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RE: SJR 8 "Relating to a federal tax on imported oil"

DATE: APRIL 1, 1987

SJR 8 urges the U.S. Congress to impose a federal tax on
imported oil. There are at present at least two oil import
fee proposals before the U.S. Congress, S 302 and S 460.

Proponents of such an import fee believe that the tariff
would reduce the national deficit, protect our national
security and maintain the viability of our domestic oil
industry.

Economists from the Division of 0Oil and Gas predict that an
import tariff would greatly increase state revenues. For
example, a $10 per barrel fee would 1increase state revenues
by as much as $1.5 billion a year.

Such a fee would also greatly increase the cost of oil
products to consumers as well, and is therefore opposed by

representatives from the major oil consuming states.

SJR 8 does not recommend the amount that such a tax should
be.
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It 1s not anticipated that a federal import tax on imported oil
would generate increased expenditures from either the operating or
capital budgets. The tax would 1increase 1income to the state
treasury by increasing the wellhead price of Alaska oil. Actual
monetary benefits will depend upon the actual amount of the
proposed tariff and the projected wellhead price. At this time
it 1s not known 1if the wellhead price of Alaskan crude could
adjust to match the tariff increase. Thus, all that can be said
is that for every one dollar increase in wellhead price, b jtween
$135 million and $150 million would annually accrue to the state
treasury as a rejult of increased royalties and severance taxes.
Assuming a ten .ollar per barrel tariff and a full corresponding
adjustment to “ellhead prices, at current production levels, the
state would receive about $1.35 to $1.50 billion dollars
annually.

By raising the wellhead price of domestic oil, and 1in effect,
crating a floor price for domestic oil, the federal tariff would
also encourage (1) more intensive drilling and production 1in
existing reservoirs; (2) development of marginal Tfields near
Prudhoe Bay( such as offshore Lisburne, Pt. Thompson, and Gwyder
Bay; and (3) exploration in more remote, wildcat areas.

Page 2 of 2
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Oil import
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fee gains

state leaders’ support

By CHUCK KLEESCHULTE
THEJUNEAU EMPIRE

The nation"s ail industry seems 1o
be preaching to choir urging
Alaska to support an effort to get
Congress to impose an oil import fee
fiat would raise prices for crude ail
- including Alaska 3 share for its
North Slope royalty ail.

Members of the Senate Special
Committee on Oil and Gas last week
received uniform encouragement to
pass a resolution asking Congress to
pass a variable tariff m foreign oil
imports. The import fee would raise
consumer costs for gasoline and pe—
troleum products, but would hike
state revenues i.utn itsaoil and likely
encourage additional recovery from
existing oil Helds.

Experts also testified that an im—
port fee at a high enough level likely
would encourage new exploration in
Alaska - some speakers noting that
for the Arctic National Wildlife Ref—
uge to be produced, ifopened to ail
exploration and production, oail
prices will have to rise above current
world prices of $16 to $18 a barrel.
Prices for Alaska oil traditionally
are several dollars a barrel below
that of the world price.

Sen. Joe Josephson. D-Anchorage.
appeared t express the Senate's
likely support foran import fee.

“1n 14 years in this legislature 1
have never supported a proposal,
and I have never voted for a propos—

beyond the short term we have 1
have an import fee. Without that our
energy independence is questionable
and our security in jeopardy, " said
Sen. David Boren, R-Okla., in a
statement read by an aide.

Boren and Tim Dowd, chairman
ot fie Interstate Oil Compact Com —
mittee testifying from Oklahoma, ar—
gued that without an import fee
America3 reliance on foreign im—
ported oil will continue to grow. Cur—
rently about 40 percent of the na—
tion"s daily consumption comes from
exports, up from 24 percent in July
1985 - \merican production falling
by 700.000 barrels a day over the past
year, while exports from Saudi Ara—
bia have risen by 685.000 barrels.

Experts predicted that by 1990
America, iforices remain at around
$18 a barrel, will likely be importing
more than 50 percent of its oil with
the industry being severely hurt as
far as being able to ever replace lost
domestic production. America cur—
rently produces about 8.3 million
barrels a day.

