 4 . = "(B) Arrangements among “the’ part1c1pants for theﬁ
. - ~.’purchase; “loan;’ sale, or- exchange of’ petroleum by and
‘ . among themselves, “6r: w1th other persons or entltles.g

"(C) Alteratlons in the rate of production of
petroleum. Such alterations may .be accomplished: by
any .one or more approprlate methods 1nclud1ng the,
followingif'1ncreas1ng or decrea31ng drllllng for or

SRR vfproductlon of ‘oil; adjustlng or establlshlng ‘trahs-
% portation’ fac111t1es and crude” throughput fa0111t1es,f
‘. including adjustments in the through—put, ‘quality’ ‘
fspec1f1catlons or yields or' convers1on of equlpment,['
now installed for the manufacture of any one partlcu—”
lar pétroleum product to the manufacture of another .
petroleum product; the processing of selected’ ‘crude -
oils or the exchange of components between various
‘refineries; proces51ng agreements-'or exchange of
refinery capacity."

=" In light of the procedures subsequently outlined and
- agreed to in the IEA Emergency Management Manual, l/ it is not

~ e

l/The "handbook"”settlng forth the dutles, respons1b111t1es, and
actions to be taken during an international energy emergency by
member governments, the IEA Secretariat, and participating oil
companies. ’ ,
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clear whether all these actions need to be permitted in an inter-
national energy emergency However, different. actions: may be:
requlred to assure .that the IEA - Allocation Coordinator and the
.,Industry Supply Adv1sory Group can act effectively in the. inter-
national allocation of oil. Whatever may have. been the "known
circumstances" back in March 21, 1976, when the Voluntary Agree-
ment became effective, circumstances. now justify a plan of action
that. (l) sets forth w1th greater detail the substantive.actions
that companles mlght legally take during. an emergency and

(2) minimizes uncertainty. about, the, proprlety of. thelr actions and
the rlsk of antlcompetltlve conduct.,, i et

on May 8, 1981, DOE published in the Federal Reglster a pro-
posed plan of action and.requested comments;from industry and the
public. The proposed plan of., actlon Will supplement sthe currently
approved Voluntary Agreement and does. contain more detail on the
types of actlons which companies may-take legally during an in-
ternatlonal energy supply emergency.xyHowever, the-plan does not
modlfy any provisions of .section 6 of the Voluntary -Agreement,
about whlch concern has been expressed. I S

Follow1ng rev1ew of submltted comments and resultlng possi-
ble revision of the proposed plan of actlon, the draft will be
prov1ded to the. companles part1c1pat1ng Ain. the- Voluntary Agreement
for their consideration. "Any plan of action they adopt is subject
to approval by DOE and Justice.after consultation with the FTC.
1f adopted and approved, the . plan of action would go into effect
only if the Pre51dent makes . a flndlng that .an. Ainternational energy
supply - ‘emergency exists.

INDUSTRY 'A»DVISORS} MEETINGS )

The monltorlng of IEA 1ndustry adv1sory meetlngs is one of
the most important safeguards against the IEA system being used
for antlcompetltlve purposes. These 1ndustry advisory groups
include the Industry Adv1sory Board, Industry Working Party, In-
dustry Supply Advisory Group, and Reporting. Company Group. U.S.
companies became members of these groups by invitation of the IEA,
and membershlps must be approved by DOE . and the Attorney General.
Monltorlng of 1ndustry adv1sory meetings 1ncludes.p

1. Advance notlce to DOE of all meetlng times, places,
expected participants, and agendas,

2. Attendance of a full-time U.S. Government employee.

3. Authorized presence of representatives of DOE,
State, Justice, FTC, any U.S. Government employee
designated by DOE, and any other person as may be
required by law (1nclud1ng representatives of con-

_gress1onal commlttees) : >
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" these agencies to. exercise continual oversight over oil 1ndustry—
ZvIEA act1v1t1es and to justify and support. their flndlngs in writ-
ing. The.more 51gn1f1cant the commodity, such as petroleum, is to
'the Nation and the general publlc, the more important it is that

4;‘ A complete record, usually a verbatlm transcrlpt, of
the proceedings. : :

_5;5 Avallablllty to the publlc of declass1f1ed portlons
of meetlngs transcrlpts.

. 6. 'Required antitrust monitoring of;induStry'IEA activi-
ties and semiannual reports thereon by Justice and
the FTC. . ‘

Thls monitoring system has . provided an effectlve deterrent to
antlcompetltlve conduct. durlng Government-sanctloned 1ndustry
nmeetings., U.S. Government. . Or.. lndustry officials have suggested

“ the. ellmlnatlon of the,. (l) transcrlpts, because they are a finan-
~¢ial. and admlnlstratlve burden, (2) semlannual reports,. and

'5(3) monltorlng and reportlng requlrements of either Justlce or
ﬁthe FTC as dupllcatlve.‘ Some. congre551onal representatlves have
seven suggested that the 1ndustry adv1sory meetings. be. eliminated
“altogether as no longer necessary.: We would not recommend any

of these measures at thls tlme.

‘The complete, unclassified transcrlpts prov1de an unblased

-nonsubjective, historical record of these meetings. _Responsible

decisionmakers in both the executlve and leglslatlve branches who

" have access to these transcrlpts can evaluate what has transplred

thus far in order to establlsh pOllCY in the future.  Verbatim
transcripts also may be of significant ev1dent1ary value in, the
event of any antitrust lltlgatlon stemming from a company'’ s advi-
sory role in IEA. Thus, we believe the transcrlpts should be
continued. :

The semlannual reports requlred of Justlce and the FTC force

adequate public resources be. devoted to protectlng its commerce
from anticompetitive practlces. Particularly in situations like
the IEA, where the public does not have meaningful access to basic |
data because of substantial clas31f1catlon, regular and frequent
evaluatlons and reports by experts in the field provide.some
assurance to both the public and decisionmakers that they will not !
be taken advantage of, at least in the coritext of the IEA. More- o
over, these unclassified reports provide additional basic factual
information to the public about IEA activities, partlcularly those

in which industry participates. We note that the semiannual

reports of both Justice and the FTC have become 1ncrea51ngly more.
comprehensive and analytlcal. They already address many aspects

cf the more significant issues raised at 1ndustry adv1sory meet-

ings and in some instances attempt to summarlze meetlng activi=-

.ties.
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Monitoring and reporting by either Justice or FTC should
not be eliminated to preclude duplication. These agencies have
complementary general enforcement respons1b111t1es under the U.S.

~antitrust laws to prevent. anticompetitive practlces in commerce.

We have not found ]ustlflcatlon for a different system related
to IEA activities. Justice, however, has suggested that these
reports be made by each agency on an annual basis, but stag-
gered so that a report by one or the other would be lssued every
6 months.

Our observations of meetings

, We attended several 1ndustry adv1sory group meetlngs
Despite- ‘the fact that these groups belong to an 1nternatlonal

"organlzatlon, U.S. leglslatlon governlng the part1c1patlon of

“*'U.S. companies dominates ‘their procedures. "At"'some meetings, as

many as' seven U.S. -Government OfflClalS were” present, although

1the usual number is three (one” each from Justlce, FTC, ‘and" DOE)

In contrast, no other" governments representatlves were present
at any of" the Industry Adv1sory Board or Industry Worklng Party

‘meetings, except for one occasional representatlve of the Euro-

pean Economic Community who periodically monitors ‘selected meet-

ings forvantitrust purposes.

Much of the monltorlng process has occurred in the prOCe—
dures establlshed prlor to the meetlngs. Thereafter, attorneys
accompanylng oil company representatlves are dlllgent in confin-
ing their clients to the’ agenda and in’ restralnlng them and-the
Secretariat from dlscus51ng topics with antitrust consequences
Thus, there is generally no need for U. S Government monltors to
intervene at- these meetings.

U S. companies are generally pleased that verbatim tran-
scripts are kept of the meetlngs and that U.S. Government offi-
cials are present. Representatlves of the non-U.Sv companles and

“their governments indicated to us that they have now accepted the’
“fact of U.S. Government monltorlng of the industry- adv1sory meet-

ings; theéir remaining concerns - involve the substance of U.S.
antitrust law and the admlnlstratlve burden of reviewing the

transcrlpts for accuracy, rather than the monltorlng..

Based on our observation, the major 1nternatlonal 0il com-
panies, both U.S. and non-U.S., play a lead role in the IEA in-
dustry advisory meetings, yet we found no evidence that the
meetings have been used to generate or support anticompetitive

‘activities. The major oil companles devote more staff and money

to advisory activities and have a greater. company financial inter-
est; the smaller companies will not spend comparable resources,
but they were being encouraged by the majors to partlclpate more
actlvely in 1ndustry advisory group act1v1t1es.’
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"FOREIGN ATTITUDES TOWARD

" We are not.aware of any U.S. oil company whose request to
part1c1pate in .the Voluntary Agreement has been denied, although
one moderate=-sized.company has withdrawn. One U.S. company,,which
has not participated actively in IEA industry advisory. group
activities, told us of its dissatisfaction that the IEA had not
activated the -international -allocation trigger Quring the- 1n1t1al
Iranian crisis. Yet we are aware of no oil company which has
expressed concern that the dominance of the majors in these meet-

~ings has competitively harmed any other participating company or
that the IEA systems that have been developed do not .carry out the
1nterests of -the. smaller companles as well as those of the majors

=
gl

In general, we belleve :both: the Unlted States and the IEA

: -rhave ‘thus'far benefited. substantlally from the participation of
.. both U.S: and non-U.S. oil-companies in IEA 1ndustry advisory
‘;bodles.; Although: there may. be disagreement concernlng the role
. “that. industry should-have in future:IEA activities, no oil com-
~.pany or government representative that we interviewed expressed a
.desire that 1ndustry adv1sory groups be dlscontlnued as no longer
'necessary. ‘ : S ;

ANTITRUST MONITORING

Many IEA countries have a long ‘history of cooperation
between industry and government; it is not uncommon for the gov-
ernment to own-'all or part of significant sectors:of their econo-
mies. "Accordingly, a number of the oil. companles participating

- in+IEA activities, including some of the major ones, are wholly

or partly owned by governments.

