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CONFIDENTIAL

LUNF IUEN 1AL

SYSTEM II: 90284

NATIONAL SECURITY COUNCIL
WASHINGTON, D.C. 20506

May 5, 1982

MEMORANDUM FOR L. PAUL BREMER III

CONFIDENTIAL

Review 5/5/88

Executive Secretary-
Department of State

DAVID PICKFORD
Executive Secretary
Department of tlie Treasury

LTC. ROBERT P. MEEHAN
Assistant for Interagency Matters .
Office of the Secretary of Defense

STEPHEN SHIPLEY
Executive Assistant to the Secretary
Department of Interior

JEAN JONES

Director, Executive Secretariat
Department of Commerce

WILLIAM V. VITALE
Director, Office of the Executive Secretariat
Department of Energy

WILLIAM SCHNEIDER

Associate Director for National Securlty
and International Affairs

Office of Management and Budget

THOMAS B. CORMACK
Executive Secretary
Central Intelligence Agency

ROGER PORTER
Special Assistant to the President
for Policy Development

JAMES BURNHAM
Special Assistant to the Chairman
Council of Economic Advisers

COIL.. CHARLES F. STEBBINS
Executive Assistant to the Chairman
Joint Chiefs of staff

SHEILA DRYDEN

Special Assistant to the Director
Federal Emergency Management Agency
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SUBJECT: Next Meeting of Overview Group for
NSSD 9-82

The Overview Group for NSSD 9-82 will not meet as scheduled

on May 7. To allow more time for work to progress, the

next meeting of the Overview Group will take place on May 19

at 11:00 a.m. in the White House Situation Room. At that

meeting, we will discuss the outlines of Parts i and II of

the study and an initial draft of Part I. : : 25X1
25X1 v

' The CIA Working Group on the first two parts will meet

several times between now and May 19. Contact|

if you are not participating and feel you should be.

Attached for your information is a recent Wall Street Journal
article on energy forecasting.

Va0 om

‘Michael O. Wheeler
Staff Secretary

Attachment

CONFIDENTIAL
Review on 5 May 1988

- CONFIDENTIAL
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The Wall Street Journal, Wednesday, May 5, 1982

% More or Less Osl

| Will Go Up or Down
. Or Maybe It Won't

t Energy Experts Are Gun-Shy
;

After Forecasts, for Years,
Haven't Turned Out Well ¢

By GeoRGE GETSCHOW
Staff Reporter of THE WaALL STREET JOURNAL

John Lichtblau, an unabashed’ energy
:’oreca‘er is feeling a bit abashed these
cays *The less you quote me the better,”
he says.

Mr. Lichtblau's sudden shyness is under-
standable. As head of the Petroleum Indus-
.iry Research Foundation, he predicted
¢loom and doom in 198k World oil demand
would “‘likelv accelerate,” oil supplies from
-Eastern Europe and other non-OPEC ‘coun-
tries would decline, and there would be a

continuing drop in U.S. production.. On all |-

counts, just the opposxte happeﬂem and Lhe
world is awash in oilr ”

“If we had just applied Econoxmcs 10L,%-
Mr. Lichtblau says,.*‘we would have come
up with better results.”. - -

In making . bum.predrcﬂuns Mr Lxcht—
‘blan has’a ot of company.=“All. forecasters,
Yboth in the government and.in the private.

.sector, have bean awful .at figuring out}

where the energy markets were headed.the,

does his predicting.as a deputy assistant

secretary of the U.S. Department of Energy
| . Just why.their crystal balls failed them is
the subject of intense soul-searching among

their elaborate energy. models ‘ang tried .to
| isolate- flaws in them.” Many. forecasters

tirely of their own 'makinv TR

Some blame °‘‘bad government data.”
Ot.he"s blame war., weather and other
“exogenepus factors,”-as they-call them,

Yior”
.znd rising prices. But a good number of
forecasters simply concede thaz they grossly
overestimated energy demand and grossly
underestimated energy savings from conser-
vaticn and improvements in technology. .

past few years,” says Dennis O'Brien, who |

{ the-energy experts, They have. huddied at.
{.various -professional forums,. broken:down’

have concluded that the errors. weren't en- j

Ba'd Dam Blamed ~Ey T:;;"_ .:‘_.__';‘.:_.., '..

that czn't be cranked into their models. Still |
odners blame "*‘aberrant conswmer behav- |
in response to anticipated shortages

_in a state of uproar,” says Rep. Albert Gore

‘ ..lnﬂuenced by the Present,_,m

In any case, “‘the whole profession is now

Jr., Democrat of Ten- — )
-nessee, who. con-
ducted a congres-
sional investigation of
the profession last
year becgause ‘‘bil-
lions and billions of
dollars” in private {J
and federal funds g
*‘aré gambled on the
basis of forecasts.” Today, he says. fore-
‘casters are changing their assumpticns.