Bob Anderson, Alaska district
manager for Union Oil of Califomia,
said ideally an import fee would be
placed so that oil would cost $24 to
$25 a barrel - the minimum needed
toencourage new exploration in fron—
tier areas like Alaska.

While it appeared highly likely
that lawmakers will vote for the res—
olution. pushed by Alaska Sen. Frank

Murkowski. Borden®s aide said ap—
proval in Congress is unlikely bar—
ring anoi.ier major dip in oil prices
since the Reagan administration con—
tinues to oppose any change in a
"free-market”pricing structure.

al, whose benefits to Alaska we e
more clearly self-evident than the
benefits contemplated by this resolu—
tion.” he said.

"For the nation to continue to
have an energy producing industry



Federal study Indicates energy crisis likely

By LEE A. DANIELS
TWINFYY VOUKTIMI’

NEW YORK - Declining domestic-
crude oil production and the growing
dependence of the United States on
petroleum imports could lead to an
energy crisis in the 1990s far worse
than those expt ienced in the 1970s,
according to the draft report of a fed-
eral advisory committee.

4 The study, conducted by the Na-
tional Petroleum Council at the re-
quest of Energy Secretary John S.
Herrington, wtrns that current con-
ditions pose a serious threat to the
viability of the American oil and gas
industry - and to national security
and economic stability.

The council, made up of experts
from outside the government, is an
official advisory body to the energy
secretary. The draft report reaches
conclusions similar to those of sever-
al other recent studies that warn that
a severe oil shock could be just a few
years away.

The final version of the council re-
port is to be delivered to Herrington
on Tuesday after a meeting of the
council in Washington. A copy of the
draft report was obtained by The

New.York Times. .Several members..
jipf thp colincl! said thatJhc.flnal”b

port was not likely to substantially
differ from the draft report.

The council study, begun last
spring when crude oil prices had
plummeted $19 in six months and
were still falling, found that by 1995
as much as 60 percent of the nation’s
oil needs would have to be supplied
from foreign sources, up from 27 per-
cent in 1985.

The study states that even under
a "best case” outlook, the level of
imports was likely to reach 48 per-
cent by 1995 about 10 percentage
points higher than during the 19/9 oil
shock. Using the "best case" scenar-
io, the import level in 1990 was pre-
dicted to be the same as it was just
before the 1979 oil shortage.

The study contends that by the
early 1990s the members of the Or-
ganization of Petroleum Exporting
Countries, particularly those in the
Persian Gulf, will probably be exert-
ing greater control over the world oil
market than they did in the 1970s.

"It makes it very clear that we’ve
entered into that cycle that led to the
oil shocks of 1973 and 1979, said
George P. Mitchell, a member of the
committee that prepared the report.

"The country could have very se-
rious problems within a short period
of time," said Mitchell, who is chair-
man, chief executive and president
of the Mitchell Energy and Develop-
ment Corporation of Houston.

John H. Llchtblau, president of
the Petroleum Industry Research
Foundation and a member of the
committee, said that the report's
message is that "the pcriod of declin-
big oil prices and declining U.S. de-
pendence On foreign oil has come to
anend."

He continued: "We are going to
be much more dependent on foreign
oil, and our national energy policy
has to take that into account."

The study found that each of the
1970s oil shocks pushed 'he economy
into a recession, causing the value of
goods and services produced to fall

as much as 3.5 percent, unemploy-
ment to rise by up to 2 percentage
points and inflation to rise by 3 per-
centage points. It said that the poten-
tial of an equal or greater impact in-
creases in tandem with the country's
dependence on imports.

Committee members said the
study is the most comprehensive to
date on the domestic ramifications of
the crash in world crude oil prices
that began in November 1985. At that
time, West Texas Intermediate, the
major American crude oil, was
priced near $32 a barrel. In late sum-
mer of 1906, the price bottomed out
at $9.75 and has since risen to around
$17 or $18.

The council’s report lists 13 gener-
al options that-it says-thc-govem-

mcnt and (fie publie-should consider”.

The/tfptionS include opening more
federal lands to exploration for oil
ind natural gas; revising tax poli-
tics to encourage exploration and
production; imposing a tarifT on im-
ported oil; de-controlling natural gas
prices, and adding crude oil to the

nation's strategic petroleum to
serves as a supply buffer.