Most IEA countrles are generally less concerned about antl-

competitive -practices than is the United ‘States. For example, the
.Director General for Competition of the European Economic .Commun-
wity, 9 of whose 10 members participate in the IEA, has signifi-
“‘cantly less stringent antitrust monitoring requirements for

industry advisory meetings. They include:

1. Advance notice of the date, location, and agenda
of industry advisory meetings. : .

2. Authorization for:the Director's‘representative'to
attend meetings, but no requirement to do so.

3. Authorization to make a complete record of meet~
ings, but thus far the Director has been satisfied
with receiving copies of the mlnutes and all cir-

;‘culated documents. ~ S

-4, The Dlrector may raise objections at a meeting or
‘ within ‘30 days thereafter, but imposes penalties
only prospectively for actions taken after a com-~
pany has been notified of the objections.
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. Some . representatives of other participating.governments and
forelgn 0il companies as well ‘as some Secretariat-officials
expressed outright frustration:with U.S. ‘antitrust.requirements,
particularly in the context of the tests of the Emergency Sharing
System and the problems - anticipated in .an actual emergency. One
individual opined, "What good are antitrust laws. 901ng to. be when
the West goes. down the dralnl"

"Some countrles view U.S. antitrust ‘requirements-as an attempt
by the United States to impose its antitrust.laws.extra-: ...
territorially. Although not . only as‘a'result of" IEA matters, the
United Kingdom has enacted the "Protection of Trading Interests

- Act of 1979, " :which, among other-things, (1) .provides for non-

- enforcement within thé United:Kingdom:of foreign;multiplendamage
‘judgments, ‘including those fOr violation of U.S.:antitrust .law,
and: (2) permits.its. citizens  and corporatlons +0,recover certain
sums paid by them ‘in foreign ‘judicial proceedings for: multlple
damages, lncludlng U S. antltrust proceedlngs.dv~w~vlt R

In the llght of these- realltles, ‘the Unlted States should be
cognizant of the views of other IEA participants and be sensitive
to the differing values and economic systems of other part1c1pat—
ing natlons. . . :

Agency comments and our evaluatlon

The Department of Justlce took issue w1th our. characterlza—
tlon of foreign reactions to U.S. antitrust. monltorrng in.the IEA.
It .refers to: the favorable ISAG appraisal of -U:S. antitrust moni-
toring in test 3 as evidence that:antitrust mon1tor1ng does ‘not
constitute a problem for the Secretariat, foreign governments,

- and foreign oil companies. .To the-:contrary, representatives of

these entities in. extensive interviews during.our review commented
‘negatively on U.S. antitrust monitoring, stating that. it:varied
from being an inconvenience:to a major disruption. Also,  although
the ISAG in assessing test 3 concluded that U.S. antitrust moni-
toring did not significantly disrupt the operation of the test, it
did criticize U.S. antitrust monitoring for causing several delays
which, in an actual emergency, could prove to be quite detrimental
to the Emergency Sharing System (see ch. 3).

Furthermore, the IEA's Executive Director informed the State
Department in July 1981 -that: i

"Antitrust concerns are understood and shared in the

IEA; the United States legal requirements could, however,
under specific¢ circumstances inhibit optimum reaction of
industrialized countries to.short-term oil .market
deteriorations, particularly in sub-crisis situations;
they also could prove to be burdensome to the operation
of the.established IEA Emergency Allocation Systems."
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' He added that:

"“There would be advantage in reviewing therantitrust
requirements for these particular situations and ‘it .
might prove to be advisable to facilitate companies'
'cooperatlon with ‘the agency and its member countries
under appropriate but workable safeguards and restricted
in time and" extent to the specific needs of the situa-..
,tlon at hand." A :

o s ot i

__,CONCLUSIONS

At the present time, we do not’ recommend any further funda-

‘Q,mental or major structural ‘changes 'in the U.S.. antitrust provi-
. sions’ related to the IEA. However, we do not mean that the system

cannot be 1mproved.. We recognlze that these antitrust provisions

”,ﬁ*must strike a balance among a-number of major, and sometimes con-
’"fllctlng, pOllCY ¢onsiderations, rand we have been neither:con-
.. vinced ‘that there is a better alternative system nor that-existing
”def1c1enc1es and uncertalntles cannot be resolved within. the con-
1text of the present structure.

Major pollcy cons1derat10ns 1nclude.,

‘--Protectlon of petroleum, whlch is a very SLgnlflcant
commodlty for ‘the Nation and the general public; from
antlcompetltlve restralnts on its: commerce .

--The IEA Emergency Sharlng System must not be 1mpa1red
by antitrust requlrements that may be in excess of"
those necessary to prevent antlcompetltlve lmpacts.

--Petroleum 1ndustry partlclpatlon in the Emergency

~ Sharing System is essential. Officials 'of the U.S.
0il companies we visited stated they would not volun-
tarily part1c1pate without meaningful protection from
antltrust suits arising out of IEA activities author-
ized and determined by the U. S. Government to be in
the Natlon s 1nterest. :

--U.S. apprec;atlon that- the IEA is an’ lnternatlonal
undertaking which necessitates recognition of and
sensitivity to differing values and economic and
political systems of other participating nations.

Among the more significant problems inhibiting the effective-
ness of the IEA Emergency Sharing System is the inability as yet
to devise meaningful antitrust controls appropriate to tests or
actual emergency settings which do not impede the international
allocation process. In addition, a plan of action more compat-
ible with the procedures set forth in the Emergency Management
Manual must be promulgated. ‘
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Progress is being made on both these issues. B In fact, Jus-
tice simply disagrees that antitrust controls would significantly
impair: the operation of the international allocation process,
as evidenced by the experience during test 3. The IEA, on the
other hand, asserts that the legal requlrements of U.S. antitrust
law could prove burdensome ‘to the operation of the established IEA
‘emergency allocation system. IEA suggests that there may be
advantage in reviewing the antitrust requlrements for these par-
t+icular SLtuatlons as well as for subcrisis 51tuatlons, to facili-
- tate companies' cooperatlon with the IEA and its member countries,

Moreover, some uncertainties still exist over whether'pres-
ent antitrust -procedures have. prevented all antlcompetltlve
impacts; for example, during -our . review the FTC was. examining

' ~whether the dissemination and dlscuss10n of supply forecasts at

industry advisory meetlngs affect the market., The FTC has .since
completed its analys1s and :found no evidence .that any company took
supply ‘actions based on this 1nformat10n, although it suggested a
number of alternative methods .of providing the IEA with lndustry

-~ views without industry group discussions. Both Justlce and the
FTC are investigating whether some companles took potentlally
anticompetitive supply actions in response to IEA Secretariat
requests during separate ‘bilateral consultations to ameliorate
supply problems in particular countries. In addition, some IEA
Secretariat personnel may not be completely familiar. with or sen-
sitive to U.S. antitrust law or. dlfferentlate between antitrust
law and requirements of other laws.. For . example, ‘there is some
concern that statements by the Secretariat at oil lndustry advi-
sory group meetings- may have .tended to influence company inventory
pollc1es. However, in none of these 1nstances ‘has any anti-
competitive:impact yet been demonstrated.p Nevertheless, as the
IEA continues to undertake more nontraditional activities and
assuming these-activities are agreeable to Congress, the antitrust
monitoring requirements should be rev1ewed and tallored to these
new activities. , \

Assumlng that the Unlted States and other part1c1pat1ng
countries desire some form of international emergency allocation,
the existing system, accompanled by strict. monltorlng of oil com-
pany activities, appears far preferable to unilateral oil company
allocation decisions. The provisions of EPCA and the Voluntary
Agreement provide the U.S. Government w1th the unusual opportu-
nity of observ1ng the oil 1ndustry in actlon during an emergency.
This is in marked contrast to the situation in 1973, when indus-
try managed the shortage and reallocated oil supplies without
‘direct involvement of Government representatives. The antitrust
monitoring and the recording of certain proceedings should be very
helpful in assuring the integrity of the allocation process,
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CHAPTER 8

ANALYSIS OF EFFECTS OF IEA' S CHANGING ROLE

ON THE UNITED STATES:

When the Internatlonal Energy Agency was created, its opera-
tlonal objectives were not as comprehensive as they are today.
For example, its Emergency Sharing. System was a 'standby system,
to become operational only during general or selective shortfalls
in excess .of ‘7 percent. During these:'emergencies, :thé inter-

) natlonal 011 companies-of IEA member countries would be:- available

to as51st the IEA, and their-established organizational: compe—

‘,tence and. experience in the international - logistics 'of o0il move- -
}gment would be enlisted.: The. ‘governments and. the oil companles
{would work together in a Splrlt of constructive. cooperatlon. Con-
ﬁsequently the -IEA Secretariat, or bureaucracy, was small;, composed
/@of a-core of people knowledgeable about the complex1t1es of the
ﬁlnternatlonal o0il:business. 1IEA's other activities, although not

unimportant, similarly did not requlre a large staff.

FORCES INDUCING CHANGE

ﬁDuring our interviews with IEA participating governments and

- companies, we were advised of two major perceived def1c1enc1es in
the IEP Agreement. First, it failed to- dlrectly ‘dddress ‘'or come

to grlps with the icritical issue of sharply rising oil’ prlces.
Second, . the mechanical mathematical computatlon of international
oil allocation rights and obligations among member' countries’
failed to adequately consider the differing economic needs and
capabllltles of: member countries, partlcularly ln the absence of
provisions to restrain oil prices.

Perhaps in partial recognition of these concerns, IEA mem-
ber governments, - through the Governing Board, are attempting to
become more involved in implementing and monitoring joint energy

policy. That policy, however, includes the preventlon of oil

shortfalls that affect only some member countries using less for-
mal measures than activating the standby Emergency Sharing Sys-
tem. Moreover, some IEA participants want to decrease the
influence of the international oil companies by ‘building up the
strength and expertlse of the Secretariat and part1c1pat1ng gov~-

ernments concerning the 1nternatlonal 0il market. Some would even

like to use the IEA as an instrument for restructuring the inter-
national oil market. This conglomeration of forces has resulted
in a series of IEA initiatives.

NEW INITIATIVES AND THEIR IMPLICATIONS

FOR THE UNITED. STATES

Some participants view several recent initiatives of the IEA
as expansive and beyond its traditional role, giving it more the
nature of a continuous international energy management agency for
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Western consuming countriés than primarily a standby coordinator
and facilitator during international oil supply emergencies.
These activities reflect special efforts of member governments to
find some concerted means of reducing dependence on petroleum,
rectifying short-term supply imbalances to avoid upward price
pressures on crude oil and petroleum products, and restructuring
‘their 1nternal economies so far as energy is concerned.

Import targets and celllngs

[T

S Import targets and celllngs are tools for helplng to limit
overall petroleum demand in IEA countries. Thése’ mechanlsms were
'flrstvput,forward at the Tokyo Summit and have since: been agreed

.. to by the IEA members.  Import targets establlsh agreed antici-

pated future. oil supply needs, both for:thé IEA ‘as‘a’ whole and for
each member country, +and prov1de the guidelines necessary for
future supply planning. Import ceilings represent a political

commitment to.the degree of self-restraint which individual"coun-
tries are willing to impose upon themselves. ‘Both'-provide stan-
dards for measuring IEA individual member efforts to minimize oil
~dependence.

I

U.S. 1mpllcatlons

. Subsequent to the establlshment of 011 1mport targets, the
Congress. endorsed the concept of energy targets in Title IIT of
the Energy Security Act of 1980. The President  is. requlred to
submit an energy target to Congress for imported crude -oil”and
'reflned petroleum. The Energy Security Act sets: forth a specific
,procedure for congressional action on the President's proposed
targets and prov1des that the targets "shall be considered as an
expression of national goals and shall not be considered to have
any legal force or effect."

