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This report has been prepared for the Trilateral Commission
and 1s released under its auspices. The authors, who are
experts from North America, Western Europe and Japan, have
been free to present their own views. The Commission will
utilize the report in making any proposals or recommendations
of its own. It is making the report available for wider
distribution as a contribution to informed discussion and’
handling of the issues treated. ' -



THE PRAPPORTEURS

"JOHN C. CAMPRELL ... Born October 8, 1911, New York City; A.B., Harvard,

1933; M.A., 1936; Ph.D., 1940; Specilalist in Eastern Europe, U.S.

Department of State, 1942-46; Secretary of the U.S. Delegation'and Politicél_
" Adviser at the Council of Foreign Ministers and at the Paris Peace

Conference, 1946; Political Adviser, United States dzlegation :

to the Danube Conference, 1948; Officer in charge of Balkan Affairs,
Member of the Policy Planning Staff, Department of State, 1949-55;
Director of Policy Studies and Seniocr Research Fellow at the Council on
Foreign Relations since 1955; Consultant and Adviser to the Department of
State since 1963; Mewmbexr of the Policy Planning Council, -1967-68;

author of numerous books and articles on U.S. fO?elgn policy, Eastern
Europe, and the Middle East.

LS

. GUY DE CARMOY ... BRorn February 20, 1907, Paris; Licencié es lettres et
en droit, and Diplomé de 1'Ecole libre des sciences politiques, University
of Paris; Inspector of Finances, 1930-60; Acting Adminstrator at the

International Bank for Reconstruction and Development, 1246-48; Director,
OECD, 1948-52; Administrator of the Banque des interdis francais, 1962-67;

Professor, Institut d'Etudes Politiques, since 196l; currently ProLessor,'

European Institute of Business Administration, Fontainesbleau; author

~of Les Politiques etranjerea de la France, 1946-19656 (1967), Dossier
- europeen de 1l'energie (1971}, and many other WOrxs.

SHINICHI KONDQ ... Born 1910; graduated from Tokyo University, 1934;

enterad the Japanese Foreign Office, 1939; - CQnsgl, New York City, 1941;
held a variety of posts in the Foreign Ministry,‘l941—61; appointed

- Ambassador to Denmark, 1961; Member of the Japanese delegation to the

United Nations, 1965; appointed Deputy Vice Minister of Foreign Affairs,

' 1967; Ambassador to Canada, 1969~72; currently with the Mitsubishi:
Corporation, Tokyo. ' : :
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disnlay uncorcern for Eurode and Japan wltneut provoking reqctlopa adverse to alffvh

‘Europe and Japan cannot expect U.s. assistance unless they impose strict measures

Ln pgv: The Imperative for a Trllatefal Approach -~ Summary of the Report

John C. Campbell, Guy de Carmoy, Shinlchl Kondo
Jurne 1974

The Trilateral Task Force Report op the Political and International Implications
of the Energy Crisis assumes that the era of cheap and plertiful oil is over.
.W_ R

The irndustrial countries face major problems of adjustment to uncertain energy

supplies, high costs, and new requirements ir political relations. Some of

' thebe nroblema are immediate; some are for the coming decade of cortlrulng dependence
on N1ddle East oil; some 1nvolve planning for the longer run. They can be met

.successfully only with policies elaborated in concert rather thar in competition. |
- — : e s T T

In economics our countries must contend with the short ard lorg term effects of
shortages ‘and price increases on their national ecoromies and on the interrational
trading and monetary system, and the need to make early decisions on the develoe—

ment of new sources of energy. In politics, the trend toward politicization of
: : '

international economic relations will be strengthened by the situation of relative

-scarc1ty in energy. Policies aimed at inducing the producers to keep producing and

exporting_oil will be needed, as will efferts to evertcalamity in countries upahle

te meet the high‘price of 0il., Ahove all) the trilatera;_coueﬁriee must cope with
eounting pressures at -home and medify accepted habits ard lifestyles, whiie avoiding
destruetiﬁe competition anong themselves snd preserving their democratic institetions.

