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Exocutive Ragistry E

25{‘4&&520

26 April 1982

CUOUNF 1DENTLAL rm....____‘“.

MEMORANDUM FOR Thomas B. Cormack

Executive Secretary

FROM STAT

Director, Office of Global Issues

Versailles Summit: Presidential Draft
Briefing papers

SUBJECT

1. We have passed our comments on the attached briefing
papers directly to the Department of Energy. We had no major
substantive problems with any of the drafts, but provided the
following comments,

2. U. S. Supply Developments: The first Point—-Counterpoint
under the Key Points section refers to the 1978/79 doubling of
world oil prices. These price increases actually took place in
the 1979/80 time frame,

3. Stockpiling: No comments

4. 0il Price Trends/Outlook: The second paragraph leaves
the mistaken impression that oil prices are expected to continue
their downward spiral no matter what happens to the economy. We
suggested that the second sentence in this paragraph be revised
to read something like: "The US position is that the upturn in
economic performance beginning later this year is unlikely to
generate upward price pressures." Similarly the reference to an
"essentially irreversible trend toward lower oil consumption" as
a Counterpoint left the impression that consumption will never
rise above current depressed levels. We recommended that this
phrase be struck from the text.

5. Natural Gas -- Pricing and Supplies: No comments.

6. Nuclear Energy: The first sentence under the Essential
Facts section points toward the cancellation of some 90 nuclear
reactors in the United States. Our records show only about 50
reactors have been cancelled. The first sentence in the next
paragraph points to the problems experienced by the nuclear
industry in other Western countries. We suggested it would be
worth pointing out that despite these problems, no plants have
been cancelled. Finally, we recommended the addition of another
talking point dealing with the question of nuclear waste disposal
since most OECD countries are waiting for the United States to
take the lead in this area.
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APR 16 1982

|
] U.S. SUPPLY DEVELOPMENTS
1.' i '

- The positive response of UiS. petroleum markets to the immedtate dedaatrol of o

- deciifon in January 198) 'stremply supports t -market approsch energy
polidy advocated by this Aﬁluma'{ton. *othe free o . v

}

U5, o) consumption and o]) imports and encour .
- tion. Lowsr U.S. ofl| imports, resulting 'r:n'“ m“:::l‘f o Novation and

‘Qemand for OPEC ofl and 1 world of} . ‘
SUppOrL the dacontrol decisfon. ofl prices. Most foreign governments strongly

|
|
11. Xay Pofats |

~ . Oscontre) of of) and removq) of the Entitlements Program clhimtutir‘ sidies for

iSim dncontrol in Januery 1981, U.S. ofl drilling activit " it '
‘Wigh, domestic ofl preduciion remained flat 'i‘gstudvgi' m‘mu'm:‘ut as
ﬁ“ by over

- they barrels per day as previously expected and world ofl
u.oﬂ:r barre) and gasoline prices by adout 14 cents per alim’ruﬂ

10int--The | . ' !‘" [
%‘ {mprovements 1n ’:M U.S. ol market result more from the ' doudling of

01l prices in 1978/79 irather than the decontro) decision

e SHOULD AU H"!‘I/ 8o |

| int--The 091 pricel increases in(1978/79 ,, R
[%m. 011 dec 8/79 crested a i t1a) motiva- |

rol released tentd - :
producers to see actua) prics. potential by allowing ‘consumers and.

- 'well underway from thel Carter Administration.

1

: ) int--Presidant Corter deserves a lot of credit but the Re n Adni
| on" rceful move to ontrol ofl and clear) st’atod objective : of aﬂ::::
mﬁs to work eliminated any doubt sbout the possibility of future priice centrols

and 80 allowed producers to invest now in drilling and :
thet ree-market prices would prevatl in the future, - T oo on BEEIWIty knowing

£inte-Unile decontrol may have helped increase coaventiona) o
WO" prices are slowingl down investment in U.S. synthetic 'g::’.PWﬂM. Tow

%-,ﬂu Reagan. mmix:.i[tion decontrol decision -only spesded W‘?ﬁlt wes ab- i

| 4nt-=Lower pLicos coupled with our expected fmpro . i | ‘ ap .
E;?t:ﬁtﬁ Hnﬂaﬂm are ' ing the projected costs of synthetic fuels,. .A‘::o. : T

| ic Fuels Corporation 1s moving ahead with loan gusrantees Br programs

to insurs some synthetic fulh development so that 1f world ofl prices rise in the

futurs, privats industry can rapidly expand synthetic fuels production as meeded.