. The. IEA Secretarlat had been using data obtalned from Ques-
tionnaires A and B to monitor performance relative: to the 1mport
'targets. In the view of the U.S. Government, since Question-
naires A and B are submitted only when an international energy
emergency (7-percent selective or general oil supply shortfall)
exists or is 1mm1nent, this data will not always be available to
the Secretariat on a contlnuous basis. We appreciate that there
is dlsagreement over. the propriety and suitability of the Sec¢re-
‘tariat' s use of Questionnaire A and B data to monitor 1mport tar-
gets. Nevertheless, if it is agreed that import targeting 'is a
useful mechanism for furtherlng the purposes of the IEP, the Sec-
retariat needs data on a continuing basis: for monitoring purposes.
This need not necessarily be data obtained from Questionnaires A
and B. The U.S. Government might wish: to join with other IEA
member governments, after consulting with the 1nternatlonal 0il
companies, to provide authority for the Secretariat to obtain the
necessary data to monitor achievement of import targets.
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Flexible stock policy and

informal sharing system

The IEA has adopted two new act1v1t1es that partlcularly

‘affect price. The first was an agreed upon procedure for consul-

tations on 0il stock policies between governments and the IEA
Secretariat and between governments .and the oil industry. The IEA
decided that o0il stocks should be used. flex1bly to meet short- term

-market dlsruptlons and, thereby, dlscourage purchases on the spot

market and reduce upward .pressures on price. It was contemplated

. that governments would use political persuasion and 1nfluence to
_affect company - stock pollc1es rather than leglslatlon or formal
‘regulations. This. procedure was . used to ameliorate.supply. losses
., resulting from the Irag-Iran confllct, although there may be dis-

«W;agreement over. “the degree of . 1ts success in that 1nstance. : :

IEA also adopted what ls, in essence,dan 1nformal sharlng

ySystem, although it has not been designated as. such., This sys-
. tem is used when imbalances in, between, or among countrles occur.

It was designed to moderate potential market pressures on.price
during the latter part of 1980 and the first quarter of 1981 due
to potentially serious imbalances resulting from the Irag-Iran
conflict. It was primarily adopted for this temporary ‘purpose;
however, if imbalances caused by supply disruptiocns were to per-
sist beyond the first quarter of 1981,  the Governing .Board decided

it -may continue it or keep it available for future use if neces-

sary. Due to the more favorable supply situation, it was not con-
tlnued beyond the first quarter of 1981. » :

’ Under the 1nformal sharlng system,fusing the data received
from Questionnaires A and B, country supply positions are :com-
pared against a theoretical supply determined by distributing
total oil expected to be available to the IEA group among member

~countries in  proportion to:their base period final consumption.

At the request of a member country, or on his own initiative, the
IEA Executive Director identifies major crude oil or product
imbalances which seem likely to result in upward pressures on
price. There need not be a 7-percent selective or general short-

-fall or any other particular shortfall to qualify as an imbalance;

this is a discretionary decision made by the Secretariat.

Once it has been determined that an imbalance exists, the
informal sharing system is an elaboration, extension, and intensi-
fication of the consultation process used in implementing the
flexible stock policy. The Secretariat consults with the coun-
tries concerned as to its assessment of the imbalance and the
measures required to correct it and discusses the situation with
all delegations. The Secretariat also consults with individual
companies in assessing the seriousness of the imbalance and in
finding possible solutions and reguests governments to consult
with companies operating in their jurisdictions. The Executive
Director, taking all these consultations into account, identifies
possible measures and sources that might provide the amounts
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of o0il necessary to correct the imbalance. The Secretariat pro-
poses these solutions to the governments: ‘of ‘countries concerned
for "approprlate action as a matter of urgency:." Each member gov-
ernment pledged its "full support in order to ensure effectlve
1mplementatlon. Commltments were also made to reduce 1mbalances
among companles.

The informal sharlng ‘'system is a response to IEA's recogni-
tion that serious ‘price consequences can flow from supply disrup-
tions which are less than the 7-percent ‘shortfall required-to
activate the formal Emergeficy’ ‘Sharing ‘System.  This informal sys-
tem attempts to provide a restralnlng influence and to-take’ into
"~ account the dlfferlng economic needs and capabllltles of member
‘countries. In the calculation for measurihg an imbalance,the
‘,Secretarlat 1s in a p051t10n to take into conSLderatlon a coun-~
try's real requlrements ‘Ooh'a current basis, as estimated by the
Secretariat in consultation with countries concerned. In addi-
~tion, in 1dent1fy1ng major imbalances whlch seem-:likely to result
in market préssures, the Seécretariat can take 1nto account
"changes in:'demand- for such reasons as’ economlc growth, weather,
and changes in energy ‘structure." s :

Flexible ‘stocks and
U S. 1mp11catlonS' C e T

Implementatlon ‘of the flex1ble stock pollcy for U. S. compan-
ies was not spec1f1cally envisioned by EPCA. :As indicated earlier,
the IEP did not include an express’ objectlve of- controlllng ‘the
price of crude oil or petroleum products, even in an emergency;
article 10 of the IEP merely refers to "basing the price for allo-
cated oil on the prlce conditions ‘prevailing. for. comparable com-
" mércial transactions." The IEA system, although not-infringing on

the governments' rights to control their-price policies; was
‘oriented toward nondiscriminatory treatment of countries and com-

' panies. Consequently, EPCA's international ‘ehergy prov1510ns did
not address the control-or 1nfluence of prlce.‘ ‘

We do not mean to 1mply that the formal IEA Emergency Sharlng
system would not also affect oil prices; its demand restraint ele-
ment should lessen upward pressures on price. In addition, the
combination of IEA allocation and fair sharing by each participat-
ing country within its domestic oil industry should tend to reduce
upward pressures on price. If companies are guaranteed a fair
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share of oil, they should refrain from seeking spot market sup-
plies, thus. allev1at1ng the pressure on spot market prices. 1/
Moreover,. allocation should tend to equalize ‘remaining pressures
among participating countries. These benefits, which have help-
ful restraining effects on prices, are indirect consequences of
v,the international -allocation system expllclty set forth in the
,IEP.;A_ o S

The IEA Secretarlat at flrst sought 1mplementatlon of the
fhgflex;ble stock policy through bilateral consultations.with indi-
- vid rl“companles. :0il. stock: management to restrain.prices is out-
- sidethe context of the IEA, Emergency Sharing . System, however, so
the U.S. Government has taken the position' that these bilateral
consultatlons are not covered by the Voluntary Agreement., There-
‘;‘fore, U.S. :companies do.not have:the antitrust protection with
e respect to: proprietary. 1nformatlon they may.convey ‘to the Secre-
'”tarlat durlng bilateral- consultatlons or for supply actlons they
may take in response to Secretarlat requests._ » i

Both the Justice Department‘and the FTC have expressed con-
cern about the antitrust consequences of the ‘Secretariat's use of
bilateral consultations to request supply actions; however,
neither. agency'has -found' that U.S. companies have taken, supply
+ sactions dn, response to Secretariat requests. . The companies:have

- -stated. that the: purpose. of bilateral: consultations should be to
enable the companies:to clarify different situations: for the Sec-
J,retarlat, not to.obtain company agreement to.take particular sup-
ply actions. For example, bilateral consultations  between: the
Secretariat and individual companies in the past have prov1ded the
Secretariat:with assessments of oil: production in individual coun-
- tries, evaluations.of the Secretariat's Quarterly 0il:Forecast,
fprOJectlons of  petroleum supply and demand, reasons for tightness
in:0il markets, accuracy of Questionnaire- A and B’ data, and
- methodolog;calﬂproblemswwith the calculation of base period final
consumption. The U.S. Government: has:strongly discouraged Secret-
ariat use of bilateral, consultatlons to induce company supply
,actlons. ;- : » .

. . In part because of these U.s. concerns, the flex1ble stock ‘
pollcy ultimately adopted by the IEA:does not explicitly provide

- for bilateral.consultations between the: Secretariat and companies.
Instead, consultatlons on stock pollc1es are encouraged between

» l/DOE told us that such a guarantee w1ll not exlst after the expi-
ration of the Emergency Petroleum Allocation Act which is cur-
rently under review and is scheduled to expire on Sept. 30, 1981.
If there is not such a guarantee through Government-supervised
"fair sharing" among companies domestically in the United States
during an international energy emergency, we have serious reser-
vations whether any international petroleum-. allocatlon program,

" formal or 1nformal, can be effectlve.'
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governments and the, IEA Secretarlat and between governments and
qthelr 011 lndustrles.A

: 'Nevertheless, even if the: requests for 011 stock’ drawdowns
are made by the U.S. Government toan individual company rather
than by the Secretariat to the individual company, potential prob-
lems still remain. The desirability of U.S. Government oversight
“of U.S. cbmpanles management of their oil’ stocks durlng non-
>emergenc1es has not been affirmed by’ Congress.f‘In addltlon,'mech-
anisms should be built irito the" U.S. dec131onmakrng process ‘to
“minimize ‘anticompetitive: consequences of any ‘stock” drawdown or
"~ buildup requested by the U.S. Government. This’ ‘could be accom-
" plished by requ1r1ng advisory part1c1pat10n by the- Justlce ‘Depart-
ment and the FTC in’ the dec1510nmak1ng process.’ Moreover;*'if the
actions of the companies:are g01ng to continue to!be volu 'ry,
“protection. from antltrust sults appears useful in orderft assure‘
company cooperation., : - : -

Informal sharihg system
and U S. 1mp11catlons o

, Of the new 1n1t1at1ves of the IEA, ‘the informal sharing sys-
- tem has potentially the:greatest legal and- pollcy cohcerns for the
" United States, ranging from coverage under U.S. leglslatlon imple-
menting the IEP to antitrust concerns. Controversy starts with
whether the system is covered w1th1n U.s. domestlc leglslatlon
»1mplement1ng the IEP. S - : ; AR

. EPCA was enacted to lmplement U S. obllgatlons under the IEP
.on the assumption that international allocation of oil would'not
arise until the threshold oil shortage of 7 percentiwas’ reached.
The informal sharing system substantially changes:this obllga-
tion; imbalances are not limited to 7-pércent or" greater ‘oil sup-
ply shortfalls and international oil allocation has become an
instrument for restraining rapid’ spot market oil price increases
by correcting supply imbalances. It has the potential also for
supplantlng the use of the selectlve trlgger under the IEP.

Regardless of whether EPCA, as a matter of technlcal legal

' interpretation, c¢an or cannot-be construéed as- author1z1ng the
informal sharing system, such a 'system is a substantlally differ-
ent program from that presented to the Congress in 1974.

Among the particular concerns of the informal sharing system
that Congress should be aware of are antltrust 1ssues and the
impact on other domestlc 1eglslatlon.

Antltrust consxderatlons

If the Unlted States is to fulfill its pledge of "full sup—

- port in order to ensure the effective implementation" of the
informal sharing system, it must consider the domestic‘legal situ-
ation. Under existing domestic legislation, the U.S. Government
has viewed its authority to order international allocation supply
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actions’ by U. S.-companles as contlngent upon IEA s declarlng an
international energy emergency. Under the 1nformal sharing sys-
tem, however, there need not be a declaration of an international
energy emergency and the U.S. Government_must,use persuasion to
obtain U.S. company cooperation. This may not be sufficient to
induce U.S. companles to take very active roles. in the informal
sharlng system. Not only would such actions be contrary to their
economlc interests in some 1nstances but also the absence of anti-
trust protectlon would be a primary: legal 1mped1ment. ‘ :

‘At the safe tlme, the U. S. Government dec151onmak1ng process
should incorpérate procedures to'minimize’ anticompetitive con-
cerns associated with supply actions if the informal sharing sys-
tem were to be implemented.” It may be des1rable for the Justice

‘Department’ and the FTC‘to be - 1nvolved in 'these consultatlons to
‘minimize- (monltor ‘and explaln) potentlal adverse domestlc and
“international reactioris ‘associated with U.S." antltrust issues.