The report also lists methods of
cncou; aging energy conservation, in
eluding increased taxes on fuels, par
Ocularly gasoline and heating oil.
and greater use of alternative fuels

"The Congress, the administra-
tion, and the public must realize
something has to be done." said Mi-
chel T. Halbouty, another committee
member, and the chairman and chief
executive of the Michel T Il.olimuly
Energy Co.

"Sure, some of these options an
controversial,” Halbouty said.

The draft report was called disap

pointing by one outside expert, flu is-
topher Flavin, senior researcher of
Worldwatch Institute, an environ
.mental research organization
\N A ftcr the report's list of options
was .read to him. Flavin said "It
soilnas like a fairly tired old laundry
list abf options. Among all those
things, i don't see a single one that
strikes me as being new and tnnnv i
live "

/rtfo/LTTaE'iFf
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The case for a tax on imported oll

WASHINGTON - A new fed-
eral tax on all imported crude oil
and petroleum products—a con-
cept often debated but never
adopted by Congress in recent
years — may be an idea whose
time has come.

Within the petroleum indus-
try, support for an import tax
generally has been limited to in-
dependent producers in the
Southwest. They would reap a fi-
nancial bonanza from such a levy
because they could increase the
price of their domestic oil to
match the post-tax price of im-
ports.

When the American Petro-
leum Institute recently held its
annual meeting in Houston, how-
ever, APl Chairman George M.
Keller called for an oil import fee
or a similar mechanism to estab-
lish a "minimum floor price"
that would provide "disaster in-
surance."

In addition to heading the in-
dustry's main trade association,
Keller is chairman of Chevron,
the nation's third largest oil com-
pany.

Like other integrated, multi-

i national firms with domestic and
« offshore crude oil reserves,
. Chevron long has adamantly op-
| posed any government interven-
| tion in petroleum pricing.

Keller, speaking for his com-
pany but not API, suggested that
an oil import tax of S2 to $4 per
barrel could revive the finan-

I cially devastated domestic oil in-
m dustry.

InV\éeh
"

el

Sen. Gary Hart, D-Colo., has
proposed an import tax of S10 per
barrel. He would also provide re-
bates to the low-income ¢ nsum-
ers who would be most adversely
affected by price increases.

(Each Sl increase in the price
of a 42-gallon barrel of crude oil
is equivalent to 2.3 cents in the
cost of a gallon of gasoline.)

After global oil prices col-
lapsed late last year, a barrel of
crude oil plunged from S32to less
than SIO before recovering to the
current price of about S15.

That has led to what George
P. Mitchell, one of the country’s
leading independent producers,
has described as "a severely re-
duced U.S. production capacity
and greater dependence upon
foreign producers."

Indeed, petroleum imports
during the first nine months of
this year averaged 5.9» million
barrels per day compared with
4.S5 million barrels daily during

the same period last year — arv<*

increase of 22.5 percent.

Hart is among those who
argue convincingly that the
higher post-tax price would en-
courage conservation. Mitchell,
head of the Mitchell Energy &
Development Corp., notes that
the proposed levy would provide
a needed stimulant to "our coun-
try's faltering energy productiv-
ity."

President Reagan is firmly
opposed to the tax because of his
antipathy to both increased taxes
and government intervention in
the free market.

But when the Senate convenes
next year under Democratic
leadership, two key committees
wil be chaired by legislators
from leading oil-producing states
who enthusiastically support an
oil import tax.

Sen. Lloyd Bentsen of Texas
will head the Finance Com-
mittee, while Sen. J. Bennett
Johnston Jr. of Louisiana will
lead the Energy and Natural Re-
sources Committee.

Thus, industry’ and political
pressure could surmount White
House opposition to an idea that
is eminently sensible, especially
if domestic producers are willing
to make a sacrifice in return for
the financial windfall they will
receive.

Specifically, they should relin-
quish unjustified tax benefits
from accelerated depreciation
allowances and immediate write-
offs of intangible drilling costs.