The relative positious of the three regions -~ Europe is threatened with economic

and financial crisis at =z t1me of polltlcal weakrness and- dlSUPltY Japav is

. . — e e e T 14 S e ot ",
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highly vulperable because of its energy dependence. The U.5, ;s_mr a comparatively \/ﬁ |

strong position, but it cannot take refuge in a pollcy of self- 3uffic1encxvand A V/*/
M




.on themselves. Vigorous coordinated acticor car help tham all to reduce -their o,
Coil dependence on the HMiddle Last in the next decade.

The imperative to cdoperation suggests a common long-rarge strategy and the

following specific recommendatiors. (1) Conservation and efficiepcy of erergy use -~
2 ' , .
Goverpments and private bodies should develop conservatior programs on a priority

———
- R C

basis, including investment, joint research, and generally agreed targets;

(2) Assuring safe and adequate supplies ~~  Trilateral countries should coordirpat

S

policies to maximize bargaining power with the oil-exporting states and create

irducements to keeping up supplies, and to develop alternative sources. (3)

[

Emergency sharing -- They should agree now on a plan including  (a) the definitioﬁ
) !

of an emergency, (b) stockpiling, {(c) conservation, and (d) allocatiorn of supplies.

(£} Fipance —— The consuming courntries should aim to meat the impact of ‘high

~oil prices by increasing exports to producers, recycling the latters’ balanceaof—

;
payments surplus funds to the courtries which incurred the deficits, and providing A
. ' . , i i
i
l
1
o

help to those threatened with fipancial collapse. (5) Sharirg of techrology and

~joint R & D -- Governments must promote ar exteusive sharing of technology_desigled

" to increase efficiency and develop new erergy sources.  Priorities in research have

) o . - i
to be established on the main lines of effort in developing. sources of energv for|
. : . i

the post-oil age.. |

I

In their relations with oil-producing couptries, the consuming countries must

try to build a continuing-relationship in which both sides have a stake. This
collaboration should 160k ahead to the time when the oil age fades out. Bilatérél
deals or régional approaches should take placé wifhin an agreed strategy serving
the iﬁtérests of the trilateral countrieé as'é whole. On political matters,ré

greater accommodation of approaches to such questions as the Arab-Israeli conflict or



arms sales to Persian Culf states would corntribute to harmonizing oil_policy with

e

Middle Cast states.should be encouraged to

]

political and military objectiveé. The

view their oil policies in the broader context of security and cooperatiov.

explore the possibilities of obtaining increased erergy supplies from them while

In their relations with the U.$.5.R. and China, the Trilateral countries should =~ gb},#
"avoiding aoy substarntial depewndence on them, The high costs ard risks involved should

.~ be weighed against comparable iﬁvestments-elseﬁhere.- In their relations with the

' LDC's,‘the developed countries should join in measures, to which. the oil-producing TP* :

‘coﬁntries should also contribute; to help fhe poorest natiénS'tﬁreateneq wi;h-disasger
bflprice inéreases in oil-and other essential pfoducts.n

- A master strategy is needed to set broad lires of pélicy for thertrilatefal

' countries on the erergy problem. -An energy agency,. logically ore associated with
. ’ —— e e * * 5 Ty

| the OECD, is required for cornsultatior and coordination of policies.

- . - .
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ENERGY: THE IMPERATIVE FOR A TRILATERAL APPROACH

. First-Report of the )
-.-Trilateral Task Force on the Political
' ard S
- International Implications of the Epergy Crisis

¥ .

I. The Scope of the Problem

‘ The‘energy:crisié confr&nting the uations of Uéétéfp Europe, .

- North Americé‘aﬁd Japan is b;th‘specific and'general; immediate énd
10ng~raﬁge. In its simplest and most urgenf férm it concerns the

shortages,of‘5upply and tﬁe‘staggering increases in Ehé price of oil

. ﬁith which_éach couﬁtry has had to contend ﬁithin ;he past year. Hore
~brbadly; it has to do with sﬁccks which these dévelopﬁents apd our
gbVernméntSi attempts'to cope with them nmay iﬁflict on the Qorld's
'Jmonetafy andltrading Systeﬁ."And in the longér run the érisis poses .
:fﬁnAamenﬁal questions ébéut hoﬁ our expandinérinaustrial societies,

' yhich'in-the past quafter century have been fuelled increasingly by.cheap

and plentifulroil, will fare in fhe coning decade ﬁhen o0il supplies are
neither_cheép ror éecufg, and in the more distant future when they have
.vi%tu;llyrdisappéared. .