Other domest1C'leglslat1ve con51deratlons

: The 1nformal ‘sharing system may affect the prov1510ns of
other U.S. domestic legislation, 1nclud1ng the President's author-
ity under the EPCA to draw down the Strateglc Petroleum Reserve,

~-activate energy conservation contlngency plans, and invoke the

standby rationing authority. Also affected is the Pre51dent s

‘authority to- 1mplement the emergency energy conservation program

under the Emergency Energy Conservation Act and petroleum inven-
tory controls under the Emergency Petroleum Allocation Act.

“Furthermore, it affects the Export Administration Act's prov1s1on

authorizing exports of oil "to any country pursuant to the Inter-
national Emergency 0il Sharing Plan of the Internatlonal Energy

Agency.". Authority to activate all of these programs is presently

statutorily .expressed in terms of fulfilling U.S. obligations

~~under the. IEP.. If part1c1pat10n in the IEA informal sharing sys-
‘tem is considered an obligation of the United States under the

IEP, these U.S. domestic programs might be subject to activation
without reference to any particular 1nternatlonal 011 supply
shortfall threshold.

CONCLUSION

There may’ be a questlon as to whether the U.s. dec151on to
undertake IEA's new initiatives, particularly the informal sharing
system, is covered by existing legislative authority. The problem
may stem in part from the 1nterrelatlonsh1p of language of the IEpP
and EPCA. : :

Article 73 of -the IEP prov1des that:
"Thls Agreement may at any time be amended by the Gov-

erning Board, acting by unanimity. Such amendment shall
come into force in a manner determined by the Governing
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Board acting by unanlmlty and maklng provision .for Par-.
t1c1pat1ng Countrles to comply w1th thelr respecthe ;
constltutlonal procedures."‘ s .

’EPCA‘deflnes the IEP as the

"ok ok k Agreement on. an Internatlonal Energy Program,
~ signed by the Uniteéd States on, November 28, 1974,
”1nclud1ng (A) the annex entltled Emergency Reserves,
(B) any amendment to such Agreement which includes
another nation as a party to. such Agreement, and (C) any
Ltechnlcal or clerlcal .amendment to. .such. Agreement M

‘*Thus EPCA does not cover substant. _Nor nontechnlcal amend-
yments to the IEP. Amendmen's‘that require 1mplement1ng authorlty
. n"of the antltr,_t,or contract- defense:would requlre
,enactment of leglslatlon by ‘the Congress. U e

The new activities. of the IEA. were . 1n1t1ated merely by
approval of the" Governlng Board, because article 61 of the IEP
prov1des that the Governing Board by unanimous vote can‘impose on
wpart1c1pat1ng countries new obllgatlons ‘not - already specified in
the IEP. " This. avoids the requirement of. the IEP that amendments
‘prov1de for part1c1pat1ng countries to comply with- their respec~
tive " constltutlonal procedures. Therefore, to the iextent ‘that
vact1v1t1es are 1n1t1ated by Governing Board decision:rather than
‘IEP amendment, the 1nstances where U.S. congressional -approval
should be sought are less clear and are subject to disagreement,
An example is the 1nformal sharlng .system. ‘Chapters III-and IV
of the IEP spec1flcally prov1de for a formal international oil
~allocation system to be activated by .an IEA determination that a
7-or 12-percent selectlve or general oil shortfall exists. : Never-
‘theless, when part1c1pat1ng countries chose to institute the
”lnformal sharing system, desplte these provisions, the: Governlng
Board did not amend the IEP, it merely made a deCleon.»t

To some extent there may have been rellance on artlcle 22 of
the IEP, which provides thats o

"The Governihg Board may at any time decide by unanimity
to activate any appropriate emergency measures not pro-
vided for ln this Agreement, if the situation so
requlres. b R

Yet there is considerable opinion both within the U.S. Government
and among participating oil companies that formal international
0il allocation is specifically provided in the IEP to the exclu-
sion of alternative systems which have different threshold short-
falls. ©Under this reasoning, amendment of the IEP would be
essential to institute an informal sharing system. :
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AGENCY COMMENTS AND OUR EVALUATION
" Agency comments expressed cons1derable dlsagreement ‘and -con-
cern about our treatment of IEA's new activities, partlcularly

the: flex1b1e stock- pollcy and 1nformal sharlng system.

: The Department of Energy dlsputes that IEA countrles have
agreed to.a "system" of:flexible use of stocks in'a crisiss It
assertsethat'a-variety*of proposals have been made over the past

6 months- but that each suffers. from serious shortcomings and the
prospect for an 'IEA agreement o any such gystem’remains unlikely.
DOE does state that the fundamental idea of these proposals is to
establish an arrangement or mechanism-whereby stocks would be
used' in an” agreedror coordlnated manner ‘by ‘IEA: countrles.- It also
acknowledges that in December' ‘the mlnlsters dld ‘agree  to encourage
‘pa stoék draw in the 'first: quarter ‘of 1981 ‘as one of several’ ‘ad hoc
measures: for ‘dealing w1th any temporary oil supply .shortage.’ arls—
ing from the Iraq/Iran war; however, this "decision" does not re-
‘fpresent agreement" on flex1ble use of stocks.‘“%”»'

In the off1c1al Governlng Board meetlng of October l, 1980,
the IEA ‘member countries agreed to take the following measures,
which were confirmed at the ministerial level on December 9 and
extended through the flrst quarter of 1981.

‘ux--"Urglng and guldlng both prlvate and publlc market
: participants to refrain from any abnormal purchasesv‘
on the spot market-f‘

R . .

——"In accordance w1th the decision taken by Ministers in
"May 1980 on stock policies, immediate consultations
by member countries with oil companies to carry out:
‘the pollcy that ‘in-the fourth- quarter there will be a-
group stock draw suff1c1ent to balance supply and ’
demand, - taklng into account whatever addltlonal pro-
ductlon 1s avallable to the” group, e : :

-="To this end, actlve consultatlon between governments
of the IEA to ensure consistent and -fair 1mplementa—
tion of these measures taking account of market
structures in individual countries, and to adjust
for 1mbalances whlch mlght occur: 1n partlcular situ-

: atlons- '

---"Relnforcement of conservatlon and fuel substitution
measures which are already contrlbutlng to lower
demand for oil. :

If this d4id not rise to a "system" of flexible use of stocks, it
at least constituted an: agreement on procedures for coordlnated
management of -stocks to prevent upward price pressures on the oil
market. Accordlngly, we do not agree w1th DOE concernlng these
activities.
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DOE also states that we mistakenly describe the IEA minis-
ters~December 9, 1980, decision concerning,correctionaof‘imbalan-
ces-as a "simplified sharing system.‘ .We were . .aware-that the
term “"simplified sharing system" had been applied to proposals
advanced by the IEA Secretariat involving a new, somewhat automa-
tic sharing system for supply:shortfalls that-did not reach the
formal -7-percent trigger level. However, the purpose of the
December 9 decision was the same, it merely -differed.in the degree
of its flexibility . Nevertheless, we have limited its- characteri—
uzatlon in «this- report tO - "1nformal sharing system.”, e
L DOE also states, however, that the IEA has not adopted an
informal - sharing ‘system-and the.United: States does not support
.one. The December decision. was de51gned merely as: ~a; temporary
‘response.in ‘méeting. initial oil-supply . shortfalls resulting from
. the. Iraq/Iran*war, which certain IEA countries bore more heavily
than others. The. ministerial decision.did not .represent estab- _
lishment of any formal mechanism for sharing 011 supplies: outs1de
the IEA's ex1sting Emergency Sharing System but rather a flex1ble'
response and an informal process in which national governments
retained full discretion and responSLbility for any- action that
‘was required BN . ST AU P S

The Department of State, although conceding that the IEA did
undertake coordinated efforts to resolve specific.oil supply dif-.
ficulties and did. urge companies to:draw down stocks,to balance
the market, indicates that these efforts wereiuniquekto and on
behalf of Turkey only. U.S. actions were guided by U.S. recogni-
tion of the .vital importance. of Turkey as a NATQ ally, and there
is no formal IEA system for dealing with such situations. State
adds that IEA. countries, have under study whether IEA. policies
should be. adopted on flex1ble stocks or 51mplified systems for
_ mitigating country-spe01f1c supply 1mbalances.‘wThis_study is part

of an overall review of the adequacy of the IEA emergency pre-
paredness program, a .review mandated by  the IEA charter. In addi-
tion, State comments that it is not accurate to characterize
flexible stock policies and informal sharing as activey ex1st1ng
parts of the IEA .program and that there is no ‘automatic U.S.
: obligation to. part1c1pate 1n 1nformal sharing. ~

in contrast to DOE and State comments, the other comments we
received seem to accept the existence and nature of: the IEA
informal sharing system. For example, the IEA Executive Director
concedes that the system existed but that it has been overtaken
by a process of establishing standby measures to improve pre-
paredness, which are referred to in the communique issued by the
IEA energy ministers on June 15, 198l1. 1In testimony before a U.S.
Senate Governmental Affairs Subcommittee on July 14, 1981, the
IEA Executive Director speCifically stated that these standby
measures included "use of stocks" and "dealing with supply.
imbalances among IEA members, so as to avoid pulling the. selec-
tive trigger under the IEP wherever possible." .
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' He further testified7thét::

“WThe IEA is- presently reéviewing the experience over the
last two years to try to refine and improve the tools '
that can be’ 1ntroduced 'speedily and effectlvely in order
to prevent price rises during periods [of precrlsls]
«-% % % Secondly, the U.S. should continue to work in a
;ycooperatlve manner with other IEA countries to prepare
Zfeffectlve means for coordlnatlng ‘actions during times of
-pre=crisis. -*The work in this area is far from finished.
‘Actlve and supportlve U. S actlons are crltlcal.‘* ¥k

R
ts

51The U.S. Mlss1on ‘to the ‘IEA in Parls ‘states" that 51nce the
IEA Emergency Sharlng ‘System was '’ ‘not "’ des1gned for ‘use- except in
severeé' ‘disruptions’ (7-percent shortfall or more) flessAformal

'fﬁﬂoptlons for possible 'use in‘a subCrisis: have ‘been ‘considered.

Both the flexible stock policy-and system for: rectlfylng 1mbal-,
ances are ad hoc responses to specific market circumstances, and
they have not- been adopted by the IEA on’ a permanent basis. In
“‘addition, "thé system we described as the "simplified sharlng sys-
,tem"mls not intended to’ supplant ‘the 'selective- trlgger but to be
used as a possiblealternative approach when the selectlve trigger
would be a clumsy answer to a relatively small and localized sup—
ply shortfall.