“Conventional wisdom changes faster
than we'd like to admit,” says James Swee-
ney, the director of Stanford University's en-
ergy-modeling forum. “Only recently, the
general consensus was that demand and
prices would keep going up. Now the consen-
sus is that they 11 keep gomv down at least
for a while.” -

That isn't to say, of course, that the cur-
rent consensus is correct. Because soothsay-
ers share the same statistical techmques.-‘
economic theory and data, “they .also tend
to share the same ignorance,” says Stephen

'lt 14

McNees, an economist at the Federal Re- |

serve - Bank of Boston.- “'So" they're exther_'
_going 1o be all rightasa g'roup or al wrong_r
asa group. -,

el Moreover. many forecasters try m.chvme_
.‘the. futare merely by extrapolating the past,
‘So theirlong-range forecasts aré heavily in-
“fluenced by presentday Teality. “‘When- the
- {energy) market’s going up, they think it’s.
going-up forever; when it's going down, they
- think it’s -going .down forever,’” says Amold
-Safer,” who considers himself a-“*maverick™
energy forecaster. In the fall of-1980, when
_prices were rising, one forecaster. predicted
_$100-2-barrel oil before 1935. .Now that they.
‘.are falling, he is predlctmg 315-a-barre1 oxl
‘‘béfore 1985 ° * e
" Throughout hxstory it seems. 011. fore»
casters have suffered similar: shortsighted-
ness. ‘They have bounced back‘and forth be-
tween predictions of mpendmg giut and im-
pending shortage, and in almost every in-
stance their forecasts have been wrong one-
‘way or another. So if history is any guide, it
should teach one important lesson about
| forecasting: *“The only way to be sure
' where the market is headed is to go in just
: the opposite direction,” says James Tanner,
the editor of Petroleurn Information Interna-
tional, a weekly energy publication.
The first gloom-and-doom forecaster was

4 dent Carter’s energy program.= ez

| fasmn will. probably never be the same.
1 The CIA forecast *'ended the era of fabulous
| forecasts' and ‘made those who_practice the
] profession . somewhat- “zautious,” ‘says Mr..
} O'Brier of the ‘Department of Energy. Mr.’

was his dire prediction in 1918 that the US
_had only 6.7 billion barrels of recoverable o;}
left in the ground.

But the arrival of peace and oil gushers
in Oklzhoma and East Texas ended the cri-
sis and created the nation's first *'glut.” By
1830, the U.S. had produced another 6.7 bi}-
lion barrels of oil and the consensus among
forecasters was that the surplus was here to
stay.

World War I resurrected the premcnon
that *oil is in short supply.” But as the war
waned and new supplies were tapped in the
U.S. and the Middle East, forecasters found
it fashionable to talk about *“a long era of
cheap energy™ and began issuing *‘pleatiful
supply” forecasts again. The Arab ol em-
bargo of 13873-74 abruptly ended me eu-
phona. et

One famous forecast was the Cemral In-
telligence Agency’s 1977 prediction that cil
output in the Soviet Union, the world's }arz-
est producer, would soon paak, then decline
sharply and turn the Soviet into 2 huge net
importer by 1885. The prediction sparked
world-wide anxiety that the Russians would
be forced to.march into the Middle East and
thereby send oil prices soaring. -

search team,,says that the agency. later te-
vised jts forecast; but not because the origi--
' nal one’ was.wrong.. Thanks to the original
“forecast, he argues; “‘the Soviets invested a5
“incredible amount ©f money to find new sup-
phes . thereby ‘&verting the anticipated eri-’
sis.Z Several =conisumer - groups, " however,-
charged~the CIA “with ‘deliberate’ ‘deception
.aimed at- dmmrmng up -support: for. Prési-

- Whatever'the-case; the forecasting' pm»:

McDonald -puts:.it .more bluntly:.- *Fore-
casters are ‘scared 1o deat.h to ma.ke speuﬁc
forecasts anymere. s

So they ‘hedge a Tot. Fo. exa.mp]e, Sher-
man Clark,-a forecaster in Brookfield Cen-
ter, Conn., who has been “burned badiy” by
making specific projections on oil prices,

David White, onetime chief geologist of the ©

U.S. Geological Survey. During World War 1
Za time when consumption was rising. do-

mestic production was leveling off. reserves :
were dwindling znd deubts were developing
over future oil supplies from Mexico (then

‘the U.S.'s biggest cw,‘lxer!—-\ir \White p
dicted that

the pezk of U.S. oi! MO“”‘"i
; would soon be reached. Even more alarning
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now makes three “different-case forecasts™
and assigns probabilities to each one. His
current five-vear price forecast ranges from
$15 te $150 2 barre! and *‘the probability that
the price codd be anywhsre in that range is
about eaual.” he says.
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i came out, oil was already selling at $26 a

- WSJ (2)

Companies Hedge .