| o ‘
John Stanley-Mi1ler/PPA/DIE/282-5388

v ‘ L
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STOCKPILING

1. Issue:

, ' ; aM
The United BtncF has emphasized on numerous occasiths that E
primary reliance on| market forces together with hiqh aels of Pl
strategic stocks for discretionary national use are JF 1 anqun‘ﬂlwﬂ
dor dealing with fukture oil supply disruptions ot whn wor propdrttd'w“‘
The United Btates hps remained strongly opposed to nnyllpr-nl stock | i
dravdown arrangement coordination, such as that proposs® by Italy g 1
end Prance, tO ocounter the effects of minor supply disruptions.
Phese same countries have attempted to link discussion tncrqa:;qo
stock levels with se of stock use, and in the past :GVocntod :

utilising flexibie purge stocks to reduce prcssivo on the market in @ '
minor supply disruptions. R :

|

1

|

| -
11. Essential Fects: | .
"9 17 Kt the Pebkuaty 36 meeting of the IEA Governing Board;  the u.s. 'l

gelegation Oueotusztlly von IEA support for remanding &1k stock | il ]
jenues to one of the IEA subgroups for further consi utlon. uhan.ﬂ

;AT T T e TR e =T

— e
R gl i —— >

we hope to discourage further steck use -initiatives:- ¢t the sewwr: i“¥$
mesting, the United States successfully sliminated tho ilauc i
ns topic for the IEA Ministerial in May. While we cont L

port high lovcl of oil stocks we remain strongly. S
geullion which would link stock levels and stock u.o! o
B ol

b : fli

|

l ‘ t
ggﬁg;g;gas Relatively minor oil disruptions can happ dramstic ;
sonsequences for individual countries supply positions and tor :¢O;| 4[
all price levels.
Stock management in|

netheless there is no systea whlc& uadroo.ou',.%s
these situations. b
|

1t The U.8. has continuously stressed th.tJ "0ry j ¥

5 rclianco on the market together with high levels of &t ¢
i stocks for discretionary national use are the best meass: of o
| Sealing with oil disruptions of either sub-trigger or rgency r
proportions. Formai interventionist mechanisms interfesxs with ‘ﬁ;~|

the effective operation of the market and for a vartig legal ﬁ;

and technical reas would be impossible to ostabltoh ldltnﬂ.qqu
effectively in a sub-trigger environment. N

o
| Criticism: Supply interruptions similar to thoss un. Cn
v Ny ‘bey the rescurces of private oil stocks for 4 !adlvidhul' \
sountry, and yet bo below the level that would trigger' tho IBA
sharing system

i | counterpoint; £t is impossible to anticipate the d’tctal “E;
b gharacteristics of an oil supply disruption. Therefore, we R
| i

pust build government emergency oil stocks to supplems chprlvatc
supplies and be prepared at the time of a supply inter) :
aonsult closely with industry and other governments and to take o
vhatever action is judged ..ecessary. However, emegency ' 'and other
ssourity stocks shuld be available for use on a discretipnary basis | .
by national governments as they see fit, ’ ui“

iption to '

i \!
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dn. PRICE_TRENDS/OUTLOOK APR 3 2 W2 i

|
. JISSUE |

b d ao:.at docltn{ in world crude oil and refined product
S prices. ‘

* The ontlook;tJ: 0il prices in the future.

XX, ESSENTIAL FACTS |

The world oil market has been extremely weak in 1982. 041
consunption has tinued its steep decline which began in
1979. At the » time, oil exporting countries have been
producing more oil than they could sell. The resulting
over-supply hae t pressure on prices, forcing oil pxoducers
either to give official and/or unofficial price cuts as most
non-OPEC and OPEC oil exporters have done, or to cut

FEITEONT R

'
'
"W
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W
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e
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production as Op did beginning April 1, 1982. § %

e
The decline in o;% prices can be attributed to both a long- \§V i
term, esssntislly irreversible trend toward a more efficient A %

. «/;(

.
P

utilization of ensrygy and non-oil alternatives and a lical .
downturn in the ic performance in the industrialized :
countries. The U.8. position is that the upturn ip soomomic

___pere 08_beginning later this year is unlikely
J ¢he trend sulting from OPEC's past overpricing

oy
E R T

H
\_/
74,
£
Ve s
<

=

" and U.8. trol toward lower oil consumption ¢ g 0
improved snergy efficiency and greater use of non-oi & o
alternatives such as ocal and nuclear.| In the of Q~{‘bﬁ
an unexpected supply disruption, therd should be lit or d%y il
no upward p:u-ourr on real oil prices for the next sswvaral Q?{— I

iF

IXIXI. TALKING POINTS * J&\}@i!"i
| LD il

Point: Low economic activity has been primaril responsible ﬁlﬁ

For the decline gk oil consumption, and as a rtzult.‘uhnn the R0

|

sconomic rocovtryLazrivun oil consumption will increams,

renswing upward preasure on prices. .a‘fi

L e = =

Counterpoint: PnLt overpricing of oil by OPEC and this 4

i!i!ﬁ!ugmiiiom'a inforcemsnt of market forces through !
decontrol of orudp oil prices and deregulation of ths U.S.