- The FTC “in its Aprll 1981 semlannual report on’ IEA monitor-
ing- exp11c1tly calls the’ December 9 1nventory-balanc1ng plan an
"allocation scheme," and one’' ‘which is not within the scope of the
IEP's allocation and information provisions as defined in EPCA.
Since the 1nventory-balanc1ng plan would occur without a finding
of a 7-percdent shortfall and without use of the" sharlng formula,
" demand  restraint ‘measures;, or' inventory drawdown requirements as

found' in the formal allocation system, the FTC concluded that the
santltrust defense could not be properly applled to such a plan.v

Justice expllc1tly ‘states that, in prov1d1ng a clearance for
individual oil company consultations with the Secretariat pursu-
‘ant to the December 9 Governing Board decision, the U.S. Govern-
mert informed the U.S. oil companles that they would not have a
section 252 antltrust defense for any supply actions taken pursu-
ant to their consultatlons with the Secretarlat or ‘discussions
with governments. “However, Justice thinks’'it is an overstatement
for the report to state that a new U.S. IEA policy supportlng less
than 7-percent sharing has emerged and to imply that U.S. and for-
eign multinational oil companies are becoming the loglstlcal arm
of the IEA and individual member governments.

The chairman of the Industry Adv1sory Board does not dispute
that the IEA adopted oil stock management and informal sharing
systems, but he does not believe they were implemented. He states
that U.S. companies might incur 51gn1f1cant risks under present
U.S. law if they should part1c1pate 1n 1mplementatlon of either
of these proposals.
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We cannot agree with DOE that the IEA did not adopt an infor-
mal sharing system and that the United States did not support it,
The December 9, 1980, Governing Board decision was in substantial
part the proposal of the U.S. Government. Internal DOE :memoranda
circulated before the December ministerial meeting expllc1tly
referred to the proposal as an 1nformal sharlng system. . In addi-
tion, regardless of whether one characterlzes it as an inventory-
balancing system or an 1nformal ~sharing system, the substance of
the program is 1mportant, not the name. As the. FTC stated, inven-
tory balancing was an allocation scheme ou¢s1de the formal sharing
system, regardless of 1ts name, resultlng in 1nformal sharlng of
o0il supplies. Moreover, it is somewhat misleading to overempha-
size the 1nforma11ty of the system., , The system did provide for

"mathematlcal comparison of .country supply pos1tlons with: base

KR

perlod flnal consumptlon to measure 1mbalances, although the .
Executive Dlrector of IEA had con51derable dlscretlon as to what
constltuted a serlous 011 supply 1mba1ance. : : :

However, we agree w1th DOE and the U S Mlss1on to the IEA

dvthat the system was de51gned as a temporary response, and we agree

with State that it is not now an active, ex1st1ng part of the IEA
program. ‘The December 9 Governlng Board de01s1on explicitly

‘_stated that.

"This decision is made in order to moderate potentlal
market pressures during the first quarter of 1981, - If
1mbalances caused by supply . dlsruptlons prevall beyond‘;
,that period, the Governing Board may continue it, or
keep 1t available for future use if necessary."

As the Executive D1rector of the IEA commented, the system was
overtaken by events,. prlmarlly the substantial supply of oil on

~ the 1nternat10nal market which allev1ated the concern over imbal-

ances and the program thus was not extended beyond the flrst quar-
ter of 1981. Whether it will be activated in the future, either
alone or in conjunction with other measures, is not clear.

We cannot agree with State that the December °] dec1s1on was

‘unique to and on behalf of Turkey only. An unpublicized annex to

the October 1, 1981, agreement on measures indicates: that at least
seven IEA countries were substantlally affected by the Iraqgi sup-

ply cutoff. Moreover, the words of the- December 9 decision in no

way limit its application to a single country. We set forth the
whole of the decision here so that its prov1s1ons can be  seen in
context.

"THE GOVERNING BOARD DECIDES THAT:

"The International Energy. Agency w1ll apply the follow-
ing measures for the purpose of correcting serious oil
supply imbalances which may arise between countries or
companies as a result of the Iraq/Iran supply. dlsrup—
tion, with effect from 9th December 1980. ,
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";. PURPOSE

The purpose of thls de0151on is’ to correct seri-
ous imbalances which remain despite national efforts
to correct internal imbalances and which are likely to
result in undue market pressures on price,” rather than
to correct every imbalance which could-arise.

"2. DATA BASE '

The Secretarlat w111 continue to recelve, proc-

L ess and analyse Questionnaires A and B on a monthly

basis for the duration of the Iraq/Iran petroleum sup-
ply dlsruptlon. Data will also be prov1ded on stocks

"atiseain’ Questlonnalre A for forward: months and in

Questionnaire B for: non-reportlng companles for cur-
rent and forward months.f R

"3. BASIS FOR MEASURING IMBALANCES

Country supply ‘positions will be compared against
a“theoretical supply determined by dlstrlbutlng total

il expected to"be available to the group among coun-

tries in’proportion to'théir base period final
consumption, taking into account also their real

' requirements on a current-'basis, as estimated by the
Secretarlat 1n consultatlon with countrles concerned.

"4,, COUNTRY IMBALANCES

F‘(A) Thls dec151on will be applled to correct
imbalances described in paragraph 1 above, for
"example when a given country:.

—-suffers a relatively severe loss of overall oil
~supply (or of major oil products), unless stocks
are high enough to compensate.

~--falls to dieproportionate and potentially
dangerous stock levels.

(B) At the request of a member country, or on
his own initiative, .the Executive Director will
identify major imbalances which seem likely to
result in market pressures, taking into account
stock changes resulting from implementation of
the measures agreed by the Governing Board in
October 1980, as well as changes in demand for
such reasons as economic growth, weather, changes
in energy structure, etc. :

(C) In such cases the Secretariat will consult
with the countries concerned as to its assessment
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and as to the measures required to correct the
imbalance, and will promptly notify and dlscuss
the ‘situation with all delegatlons. o

(D) The Secretarlat w1ll also consult with indi-
vidual companies in. assess1ng the seriousness of
1mbalance situations and in. flndlng possible
solutions.

(E) The Secretariat may also request govern-
ments to consult w1th companies operating in
thelr jurlsdlctlons w1th results communlcated to
the Secretarlat. o B

(F)igThe Executlve Dlrector, taklng all such con-
sultatlons 1nto account, will 1dent1fy pOSSlble
measures and sources from wh1ch the amounts of
0il necessary to correct the 1mbalance ‘might be
provided. .. . .. « Ly KR _

(G) The measures, - amounts and possible .sources
so identified will be proposed by: the Secretariat
to.. the governments of. countries concerned for
‘approprlate action:--as a matter of urgency.

"5, COMPANY IMBALANCES SR

(A) In case serious 1mba1ances arise between
companies within a given country as a conse-
quence of the Iraq/Iran supply disruptions, the
-.government of the country concerned will make
-every effort it considers necessary to encourage
companies. to refrain from actions which increase
pressures on prlce.

(B) If governments con51der that the1r indi-
vidual efforts could be supplemented by inter-
national action, they may br1ng the matter to the
Governing Board.

(C) 1In case serious imbalances arise between
companies on an international basis going beyond
any one country's jurisdiction, the matter can
also be brought to the attention of the Govern-
ing Board and of the governments concerned so
that they can 1dent1fy solutlons.

(D) The Secretarlat will supply aggregated data

and assist generally in the analysis of such
situations. o
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"6, GOVERNMENT SUPPORT N

Each government will prov1de 1ts full support in
order to ensure thé effective implemeéntation of this
decision. : :

#"7. DURATION

- Thig'decision 'i's made in’ order to moderate poten-
' t1al ‘market--pressures- durlng the:-first' quarter of 1981,
.If imbalances caused by supply- dlsruptlons prevail
beyond that period, the Governlng Board may continue
lt, or keep 1t avallable for future use 1f necessary

L "8.. LEGAL ASPECTS

Governments agree to look 1nto aspects of thelr
legal situation which relate to the 1mplementat10n of
this de0151on, with a view to 1mprov1ng 1ts effl-’
ciency and effectiveness. ‘ :

In“the final analyéis}ﬁwe‘belieVeLthat it'is somewhat beside
the point for DOE to state that national governments retained full
discretion and responsibility for any action that was required
under the informal ‘sHaring system. It is similarly'béside the
point for State to comment that there was no autdmatic U.S. obli-
gation to participate in informal sharing. 'The December 9
decision provides that measures identified by the Secretariat to
alleviate imbalances were to be proposed to the governments of
countries concerned "for appropriate action as a matter of

urgency." Each government participating in the December 9 Govern-

ing Board decision agreed to provide "its full support in order to
ensure the effective implementation of this decision." In addi-
tion, "Governments agreed to look into aspects of their legal
situation which relate to the implementation of this decision,
with a view to improving its efficiency and effectiveness." The
latter seems particularly addressed to the United States, for it
.was known that U.S. oil companies would not fully participate in
the informal sharing system without the protection of an antitrust
defense, which would require an amendment of EPCA. These were
commitments by the U.S. Government in the December 9 Governing
Board decision to ensure the effective implementation of the sys-
tem.

107



APPENDIX I

LIST OF GAO REPORTS DEALING WITH THE

INTERNATIONAL ENERGY AGENCY

U.S. 0il Companies' Involvement In The International
Energy Program (HRD-77-154), Oct. 21, 1977 .

:‘More Attention Should Be Paid To Making The U.S. Less
Vulnerable. To Forelgn 0il Price- & Supply Decisions

U, S Energy Conservatlon Could Beneflt From Experlences
Of Other Countries (ID-78-4), Jan. lO 1978

) T ,/ '{./,‘“>
The United States and Internatlonal Energy Issues (EMD-
78- 105), Dec.‘18 1978 ST e

Analys1s Of The Energy And Economlc Effects Of The Iran-
ian 0il Shortfall (EMD-79-38), Mar. 5, 1979

Factors Influencing The Size Of.The U. S. Strategic..~
Petroleum Reserve (ID 79=8), ‘June 15, 1979 :

Iranlan Oll Cutoff Reduced Petroleum Supplles And

Inadequate U.S. Government Response (EMD 79- 97),‘»~
Sept. 13, 1979 . . - : : .
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APPENDIX II

¢ . FINANCIAL’ PARTICIPATION

© s 0o UIN THE IEA (note d)

'Couptixl‘““tﬁ' S Percent of Contrlbutlens
Aﬁetfelia If ‘H‘ tn - 2. eq_
A;stria o - 'M:‘\iev l.2hewt

| Belgiam s o B T AT

Canada '. » - - 5.19

Denmark

Greec?; v‘~' | ;;f twe;i‘f el R W Q 71 }$e
Iteiena PR o v-}”*.vv"~“‘ o 26
Taly B “‘519'9‘_;1.'
&apanFW:v SR T e ';2049§t:5
‘;7Puxémbourg*‘».”;; A = 0.10
Netherlahdsv‘v t | '~Vl:{-éb95£~
~ New Zealand- - - 0u42
,“Norway f’;te. : "e'k t. ;;:;6392,
Portuéal ~”]ftrv4 B ! fﬁr‘gt;ofélt"'””j"'

Spain : 3.45

Sweden' .~ 210
Sw1tzer1and ST ' S 1.99
Turkey o | = 1.19

Unlted Klngdom ' : ‘ SN 1 6.84

Unlted States | j - 25.00 ' -

100.00

a/These are 1981 assessments which, except:for the U.S.
" ‘contribution (which is fixed at 25 percent), change
according to relative changes in gross national product.
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11.

APPENDIX III

ANTITRUST: SAFEGUARDS IN THE

ENERGYvPOLICY;ANDvCONSERVATION ACT

Industry advisory meetings must be preceded by timely and

adequate notlce with' 1dent1f1catlon of the agenda.