Economists See Faults in Oil Import Fee

Hy Julm M IWrry and Anna Swardson

«imi

Imiositiun ol an oil import lee—wtuch is
a. lively under consideration by some Rea-
(an administration olficuU and members of
the Senate Finance Committee—would re-
setae some or all of the economic growth
and l.wcr mn.iion and interest rates gen-
.etaied by the cuircnt decline in oil piices,
many economists say.

These economists, who range (torn con-
seivalivc lo literal, question whether it
would be woith paying that price to boost
federal icvenuc—particulaily if (lie pur-
pose of the fee is to replace the revenue lost
horn lowering personal income tax rates by
a greater amount and increasing corporate
(aies by a smaller amount than proposed in
ire lloue passed ta> revision bill pending
tel.ie the committee

Mmcover, smh a fee docs not seem to be

the first choice of many economists because
it would raise business costs and make
American products less competitive on
world maikets.

Many economists also see falling oil
piices as a special bom this year when Die
inflationary impact of the declining value of
the U.S. dollar on foreign exchange markets
is expected to be fell. Some analysts fear
that the Federal Reserve Hoard could de-
cide lo tighten credit conditions and slow
economic growth if inflation begins lo ac-
celerate. The Oil piice decline is seen as
reducing that possibility.

Pcrhai* surprisingly, mod segments ol
the od industry oppose such a fee. Not only
ate major companies such as Exxon Corp.,
Mobil Coip. and Chevron Corp. against it,
but so is the Independent Petroleum Asso-
ciation of America, whose members arc
small drilling and producing roinpanies.
* . . Taxes, taiilfs, fees or quotas on im-

ported crude oil or petroleum products
would be counterproductive lo (he national
interest at this time*a recent IPAA policy
statement said.

A $5-a-barrcl fee, llie most commonly
mentioned figure, would be equal lo about
12 cents a gallon and raise about $8 billion a
year if imports ol crude oil and refined prod-
ucts remained at last year's levels.

Imports account for less than 30 percent
of U.S. petroleum use. If their cost were
raised by a fee, the price ol domestically pro-
duced crude oil and natural gas liquids also
would go up. and the U.S. ml industry's rev-
enue would increase by alqut $20 billion.

A portion ol (hat inciease woulJ be taxed
away through the (ederal etude oil windfall
prufils lax ai (he price of oil rose, and
lhrough the corporate and personal income
(axes as well. How much additional tcderal
revenue those taxes might yield would de-
pend on a number ol things, including how

higher oil piices affected the overall econ-
omy, economists say.

There also could be some increase in nat-
ural gas snd coal prices—or si least less ol
adecline llun otherwise would occur—if oil
prices are propped up by an import fee

Altogether, the direct increase in Hu
cost of petroleum products, i. passed
lhrough entirely to users, woutj approach
$30 billion and be equal to about 0.7 per-
cent of this year's gross national product,
which is eipccted tube about $4 2 trillion.

It probably would Lake about two years
for the higher prices to work their way
thtough the economy, accoiding tu econ-
omists who have studied the situation.

At the moment, oil prices are falling
while the import fee is still only a proposal,
albeit apparently a serious possibility, ac-
cording lo Senate Finance Committee
Chairman Hob I'ackwuod (R Ore.). That
timing difference led economist Alan

Greenspan of Townsend-Grcecnspan &a<
to caulk n the committee last week. "Thri
is somehow an assumption n is pobticali
easy* to impose a fee, Greenspan saw
"There is almost never a way to time »ui h
tax so that prices don't fall and then na
ag'.in when it is put on *

Greenspan’s point was Hut whatever u
straining influence falling oil prices ma
have on various price i tdexes will have <
curred already by the lime an impoit fr
conld be imposed. Then, when Hie higher u
prices begin lo show up in (he indexes, (h
additional inflation will be highly risible, h
predicted.

The Finance Committee is considcrm
the fee for several reasons, including pn
vidmg some price support for the saggu.
domestic oil industry and for bankers wi
have risky loans to it. But Hie principal cm
cern is to find added revenue to olivet utlu

Set OIL TAX, W, Col |



Oil Import Fee Questioned

OIL TAX. From FI

tau cuts that President Reagan and members of the
committee want to make as part of the massive tax re-
vision bill passed late last year by the House of Repre-
sentatives.