Oil companies are also hedging their bets
much more these days. Standard Ol of Cali-
fornia’s chief economist, William Hermann,
savs, “In the past we gave our best guess.
Now we plot different price paths and ex-
plzin “hat we think will happen within thdse
paths."” This change is understandable when
you cnn:.xder the difference between the
company's 1978 and 1982 forecasts for world
energv consumption in the year 2000. The
latest one is lower by the equivalent of 137
billion barrels of oil, or about five-sixths of
Saudi Arabia’s total proven oil reserves.

Exxon Corp. 2lso has looked bad at

times. An Exxon forecast released in De- |’

cemnber 1979 assumed that oil ‘prices, then
about $18 a barrel, would rise to $25 a barrel
in 1985. But only 2 month after the report

barrel. “We looked pretty stupid on that
one,” an Exxon man says. . -

Some forecasters are consmermv issuing
new forecasts more often.
sticking with one forecast.and trying to jus-
tify it; I think it ‘would .make a lot more

sense if every six months or so, one wmxld »

mazke a new forecast as conditions change,”

says Mr. Lichtblau of the Petroleum Indus- |-
try Research Foundation. Meanwhile, at |’
various speaking engagements, Mr. Ldcht- |-
|'blan bas started citing government’ enervy

forecasts ‘instead of -his own. "‘This.way if).
the forecast’is-wrong,- peoplé can:blame.{:
1 them, -not’me,” - he says.->1" don’t -want . to :

snckmyneckont.

Like- Mr..,uchthlan, ; mo& promment-
forecuters are afra.id to smke out on. thexr

“Rather thzm :

“bother him much.

own these days’ with a truly original fore-
cast, says Mr. McNees, the Federal Reserve
! Bank economist, who has studied their re-
' cent predictions. Faced with so much uncer-
tainty, ‘“they've clustered together like a
herd of sheep.” he says, xrakmg it hard to
distinguish one forecast from another.

There are differences, however. Before a
group of oilmen in Denver recently, Fred
Singer, an energy forecaster who contends
that the giut is price-induced and that prices
could fall to 825 a barrel next year, debated
Ragael EI Mallakh, an energy forecaster
who says that the glut is recession-induced
and that oil prices could begin climbing
again once the recession subsides.

Although neither forecaster clearly domi-

nated the debate (1 don't think either onei’

of them has the faintest idea what's going to

happen,” says Glenn Anderson, a Denver {:
oilman), Mr. El Mallakh admits that Mr. |

Singer’s prediction gets a Jot more attention

than his. *‘He tells the public what they want |

to hear, namely, ‘We can live without the
foreigners,” says Mr. E| Maliakh, who is.an

Egyptian. “But I-can't get my messagey.

.across. because. people don't want-to-hear-|
anything about oil shortages anymore..'.‘,. .z

. Mr. Smgers predictions, in fact, fre-| -
quently .appear .in . guest columns on=The .

1Wa11 Street:Journal’s editorial page. But Mr,

¥E1 Mallakh'Says;;*I'vé submitted guest #di-; ;

*torials to major pubhcancms (mc]udm this
»one) -and I'm always turned down.

‘Becaise™ of - this. what-expen'vet&heard .
Eactor. some. forecasters argue that expecta- |

:tions -of gluts o shormgm are moret'media.

{events™ than reahty *At-any point in nme.»»‘

'says ‘Mr. :Safer, the self-styled. .mmaverick’]
‘forecaster ‘~+'there. “are * people - predicting
arci d.ul

rtainly g ;
'lot and these’ “expens “have’ somemms

been dead. wmng.‘rwo years 2g0:1 for'éxam 3

ple, coal analyst John Kawa was quotedina

Journal article.as saymc that ““‘we're headed |
‘for a shortage of coal in the East™.and thal {
.by 1983 prices could almost quadruple To- |!
‘day, with coal demand and prices in the dok |

drums. Mr. Kawa freely admits that he has
been *“consistently wrong™ in making en-
ergy forecasts. But that doesn’t seem to

As a securities analyst"‘you make or
break yourself on earnings projections,” he’

savs. “Energy forecasts are just a side-
ligm v :
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