No meetlngs may be held unless a regular full tlme Federal
employee is present. -

A full and complete record, and where practicable a verbatlm
transcrlpt, shall be kept of any meeting held.

A full and complete record shall be kept of any communica-
tion made, between or among partlclpants or potential par-
ticipants, to develop or carry out a voluntary agreement or
plan of action. : S :

The transcript or record must be dep051ted with the Depart-
ment of Energy and shall be available to the Attorney
General and the Federal Trade Commission.

Records or. transcripts are available to the public, subject
to withholding of portions necessary to protect the defense
or foreign policy of the Unlted States or trade: secrets.

Representatlves of commlttees of Congress may attend meet-
ings and have access to any transcripts, records, and agree-
ments kept or made. : ; S

The Attorney General and the Federal Trade Commission are
directed to participate from the beginning in the develop-
ment of the voluntary agreement, and to propose. alterna-
tives which would avoid or overcome, to the greatest extent
practlcable, possible anticompetitive effects.while achiev-
ing substantially the purposes of the International Energy
Program.

A voluntary agreement or plan of action may not be carried
out unless approved by the Attorney General after consulta-
tion with the Federal Trade Commission.

The Attorney General shall have the right to review, amend,
modify, disapprove, or revoke, on his own motion or upon
request of the Federal Trade Commission or .any interested
person, any voluntary agreement or plan of action at any
time, and, if revoked, thereby withdraw prospectively any
immunity which may be conferred by subsection (£) or (k)
of section 252 of the Act.

Any voluntary agreement or plan of action. shall be avail-

able for public inspection. .and copylng, subject to. classi-
fication exceptions. N - i e
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APPENDIX TIII

Any action taken pursuant. to a voluntary agreement or plan

of actlon shall be reported to the Attorney General and the

Federal Trade Comm1ss10n pursuant to. thelr regulatlons.

‘A plan of action’ may not ‘be approved by the Attorney Gen-

eral unless such plan (A) describes the types of substan-
tive actions. which may be taken under the plan, . and (B) is

ST as’ spec1f1c in its’ descrlptlon of proposed substantive

],actlons as 1s reasonable in light of known circumstances.

The Attorney General and the Federal Trade Comm1ss1on shall

",monltor ‘the’ developlng and carrying . out of voluntary agree-
”f“ments and’ plans of actlon in order. to promote competition

‘and to prevent antlcompetltlve practlces and effects, while

";achlev1ng substantlally the purposes of the Act.’

s

16.
R plans of action shall maintain. these records, to which the i
Attorney General and the Federal Trade Commission shall have |

17.

18.

19.

‘plans of actlon.

The ' Attorney General shall promulgate rules concernlng the
maintenance of necessary and appropriate records related to
the development and carrylng out of. Voluntary agreements and

Persons developlng or carrylng out voluntary agreements and ‘ 1
access and the right to copy at reasonable times and upon

reasonable notice.

An antitrust defense is available to a person in any anti-
trust civil or criminal action only if

(A) such actions were taken--

(1) in the course of developing a voluntary agreement
or plan of action, or

(2) to carry out an authorized and approved voluntary
agreement or plan of action and

(B) such person complied with the requirements and rules
under section 252 of the Act.

The statutory antitrust defense is not available if the
actions were taken for the purpose of injuring competition.

Persons interposing the statutory antitrust defense have

the burden of proof and must demonstrate that the actions
were specified in, or within the reasonable contemplation
of, an approved plan of action, except that the burden shall
be on the person against whom the defense is asserted with
respect to whether the actlons were taken for the purpose of
injuring competition.
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o

iThe Attorney General and. the Federal Trade Comm1ss1on shall
“each submit to the Congress and to the Pres1dent, at least

onceé every six months, a réport on’ the 1mpact ‘dn competi-
tion and on small buslness of actlons authorlzed by sectlon

,252 of the Act.

Proprletary or confldentlal 1nformat10n in a dlsaggregated

’form, such that the supplylng entlty could be identified,
‘may not be submitted to the International Energy Agency

unless the Pre81dent, after hearlng, certifies that the IEA .

'“]has adopted and 'is’ 1mplement1ng s'ourlty measures which

'}“for data.

22,

fassure that such’ lnformatlon w1114
7. or its: employees to any person”g
‘out hav1ng been aggregated, accumula

t be dlsclo"d by the
’ ‘ntry with-

reported in ‘such”manner as to av01d 1dent1f‘
person from whom the Unlted States obtalneT

ation of any :
tl e 1nformat10nr

UL

If the Pre51dent determlnes that the transmlttal of certain
data or information to the IEA would prejudlce competltlon
vlolate the antltrust laws, or be 1ncon51stent ‘with United

- States. national" securlty 1nterests, he’ may requlre that the

data or lnformatlon not be transmltted.‘

b

bR L

112



‘Mr. J. Dexter Peach
-Energy and Minerals Division

- 'U.S. General" Accountlng Offlce -
~Wash1ngton, D C. 20548 e

APPENDIX IV

Department of Energy |
Washmgton D. C 20585

JUL -8 1981

Dear Mr..Peach-?

The Department of Energy apprec1ates the opportunlty to

-_rev1ew and comment oni‘the GAO draft report entltled.f’
'"Assessment of u. s. Part1c1pat10n in the Internatlonal

Energy Agency s Operatlons and Management" (ID—81 38)

The draft report” contains a number of factual mlstakes ‘
and. descrlptlve 1nadequac1es which could lead to erroneous
judgments concerning the operation‘of the International
Energy Agency (IEA) and U.S. part1c1pat10n thereini Since
numerous comments’ on specific’ p01nts have been:transmitted
to your: ‘staff, this letter will’ address certaln broader

clssues ralsed by the report.‘

l

The draft report repeatedly confuses the December 9 1980,
decision of the IEA Ministers concerning correction of"
imbalances with; and mlstakenly'descrlbes it as, a "sim-

plified sharing’ system" to be utilized in the event of

supply shortfalls that do not reach'the formal 7 percent

‘trigger  level. "Simplified sharing system is a“term
applied to proposals which some time ago were advanced by

the IEA Secretariat, calllng for a new, somewhat automatic
IEA .sharing system for use prior:to activation of the -

~ existing emergency sharing system. ‘The IEA has not adopted

an informal sharing system, and the United States does not
support one. The December decision was designed as a tem-
porary response to a request by certain IEA member govern-
ments for assistance in meeting initial oil supply short-
falls resulting from the Iran/Irag war. Given the nature

of the Iragi export facilities, certain IEA countries bore
the heaviest burden of the shortfall. The Ministerial deci-
sion did not represent establishment of any formal mechanism
for sharing '0oil supplies outside the IEA's existing emergency
sharing system which can be triggered by a 7 percent oil
supply shortfall. The December decision represented a
flexible response and an informal process in which national
governments retained full discretion about . and responsibility
for any action that was required.
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The report also indicates the IEA countries have agr ed ‘0 a
system of flexible use of stocks in a crisis. This is not
the case. It is true that a variety of proposals have been
made over the past 6 months on this concept. . The fundamental
idea is to establish an arrangement or mechanism whereby
stocks would be used in an agreed or coordinated manner by
IEA countries. Since each of these proposals suffers from
serious shortcomings, the prospect for an IEA agreement on
any such system remains unlikely. R

In December, Ministers did agree to encourage a stock draw
in the first quarter of 1981 as one .of several. -ad- hoc.«
measures. to deal with any temporary oil supply shortage
arising from the Iran/Iraq war. This de0151on, however,
does . not represent agreement ‘on flex1ble ‘use of stocks.

In addltion, the report relies heav1ly on . 0%
‘document: prepared. by staff of DOE's Economichegulatory
Admlnistration on the results of the third test of the:IEA's
emergency sharlng system. The GAO report contains an.

. incomplete.description of the comments: on, the report and
1ncorrectly implies that it reflects a- Departmental position.
While many of the comments in the ERA'report accurately _
reflect problems that . arose: durlng the test, the conclusions
are not fully consistent with the. .report's: findings. and do
not take cognizance of DOE actions to: resolve. the problems
that arose. The United States has moved within the IEA

-to deal with the issue: of trade discrepancles and. to:

address problems connected with pricing. +<DOE is. particl—
pating in interagency deliberation to. .review the existing
antitrust procedures.  As an agency, therefore; DOE does not
‘accept the assertion. made in the draft report that the.
problems 1dent1f1ed are serious. enough to make the emergency
.sharing system unworkable. : . L

'DOE apprec1ates the opportunity to: comment'on this“draft
report both informally-and .in writing .and trusts that GAO
will consider these comments in. preparing the final report.

/&m

william’s. Heffelfinger
Assistant Secretary:
Management and Administration

| Since'ely,
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U.S. Department of Justice

JUN 25 198‘ oo ' o ‘f . , [ : Wa:hington;‘.b.d‘32053a

Mr. W1111am Jo Anderson : L y PR SR , L

D'IY'ECtOY‘ P FE e T HOL S OIS R S T PR S AP
. General. Government D1v1s1on SRR v R SR P
United States General Account1ng Off1ce Soel it e ey
wash1ngton, D C. 20548 ‘ B

?Dear Mr. Anderson

Th1s 1etter is. in response to your request to the Attorney Genera] for
‘the comments- of .the Department of Justice (Department) on your draft =
report entitled “Assessment of U.S. Part1c1pat1on in the Internat1ona1 =
Energy Agency s 0perat1ons and Management.»:W,‘wf “

‘Before addreSSIng the more re]evant 1ssues of the report a. few prefatory
comments are in order.: First; since much of the.report deals with matters -
for which: the Department. has no.direct responsibility or in.which it.is . . .
involved:only peripherally, we defer:to the Departments .of. State (State) -~
and Energy (DOE) for comments on. those matters. Our comments:are addressed
in particular to Chapter 7 entitled “U.S. Antitrust Management," and to
other references in:the report to antitrust monitoring and/or.the interface
of the oil industry with various bodiés of ‘the International Energy: “Agency -
(IEA). Second, we express no agreement, disagreement or other comment
on arguments, opvnions, or conclusions expressed by the General Accounting
Office (GAO) in its report, except where they ‘are:based on stated facts
vwhich we suggest are 1naccurate or sign1f1cant1y 1ncomp1ete._/.