' oil industry have been the driving forces behind the trand
toward greater efficiency in energy usesage and uses of
altexnatives to oil in the U.8. This Administration's

propsr incentives to continue to become more efficiant in I
their use of energy and to use alternatives to oi us [u”“rN’ f:
perpstuating an epsentially irreversible trend toward v it
lower oil consumpktion.| This process will also recsive a i
boost from Administration policies to stimulate econe

recovery, which will also encourage new cnorqy-officgzzt
capital investments. ' i

|
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NATURAL GAS - PRICING AND SUPPLIES

|
|

5. ssur
¢ Ditigulation’of U.S. wellhead natural gas prices. o
° European dependence on Soviet gas imports.
IT. ESSENTIAL FACTS |

The Europsan Community is concerned about the U.S. coomitment
to the accelerated decontrol of domestic natural gas prices.
They feax that dontinued controls will increase U.5. demand

and reduce production and force the U.S. to draw mors heavily
on international gas markets. This concern has been heightened
by the decision to defer legislation to accelerate natural gas
deregulation. ?

F xS & frpmr e e

e 2

B

In addition to current commitments being made tp increase
Soviet natural gas imports, Buropeans are considexring the
possibility of another increment of Soviet gas in the late
o 1980's or early 1990's. The U.S. position is to encourage the
L Buropeans to de 1°f altexnative sources, especially new
' Norwegian gas supplies. The U.S. would like to demonstrate °
that the .ocutitg provided by alternative sources outweighs
st

e S e s

gy

A BT

the additional ¢
IIX. TALXING POI!!E
|

;oigt: The U.S. Administration appears to have reconsidered

s commitment tb proceed with accelerated deregulation of
natural gas prior- .

L gggaﬁgsnggggs Dto to an extremely heavy legislative calendar,
; we were Ced to defer introduction of legislation to modify
‘ and improve the ?annor in which the Natural Gas Policy Act
ti

achieves deregulation of the wellhead price of natural gas. Cb
Ve remain firmly committed to the principle of introducing 1
market forces to our energy markets, including the pricing of R
D . hatural gas. b

!o%%ta Matural gas from the Soviet Union provides Rurope with } ﬂ
4 reasonably priged source of energy to use in the reduction o
of dspendence on Middle East oil. S

Countexrpoint: 1In estimating the cost of gas, Europe must ;o
aaazra%ggtﬁ: Cost, in terms of their own security, of depend- o
cnce oh the Soviet Union. More consideration must be given b
to the development of «~cure sources of gas supply such as i
gas from Norway.

|
: |

I

I

| Lol
| | - -
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|
| L
| _NUCLEAR ENERCY APR 2 2 942 ‘
" . v
I. 1SSuE | i

Strong su t from Bummit leaders of commercial nuclear
Snergy as an alternative to reliance on insecure oil would
help alleviate some pf the problems associated with increased o
nlclear energy use.  Ons major public concern is waste "
wanagement which coulld be specifically addressed in the ’
context of increased international technical cooperation.

|
iy o Gy ke AT

Pl The US nuclear industry has experienced cancellation of
90 reactors sinpe 1978 and has no current prospects for
‘ : nev domestic orders., The major US problems are: 1) reduced
o ﬂ&&:ato of growth of elgctricity demand; 2) utility finangial ;
- problers; 3) burdensome regulations and licensing delays) and i
4) failure to adeguately resolve the waste management issue. jqfﬂész
‘ o}
Most Wegtern cobntries, with the exception of ?tlncto-l£!<,w
experiencing s K reductions in planned nuclear .9!(*!&%;)
tholigh not necessarily for all of the same reasons. In parti=— ¢
oular, all Western ntries have some degree of a public per-
aeption problem assopiated with high-level waste disposal. o
Most technical experts would agree that the technology for such b
disposal in a safe manner is in hand, but the political and in-
stitutional decisionp necvessary to implement it have not been |
xade. Given this situation, nuclear energy prospects in these —
countries would u btedly be enhanced and confidence renewed B
if Heads of State magde a strong statement in support of Wuele- S
|

S emiat T

e
M

'v: i J#
Al \i;‘D

i
b
P i
i
if

ar Energy, and re nded some action to resolve the public o
concern about wulto.L In the latter regard the Heads of State i
oould ask the OECD Nuclear Energy Agency (NEA) to assess the e
feasibility of a joirt international waste management project. oo
, . - Most DD tounlide v raifig. Lo 4o JIT T mﬁéﬁf
III. TALKING POINTS| 4 7.4 4'u 41ols Caprdal, ally 1w Ocriirqlingd

; Po*ntc It s 4 tant that all energy sources, imglud-*:: s J |
i ing nuclear energy, utilized to their fullest potential to /ugﬁr&mgf‘ e
; minimize future ghn-‘ s on insecure oil and gas sources. W

ﬁ o 5 :-.{L ,’.“ {
Regponge: frante may press for a stronger pro-nuclear R tﬁf*’f }
.t.t.”nt L] I i ’ J":‘j{,(/;é . :"‘

|
Point: In viowiof widespread public concern over the nu- = f
!

- CRTLTEE TR sl T

‘ clear waste issue the OECD/NEA should be asked to assess the
o feanibility of an international waste management project.

ﬁu Response: senolturopo*n countries may suggest that this S
* be omitted as fult efforts to define such a project on a P
scalc that would have public impact have been unsuccessful.

Point: We su ‘rt a Summit mandate to the Righ-Level
. Monitoring Group tgpgcvoto special attention to nuclear
j energy issues over t?! next two or three years.

1
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|
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