Several committee members are backing legislation
to enact a fee. Sen. Malcolm Wallop (R-Wyo.) wants a
sliding fee to capture any decline in crude prices below
S22 a barrel. Sen. David L Boren (D-Okla.) is pushing a
S5-a-barrel fee that would begin to phase out if the
price rose atove $25 a barrel and would disappear after
the price reached S30 a barrel.

Beth proposals include a higher fee on imported re-
fined products to provide additional protection for U.S.
refiners. Wallop would add $3 a barrel; Boren, $10 a
barrel. Sen. Lloyd Bentsen (D-Tex.) is a cosponsor of
both bills. Senate Majority Leader Robert J. Dole (R-
Kan.) also favors an import fee, as does ranking com-
mittee Democrat Russell B. Long (D-La.).

All the sponsors are from oil-producing states. Com-
mittee members from other parts of the country gen-
erally oppose the idea. For example. Sen. George
,V;tchell (D-Maine) said, “It’s an incredible windfall for
the domestic oil producers. | don't see what benefit
there is to the nation in that. And it would be extremely
inflationary.*

This split mirrors the different economic impact a fee
would have in various regions. Areas such as New Eng-
land that are heavy users of oil products would pay
higher prices but get little of the benefits flowing to the
domestic oil industry. Oil-producing areas in the South-
west also are heavy oil consumers, but they would
share in the gains of (he domestic producers.

Greenspan, a former chairman of the Council of Eco-
nomic Advisers, noted that a fee on oil imports would
raise the cost of chemical products made from oil, of
which the United States is a substantial exporter. High-
er oil prices could have a significant impact on many
lower-cost products, he said.

Nevertheless. Greenspan believes that the fee ought
to be looked at as a possible revenue source. ‘It is the
least worst of the available political decisions,* he de-
clared. ‘Whether it’s desirable is another question.’

Another former CEA chairman, Murray L Weiden-
baum of Washington University, who also testified be-
fore the Finance Committee last week, said he would
not impose an oil import fee because it would worsen
the U.S. competitive position.

John Makin, a tax economist at the American Enter-
prise Institute, opposes the proposal. *1 really think the
energy tax is just a habit of thought* he said. There
was a lot of talk about it in the late 1970s. People have
reports and slHies, and they dust them off. | don't
think that's a good way to go.*

Charles L. Schultze of the Brookings Institution,
Weidenbajm s predecessor at the CEA, flatly opposes
an oil import fee. Falling oil prices “will take some or all
of the sting out of the falling dollar,* he said. Putting on
a fee ‘would undo some of the good things* that lower
prices will produce.

A $S-a-barrel fee would generate about $10 billion in
idditional revenue. Schultze estimated. ‘If that was the
last $10 billion needed for a decent budget package (to
reduce the deficit|, 1‘d hold my nose and buy i* but i
would not advocate it,* he said.

However, the Senate Finance Committee is looking
it a lee primarily as a way of maxing Reagan-backed
cnanges such as reducing the top personal income tax
rate irom a proposed 3d percent to 35 percent—it is
now 50 percent—and increasing th' current $1,080
personal exemption to $2,000 for all but the highest-in-
tome taxpayers.

Other ctungea Reagan is seeking tndude a corporate
income Ui nte

members also want to reduce depreciation allowances
on business investments in new plants and equipment
significantly less than did the House.

Harvard University economist Martin Feldstem. an-
other former CEA chairman, strongly advocates reduc-
ing investment incentives by less than what the House
has proposed. In order to do that, while stdl keeping the
tax revision measure from generally neither raising
more or less revenue than current law, Feldstein would
use the fee. “It's a good tradeoff," he said, adding. "It
would be better s'lll to have a combination of an oil im-
port fee and a gasoline tax. with heavier weight on the

gasoline tax.' Feldstein is much less enthusiastic about !

using part of the revenue from an import fee to oifset
revenue lost by reducing the top marginal rate for indi-
viduals from 38 percent to 35 percent.