1. The first sect1on of the report that. raises ser1ous quest1ons is the
discussion on page 48 of the evaluation by DOE's Energy Regulatory (now p. 31)
Administration; (ERA) of the 1980 test of the IEA:Emergency 0il Alloca-
tion System. . The: report quotes without comment or qualification an ERA
statement that "The U.S. Government's current antitrust approach: toward
U.S. involvement in the IEA . . . appears to be insensitive to:the need
. for effective,:cooperative working relationships between the Government
and industry." It is not clear what ERA intended by this language as your
report does not elaborate -on the comment, nor has ERA ever made any -
suggestions to this Department on the matter. It should be noted that '
the Congress, by enacting Section 252 of the Energy Policy and Conservation
Act (EPCA), 42 U.S.C. §6272, has provided U.S. 0il companies an antitrust
defense for activities in connection with the preparation, testing, or
carrying out of the IEA Emergency 0il Allocation System. The provisions

Y In addition, the report contains a number of minor factual inaccuracies |
and inappropriate descriptive terms which Department attorneys assigned to -
IEA matters have already discussed with your staff. _
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of Section 252 of EPCA and the Voluntary Agreemznt and Plan of Action to -
Implement the International Energy Program {Voluntary Agreement) which

was drafted pursuant to its requirements, along with certain DOE record-
keeping regulations which Congress also required be promuigated, establish
the parameters which this Department must and does observe in carry1ng

out its statutorily required monitoring activities. Thus, it is unfair

to state, without some further specific elaboration, that the antitrust
authorities are "insensitive to the need for effective, cooperative

working relationships between the Government and industry." We note

further that the IEA Secretariat/Industry Supply Advisory Group ((ISAG)
appraisal of the 1980 test, mentioned on page 49 of your report, concluded (now
in general that the antltrust clearances and monitoring did: not s1gn1f1- : 32)
cantly impair the operat1ons of the oil sharing system.’ f T o p

2. In its discussion on_ pages 113-116 of “the new U. S. IEA pol1cy that . (now pp.
emerged in 1979:" the report appears to assume that our Government:supports 77 & 72)
specific proposals calling for a simplified sharing system that operates ‘
below the seven percent’level.  We are not aware that the U.S.- Government

has made any decision. to support various proposals to. that effect which"

have been advanced by the Secretariat.’ Adm1tted1y, an IEA Govern1ng =

Board Decision implemented in December 1980 andin‘effect through March -
1981 did provide for individual company consultations with the IEA Secre-
vtariatdabOutxcountryasupplyﬁimbalances»duringfthe’unsettied5011 market

caused by ‘the Iraq/Iran war. That Decision also provided that possible . -
actions needed to' remedy country imbalances: ‘were not.to be mentioned. by :

the Secretariat :to ‘companies, but only. to individual IEA member: governments e
which would then make. their-own judgments:-on the Secretariat's suggestions.

The U.S. ‘Government, in providing a clearance.for individual oil:company .
consultations with the“Secretariat-pursuant ‘to the-Governing Board Decision,-
informed.U.S. 0il1 companies ‘that they would not have:a Section 252:-antitrust
defense for any supply actions taken.pursuant to their consultations with
the Secretariat or discussions with governments:. Thus, we think it is an
overstatement for the report to state that:a new U.S. IEA policy supporting
less than seven percent sharing:-has ‘emergedzand to- imply on page 114 . -

that U.S. and foreign multinational oil companies are becoming the

log1st1cal am of the IEA and Jindividual. member governments.

3. Chapter a1 of the report wh1ch deals w1th u.sS. ant1trust management,
. makes an admirable attempt to pull together some difficult concepts, but
in places it becomes too abstract.. We note, for examp]e, the section ..
beginning.on page 119 entitled "Monitoring Structure.” Unlike the similar (now
section in-Chapter 6:dealing with the responsibilities of State and DOE: - p.74)
in connection with substantive aspects of “IEA activities, this section
does not describe the organization and the respons1b111t1es of the units
in Justice and the Federal Trade Commission (FTC) involved in IEA mon1t0r1ng.
It might be useful if your report contained such a descr1pt1on along
with an indication of the considerable resources that each agency devotes
to its mon1tor1ng funct1on. SR , g

4, The section dea11ng w1th "C]earances," beg1nn1ng at page 120 does (now
not provide sufficient introductory background information to enab]e p.75)
readers to fully understand the discussion. In particular, clearances '
to submit data, clearances for bilateral discussions with the IEA, and
clearances for group consultations should be more clearly distinguished..
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For example, 1t 1s stated at the bottom of page 120 that c1earances for ““( ow p.76)
industry to exchange information have been-granted when an imminent ‘emergency

has been perceived, but the text does not make clear that’ these clearances .

are only in:the context of group consultations by the Industry Adv1sory

Board ‘at' meetings with the Secretariat or the TEA's Standing Group on

Emergency Questions which: are monitored by antitrust author1t1es. On !

page 122, in the context of ‘¢learances to submit data, the report. states (now p.77)
that “llttle data has been shared among thé ‘companies that has not been

aggregated to prevent identification by company." In fact, under such
‘ ‘clearances,‘ng data is shared ‘among the companies and no- data'1$’revea]ed
by the. IEA:Secretariat, the recipient of the’ data,’ which’ has* no"been

aggregated: to: prevent 1dent1f1cat1on by company.; Flnally' the”'ec‘ ‘
..does-~notimention the large: volume of -comminications and-col
by companies: ‘with: the: Secretariat since 1975 for. wh1c““no { nc o
.were necessary because they d1d not 1nvo]ve d1scuss1on”of conf1dent1a1
,1nformat1on.

5. Our most lmportant concern w1th the report is. re]ated to the d1scuss1on

beginning ‘on page “125- which questions whether Justice should have authorlty (now p 79)

“to supersede a determination" by State and DOE concerning the existence
of an actual or-imminent ‘international:oil supply emergency for' purposes
of deciding whether the U.S. Government should grant”a clearance perm1tt1ng
U.S. 0il companies to submit. company confidential Questiopnaire A"(QA)’
data to the 'IEA Secretariat. The report thus implies that this Department «
did just that when it refused to concur in the clearance for submission
of QA data in June 1980.~ Th1s is not an accurate character1zat1on of

. what occurred. : : v

This Department s dec1sion not to .concur-in cont1nued subm1ss1ons of QA
information to the Secretariat is explained at length on pages 39-42 of
the Eighth Report of the Attorney General Pursuant to the Energy Policy.
-and Conservation Act. - To’summarize, Se -of ‘the Voluntary Agreement,
- . which governs:participation by U.S. 0il companies in IEA act1v1t1es,‘;/“1=
.bars provision and" exchange -of confidential: ‘and propr1etary informat1on
and data without express advance approval by DOE and Justice after each
has consulted with State and the FTC, respectively. QA submissions do
contain confidential and proprietary oil company information and thus
need a clearance to be submitted by U.S. oil compan1es to the Secretariat
if the Section 252 antitrust defense is to apply. ' For over e1ghteen '
months after-the Iranian Revolution in late 1978, this Department had
concurred in clearances for U.S. oil companies to submit QA data to the
Secretariat because of the clear:potential emergency in ‘the international
0il market. The International Energy Program (1EP) envisions ‘the subm1s-
sion of QA data’ only after an emergency has been triggered, or, by extension,
when a potential emergency exists-which justifies industry consultation = -
with the. IEA Secretariat under Article 19.6 for the purpose of determining
whether a general or selective emergency trigger needs to'be pulled. In
April 1980, the Department cleared the extension of QA submissions through
June 1980, but cautioned the Secretariat that the previous potential
gmergency appearﬁd to be receding andhthat further renewals would not
e warranted without a satisfactory showing of an existing or" impending
international oi] supply emergency as def1ned in the IEP.

117

A = RO ey - e



APPENDIX V
-4-

In late June 1980, the Department received a further informal request

from DOE o concur in a renewal of the clearance through the end of

1980. Neiiher State nor DOE made any determination that an actual or
imminent supply emergency existed. This Department did independently
examine the international oil market--based on much of the same: 1nforma- o
tion available to the other agencies and using.our -own substantial - .
expertise-and ‘concluded that the then existing situation did-not warrant -
a credible concern. that an oil crisis existed or was :impending. . Never- .
theless; we 1nformed DOE, and’ through it State and the IEA Secretar1at,

that Just1ce would cons1der any -additional information which tended: to

show that a supply. emergency was. 1mpend1ng.; Thereafter . however, no .

; add1t1onal 1nfonnat1on was. subm1tted. e o ;uf R f*

oo

As the language on, page 124 of your report makes clean, the IEA Secretar1a :0
State and. Energy. supported.an extension. of. the clearance: for:QA:submissions . p. 78)
in June 1980 because of what they regarded as-continuing uncertainties. in: the
1nternat1ona1 ‘01 market.=_Th1s did not meet the standard for QA. subm15510ns
prev1ous]yxag‘, h “all the concerned U.S. agencies. ' Article 19:6. - v
does not. env1s1on.that¢mere ‘uncertainties in the: oil: market; ‘which:can:
be found to exist at almost any time, can justify the provision and: . it
exchange of raw company spec1f1c supply data on a cont1nu1ng bas1sh_

There were several add1t10nal factors whlch contr1buted to the Department g
decision not to concur in a further clearance. It-was clear from the‘Secre-‘
tariat's comments at varlous 'TEA meetings that.it. wanted.: information not
so much for emergency purposes, but rather,. as.a; source of data:: for. deter--: -
mining whether IEA countr1es were meeting restr1ct1ve 1mport goa]s ?dopted
during the 1978-79. o11 shortfa11 caused by -the. revolution in- Irani3

Further, 1ndustry representat1ves at IEA meetings: -had become :unanimous

in the view that the earlier potentlal emergency in the o0il market had:.
disappeared, and the IEA's Industry Advisory Board had adopted an off1c1a1
statement at its June meeting that the IEA Secretariat was "abusing" the

QA system. by using it as.a .tool for monitoring 1mports.‘ F1na]]y. the: :
characterization of this ep1sode in your report is inaccurate in suggesting -
that energy and fore1gn policy concerns were. placed secondary to: ant1trust
and anticompetitive.concerns. ‘This. Department wa plying with the

legal restrictions Imposed by Congress- when it did: not: concur in: extend1ng

an antitrust’ defense for actions which, in. its. view, were outside the

scope of the IEP. This Department s1mp1y determ1ned w1thout contrad1ct1on

2/ 1t shou]d be noted that DOE, in a December 18 1980 ]etter to Senators '
Percy and Brad]ey, stated that "The June 1980 dec1s1on not to approve za" ‘
continued subm1ssxons of QA data was made on the basis that:the QA and -

QB are part of the IEA's Special Information- System, which was: des1gned

for use when there is a reasonab]e probability-of an impending supply
emergency, or when such an emergency exists . . . <. The data clearance

was not extended in June 1980 because the U.S.. Government was: unable to
conclude, in the circumstances then existing, that a potential emergency
situation ‘existed so as to warrant extension of the ant1trust defense to-
provision of QA data to the IEA. " ; : o T

3/ The draft report correct1y notes on page 145 that the Secretar1at was (now p. 94)
using the QA and QB data to monitor lmport goals. :
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-clearances and’ monitorlng in that test. Moreover, the’ referen
‘section to the United Kingdom's "Protection of Trading Interes :
:1979" inaccurately implles that Taw was enacted in response to U.S.
‘monitoring of oil company activities to assist the IEA. That Taw was
.enacted in reaction to-U.S. antitrustienforcement’ generally, and, as far
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by State and DOE, that the acknow]edged,and legally required cunditions
needed for a clearance were not present in June 1980 and thereforc it
could not concur in the granting of perm1551on for compan1es to Smelb
confidential data to the Secretarlat. .

6. 0n pages 138-140, the section on "Forelgn Attltudes Toward Ant1trust (now
Defense" asserts that some representatives of other participating govern- ‘p,. 89-91)

ments .and foreign 0i1 companies, as well as some Secretariat officials, - :
“expressed outright frustration with U.S.:antitrust. requirements, . part1cu-

larly. in the context: .of. the tests of the Emergency Sharing System.and .

the prob]ems anticlpated in an - actua] _emergency.” . In contrast,to. ‘this .

unattributed allegation is ‘the 'IEA Secretariat/ISAG appra1sa1jof Alloca-,n

tion System Test (AST)-3, wh1ch noted very few problems with itri B

as we know, was ‘not related to TEA- ant1trust mon1tor1ng act1v1t1es.~4~

“h7. In the “Conclusions“‘sect1on on page 140 the report notes that at the (now
present time * . ... we.[GAO] do not. recommend any_further. fundamental: or - p.91)
-majo -7tructural changes in the u.S. antitrust prov1s1ons re1ated to the
“IEA. "4

Yet on page 141, the report states that "among the more. s1gn1f1cant
problems inhibiting the effectiveness of the IEA Emergency Sharing
System:is the inability as yet to devise meaningful antitrust controls
appropr1ate to tests or actual emergency sett1ngs which do not impede the
international allocation process. - We simply disagree w1th ‘this conclusion
and would note that even dur1ng a test of the allocation system, where
tighter ‘antitrust controls are applied than would“be ‘in effect inan . 7
actual’ emergency, the Secretariat/ISAG appraisal of AST-3 found in: general
that ‘the: antltrust safeguards d1d not s1gnif1cant1y 1mpa1r operat1on of

the system. :

(now
p. 91)

We apprec1ate the opportun1ty to comment on your draft report and hope our :

remarks will be fully considered by your staff in development of the
final report. Should you desire any additional information, please. feel
free to contact me. -

Sincere]y{_"

D. Rooney E 'ij -
Assistant Attorney Genera

Kevi
for Administration

4/ 1t might also be appropriate'to include this rather significant
conclusion in the section of the Digest dealing with antitrust issues.
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DEPARTMENT OF STATE

Washington, D.C. 20520

June 24, 1981

Mr. Frank Conahan,u
Director International D1v191on
U S Government Accountlng Office

Dear Mr. Conahan-

‘The draft’ report entltled “Assessment of ‘U. S.f ‘V““"d
Part1c1patlon in the- Internatlonal Energy Aqency s Opera-f
tions’ and Management“ has" beén Teviewed. by the Department,
the U.S. Mission to ‘the OECD and the TEA Secretarlat.mj The
Mission 'and the IEA Secretar1at are prov1d1ng separatexf;p
wrltten comments.,ﬁm_ R , L C . ‘

By and large, the Department belleves that the GAO
has made a serious effort to produce a: comprehen51ve and.
balanced draft report. Nevertheless, we do take issue with
some aspects of the draft report's analysis and conclusions.
Since several Department officers have ‘met with’ ‘GAO to -
highlight:specific errors’of fact or 1nterpretat10n, these
written comments w111 cover only major 1ssues ralsed by the
draft report. . ‘

Among the most serlous dlfflcultles w1th the draft
report are the references to ”flexlbleqstock pollc1es"
and "a 51mp11f1ed oil shar1ng system," IEA countries. .
have under study- whether IEA policies should be. adopted
on flexible stocks or simplified systems: for m1t1qat1ng
country-spec1f1c supply imbalances.  This study is part"
of an overall review of the adequacy of the IEA emergency
preparedness program, a review mandated by the IEA charter.
It is not accurate ‘to characterize flexible 'stock’ policies
and informal sharlng as actlve, exlstlng parts of the IEA
program.

To be sure, after the outbreak of the Iran/Iraq
war the IEA did undertake coordinated efforts to help.
Turkey resolve specific o0il supply difficulties.'and did
urge companies to draw down stocks to balance the market.
The efforts on behalf of Turkey, however, were a response:
to a unique problem. U.S. actions were guided by our
recognition of the vital importance of Turkey as a NATO
ally. Nevertheless, there is no formal IEA system for
dealing with such situations, nor is there any automatlc
U.S. obllgatlon to part1c1pate in "informal sharlng TEA
statements urging companies to draw down stocks were horta-
tory in nature, and were intended primarily to reassure
companies that governments supported a restrained and
moderate approach.
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is unduly cr1t1cal. The agreement stlmulated a numb wof
measures to reduce oil consumptlon in IEA countrles,fthe’
effect of which undoubtedly! was'to reduce pressure on
prices. Many measures took time to bite, but sav1ngs
achieved by the fourth quarter of the year were running
at about 1.5 mmb/d, or roughly 3.5% of IEA countrles" -
cousumptlon. ‘ v e et

We disagree with the draft report's cr1t1c1sm of the
consensus building process of IEA decision making (pp.
25 —-26). Consensus bulldlng, a common method of: de0151onw(now pp.
maklng in international organizations, is important in 15-17)
ensuring:that: IEA actlons are w1se1y formulated -and:'vigorously
implementated. & 'mal votlng 1s redundant under these
c1rcumstance”‘ ' :

ments to 3 5 year contractsr" ThlS pollcy prevents ) ,
of an entrenched bureaucracy and ensures that the organlza-
,tlgnwls open::to. fresh ideas. :;We have not.detected.any

serlous lack of expertlse or contlnulty“resultlng from thlS

N

""" The Department does not" belleve there 1s~a~conf11ct

- (now

Al

close relatlons ‘with producers. ‘u. S government ‘relation- p.70)
ships w1th producers do not, of course,. include .government

to qovernment supply relatlonshlps, which. we have cr1t1c1zed

. in the IEA. and other fora.m,u. T I PR IR

. The draft report 1ncorrectly argues that the U S. would
~rece1ve o0il ‘under the. system only if it were the: target of

an embargo (p. 59- -60)." This is- technically untrue. “Whether (now
the U.S%: would give or ‘receive o0il under the system depends p.41)
on“which oil ‘supplies are 1nterrupted.‘ An 1nterrupt10n of
'Western Hemisphere or Afrlcan supplles would in most circum-
stances ‘put the Un1ted States in . a: rece1v1ng pos1t10n.‘_

'~g Slncerely,

M/M

'Edward L. Morse
Deputy A551stant Secretary
for Internatlonal Energy Pollcy

by
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- APPENDIX VII

FEDERAL TRADE COMMISSION. .. . g
WASHWGTON ‘DiC. zoseo IR . T TR

somgmones e et r JUN 17 1981

THE CHAIRMAN,

‘Mr. Gregory J. Ahart
Director
Human Resources Division
General Accountlng Offlce
Washlngton, D C. 20548 ““““
Dear Mr. Ahart-

v [

Thls ylllurespond to your May 18, 1981 letter requestlngw

n}that the Federal Trade -Commission ("Comm1551on") -review and.

comment on the General Accountlng Offlce ] ("GAO") proposed
’report entitled, “Assessment of U. S. Part1c1patlon in the Inter—
nat10na1 Energy,Agency Ss. Operatlonstand ‘Management. " The Com-
‘m1551on belleves the proposed report reflects a comprehenszve
effort to evaluate 'v.8s. part1c1patlon ln the Internat10na1

Yo, -

The Comm1551on s role in the- act1v1t1es -of the IEA® is’ ‘governed

* by. Section 252 of the Energy Policy and Conservation Act ‘which:

provides a limited antitrust defense for oil company participation in
the IEA. Section 252 requires the Commission, along with the
Attorney -General, to monitor/such:0il .company: part1c1patlon to

insure that the. goals of the IEA are achieved in the least :anticom-
petltlve manner.: The. Comm1531on is also, requlred to report to the
Congress and the. Pres;dent on the effects on: competltlon and. small
bus1ness “of 011 company part1c1pat10n 1n the IEA.;_\‘ «

[

The Commlss1on has' worked carefully w1th the Department of
Justice  ("DOJ") to coordinate our joint: respons;bllltles under
this statute. Therefore, the Commission was: partlcularly ‘interested
in GAO 's evaluation of the joint monitoring and reporting
responsxbllltles.* The Commission was: pleased ‘to learn that after
evaluating various:. proposals for modifying the present monitoring
system - 1nclud1ng the ellmlnatlon of verbatim transcripts-for.
1ndustry adv1sory meetings, the ellmlnatlon of the role of one of
the antitrust enforcement agencies, the ellmlnatlon of the semi-annual
,reportlng requlrement and modification of the present procedures for

“issuing ‘antitrust clearances - GAO concluded. that continuation of

the present antitrust safeguards and monltorlng procedure ‘was
warranted. The Commission agrees that the procedures currently
set out in Section 252 and the Voluntary Agreement and Plan of
Action to Implement the International Energy Program prov1de suf-
ficient protection for the public interest and do not requlre sub-
stantial modlflcatlon at this t1me.

The proposed report also discussed the Commission and State
Department's consulting role with the Department of Energy ("DOE")
and DOJ on whether or not antitrust clearances are granted for
the submission of confidential and proprletary information. The
Commission believes that the role of the various agencies in issuing
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antitrust clearances is not to resolve competing considerations

.of energy,- forelgn pollcx,'ane the: antitrust laws. . The first

and. foremost issue.is whether the activity in questlon is. eligible

_for the Section 252 antitrust defense extended to 011-company actions

taken pursuant to the "allocation and information provisions of the
international epergy program. “%/ * Because the standards for:this
determination are set out in the statute, the question is one of
1nterpret1ng and ‘applying the law rather than balancing energy,
dlplomatlc, ~or antitrust pollcy considerations. Thus, while the
non-antitrust considerations are 1mportant the Commission believes
resolution of competlng 1nterests in those areas are appropriately
resolved by other bodies.  Since a contrary conclusion may be
inferred from the proposed report clarlflcatlon of thlS matter 1s,
therefore, suggested. _ o B S

The proposed report also dlscusses an 1nc1dent where GAD

fibeileved that DOJ vetoed a clearance on antitrust grounds. The
"~ _report queries whether such veto authority should supersede other
" considerations relevant to a clearance. In the instance described

in the proposed report, the Commission understands that DOJ neither
exercised its veto authority nor made any independent determination
on non-antitrust policy considerations. It is our understanding
that” DOJ merely requested further documentation bearing on the
clearance before the official request for clearance was presented.
Because no additional information was provided, the existing
clearance lapsed with no formal reguest for extension being pre-
sented for further review. In view of these facts, the proposed
report's conclusion that DOJ's veto power impeded this clearance,
appears to be unjustified and, therefore, should also be clarified.

‘The report also recommends that a new Plan of Action be
developed which describes in more detail the activities which
will occur in an emergency allocation. 1In that regard, the
Commission notes that DOE has prepared a proposed Plan of Actlon
which was published for public comment in the Federal Reglster

on May 8, 1981.

Finally, the proposed report states that the Commission has
analyzed the competitive impact of circulating aggregated
QA/QB forecast supply data at industry advisory meetings. The
Commission has completed its analysis and will publish its findings
and recommendations in its Tenth Report. The Commission, however,
has found no evidence that any company took supply actions based
upon this information.

§

*/ 42 U.S.C. § 627(b). A detailed explanation of this standard
iIs found in the Commission's Tenth Report, to be issued shortly.

. This Report will be forwarded to GAO as soon as it is authorized

by the Commission.
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- The: Comm1551on has apprecxated thls opportunlty to comment on

‘the proposed report and will be pleased to lend such further a551st-
-ance’ as you may requ1re. \ :

ERN

By dlrectlon of ‘the Commission.

“David A Clanton
Actlng Chalrman .

[

© #U,S, GOVERRNMEWT PRINTING OFFICE : 1981 O~341-843/775
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