Most of the discussion in recent months about an oil
import fee has been in the context of raising revenue to
reduce the large continuing federal budget deficits. It
was in that vein that President Reagan included a $5-a-
barrel fee on both imported and domestic oil in a contin-
gency tax package he proposed in early 1983. That pack-
age—which he later let be known he did not want to
have passed—would have gone into effect only if several
conditions were met, including prior enactment of major
spending cuts.

Recent public statements by some of the major oil
companies, including a Mobil Corp. advertisement in to-
day’s Washington Post, generally oppose the tee as a
way of cutting deficits. Mobil call: the fee ‘a dud* be-
cause of its inflationary and competitive consequences
for the American economy.

An Exxon Corp. statement declares. These additional i
fees, which are in effect taxes, would increase consumer i

prices, increase inflation and reduce real gross national
product. In addition, they would distort competition
among fuels, place energy-intensive U.S. m.nuiacturing
industries at a competitive disadvantage against foreign
competition and fall inequitably on different regions ol
the country ...

‘If it is determined that tax increases are necessary, i

however, they should be as broad-based as possible.*
Former Treasury lax economist Harvey Galper has
been invited by the Finance Committee to testify this
week on the impact of taxes on international competition
and capital formation. Galper said he plans to tell the
committee that the most solid wav to improve America s

competitive position and to increase capital formation is i

not by providing larger investment incentives tnrougn
the tax code—especially if the pnee is imposition ot an
oil import fee—but rimer to increase national saving.

And he said that the best way to increase the amount of
la* . [e<*on«l

—_——
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New York Times

Tax Oilto.Save Qll

As surely as rising oil prices taught Americans
to conserve energy, lower prices will lead them to.
forget. That would be a national tragedy, and a fool-
ish security risk. Prices are falling because we con-.
served. Now that the price is not incentive enough to
save, add a tax.

No new oil price shock is in sight. But the

<world’ affordable supplies are.still being depleted,
and the risk of upheaval in the Middle East is ever
present. As long as they last, lower prices mean
greater consumption the world over. _

Homeowners won’t tear out insulation bought
when heating costs soared; new .energy-efficient
buildings won’t be razed. But the pressure to spend
money for more conservation is being lost.

Just think about automobiles, which bum more
than half the oil we consume. At less than Sl a gal-
lon, drivers lose their incentive to slow down and
tune up, and they stop caring about mileage ratings
onnew cars. They driftback into larger models, and
Government can’t resist .relaxing the regulations
that made the biggest 'S6 cars more efficient than
the smallestin 1973.

America consumed 17.5 million barrels of oil a
day in 1973. Today, in an economy one-third larger,
consumption has fallen below 16 million. Depend-
ence on foreign oil has also declined, from 36 per-
cent of consumption in 1973 to 30 percent, and, sig-
nificantly, the decline is much sharper for Persian
Gulfoil. |

The Reagan Administration wants only to reap
the disinflation benefits. It favors more off-shore do-
mestic drilling and, rightly, more deregulation of .
natural gas. But it is blindly rushing past this
chance to build up the Strategic Petroleum Reserve
at bargain prices. For transient budget benefit, it
would even sell off three naval reserve fields. And it
has unwisely relaxed the pressure on Detroit’s car
designers.

Federal fuel standards.and other regulation
would be less necessary if we turned to a tax to en-
courage more consen ation. With prices falling, we

- 2/23/86

could conserve by paying ourselves instead of Mid-
dle East potentates.

W hat’s the best form of tax? On alternate days.
President Reagan offers to consider a tax on oil im -
ports—provided it’s called a "fee" and is used to fi-
nance tax-law revisions.. Congress, t00o. seems to
prefer an import fee to a tax on gasoline or all ener-
gy. An all-energy tax, in any case, would have no
special impact on oil consumption, ‘he choice
comes down to taxing imported oil and rt ned prod-
ucts or taxing gasoline at the pump.

An import fee would reduce dependence on for-
eign sources and encourage domestic production.
The oil patch likes the ideabecause raising the price
of foreign oil-would let American producers charge
more for domestic oil. The consuming states of the
Northeast and West Coast and Florida balk at the
idea and would, at the least, insist on taxing away
the domestic producers’windfall. So taxing imports
would lead to taxing all oil.

That would raise the cost of living, retard
growth and damage friendly suppliers, like Mt o
apd Canada, which-might need exemptions. The
petrochemical industry, too, would want exemp-
tion, and who knows who else. The administrative
complexity is offset by the political attraction: the
public wouldn’t much notice an import fee.

7 ' A gasoline tax would be nighly visible even if it
only held prices at prior levels. But it would be sim -
ple to administer atop the existing Federal tax of
9 cents a gallon. And it would not discriminate
againstany region.

Either tax could be shaped to yield as much as
$100 billion over five years — $3a barrel on imports
combined with a 50 percent eewindfall” profits tax.
or 20 to 25 cents a gallon on gasoline. The revenue
could help balance the Federal budget and thus im -
prove the economy.

The main and lasting benefit of either tax would
be in conservation and national security. An oil con-
servation tax is good policy any time. It is more
easily achieved now that prices are down.



HARVARD STUDY URGES
OIL IMPORT FEE

v A IfrimtA:Lw-Harvar(r Univ. ccono-
inittt Harry Broadman and William
Ilogan, both with ihc Energy arid En-
vironnienl.il Policy Center, calls lor
lli** immediate imposition of a $10-
$11/bbi fee on imports of crude oil
and products in order to bait the na-
tion's rising dependence on imports.
They argue that such a tariff could
reduce U.S. import levels to the point
where the costs to society of import-
ing jn incremental barrel ol oil just
balance the benefits.

lhe market price paid (or imported

oil does not relied itstrue cost, which
irulodes whai the economists call an
“economic component” and a "secu-
rity component." The greater the vol-
ume ot oil imported into the U.S., the
higher the price, which means that, as
demand rises. jHimporters must pay
a higher price. Rising oil prices also
base an adverse effect on the U.S.
economy and the trade balance.

As for the security component, the
U S. is *till 'Table in the event of a
price run-up to an increased transfer
of wealth abroad with all the atten-
dant inils, and this vulnerability is a
lired film lion ol the volume of im-
ports Aku. ilIM* laiger the value share
if oil in rlit* «w«nrinmy at the time of a
irsruptioii. die greater the macroecu-
iniiin »uni>lititit die pm e shot k.

In tr.lei lo tubulate the optimal

eloped a model (ILIt in. elii/es the

v te®
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expected net social benefits of oil im -
ports for normal and disrupted peri-
ods and allows for the simultaneous
estimation of the premium's individ-
ual components. The table shows their
estimates of (lie optimal tariff and (be
costs of continuing a free-market
policy.

The authors consider 3 optional
forms of tariff: a simple fixed fee, a
variable fee, and a fee defined inpro-
portion to the price of oil. They prefer
the first on the grounds that it pro-
vides approximately the right incen-
tives at the margin and the closest
approximation to the optimal tariff
call illations revealed fry their analyses,
and avoids the difficulties of manag-
ing the macroeconomic costs during
an interruption.

lhe authors note that while the re-
distribution of resources throughout

tlie economy will have both "winners”

and "losers,” the winners' gains are
likely to be larger than the losers’
costs.

Copies of the study arc available
from Nancy Kingston, Energy and En-

viiiiiivierital Polity Center, Harvard

1Jiiiv , 79 lolui f. Kennedy St., Cam?*
I i
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OPTIMAL TARIFF AND CO3T OF
FREE MARKET POLICY PROBABILITY DISTRIBUTIONS

High p’imcase (&7)

Lower

25%
Economic Tariff $ 1.95
Security Tariff 3.63
Combined Tariff
(S per barrel) 7.00
Cost ol Free Market Policy
(Shillion/year) 4.64
low price case (>15)

lower

25%
Economic f.niff $ 4.03
Security Tariff 2.80
Combined Tariff
($ per barrel) 871
Cost ol Free Market Policy

11.72

($hillinn/yc.ii)

$/bbl

Upper
Median 25%

$ 2.85 $ 3.90
5.64 8.52

8.96 11.26

8.24 13.18

$/bbl

Upper
Median 25%.

$ 5.68 $ 6.87
4.20 6.65

0.01 1.89

790 27.93

Expected

Value

$ 3.14
6.44

10.60

Expected

Value

S 5.86
5.23

11.09

22.44
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