'-:' fhe Qaf éf‘Ociober 1973 ip the Middle ﬁast_énd its accompaniment

of embargoeé,,cutﬁacks iﬁ 0il production, ?;d‘rises i price did not

create the energy‘prdblem. These events speeded up trends already

visible, gave them a sharp political-twist, and revealed with merciless

clarity the vulnerability of the industrial countries. It was evident
that these countries could rot go on indefinitely at the rate at which

- their . consumption of energy had Been éxpanding since 1950; that expansion



ﬁould have haﬁ to come mainly from imported odil,‘dits avéilahility
‘uncertain and its price inordinately ﬁigh. |

The pexvasivg influence of the energy arisis om the entire fabric
of pational and intgrnation;l géonomic life will inevitably have ﬁolitical<
,co;sequences and will ;equife hard political deqisions,.lﬂence the
impoftance, fdr the,governmen&s and beoéles of thé Trilateral cduntries,-
of seeing fhe maghiﬁude and scope of the prbBlem. When éhey sée it, we
believe they will find no viable alternative to a’ common approach.

VThis Report first examines the ecénomics_of the fﬁture energy
picture, then the politics of it, and finaily mékes sonie pr0p§sals.
These propésals afe not a paroply of detailed poliéy recommen&atiohs;

We considered it more important at this stage to establish Comnon

purposes and set the general directions for peolicy.

A. Economics

It is useful to diétiﬁguiah two time perspedtives, one for fhe
next ten years or so, and the other rﬁnning to the end of the centuryr
ané‘into‘the next;

In the first period the economy of the industrialized‘Trilateral
region as a whole,will continuerto be dependent on oil importé from OPEC
(Organizaticen of Oil'Exporting-Countries) sources. Our societies are

based on high energy consumption, They cannot suffer a drastic drop in

available supply or‘stagnation in the rate of enéfgy'growth without

,

-serious economic and socizal consequences. Against this structural demand

there is an insufficiency of -reliable supply, since a critical part of
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"~ their currert supply is subjeci. to decisiors or access ard or price which are

cout of their cortrol and can be arbitrarily made. Becrusa substitute sources
of supply will take vears to Jovelop, the period of cortinued deperderce will
' 3 -
(I - ’ ) ! . . .
last irte the L9305 for virtuslly all the Trilateral courtries ard beyond -

1985 for most of them.
‘The Jorld‘s‘supélyrof ol isrsuffigient to meet all:import réqn{remeﬁts

over the pext ten years. Thera could-even he a potenfial sﬁrplus; proviéed the
OPEC countries cortinue to exnort ard the conéumirg‘countriesﬁtake effective
measures of corservatiog ard successfully pursus the develoément of oil ir ron-—-
‘OPEC courtries as well as of cther.sources of energy. Whather Imports are
adequaté will largely deperd or the policies of OPEC courtries, which ﬁill be
determined‘hy such factors as reed for reverue, the price trend, irvestmert
.opportﬁhities and-politicailmctivafion.

Thermagnitude 65 the aﬁtiaipated gap‘dependé also or how ore eétimafés the
growth in requirements for.impafted cil. Projeﬁtiops ﬁada ir the early 19703,
based on Qhat hﬁd beer pormal rateé‘of nrowfh ir erergy corsumptior during the
two previous deéades, set U.S;‘;equiremeots ir 1985 irp ﬁhe vicirity of 13
wmillion bafrels-per day, Westarn Europé's'at aboué 23 millior, ard Japar's at
aboutril-million: All-threalregions, in those‘circumstances, would be
ircreasingly ard critically depé?dent 6n'imports, which would have torcoﬁe
mainly from the Middle East. As a result of'experiénée and Eufthar‘study since
the autump ofl1973, such projections cﬁn-béxreviseﬂ to take accourt of

Vanticipated corservation, greater efficierncy in éhergy ﬁse, inéreased domestic
0il and gas productior, import substituiion, andlhigher priceé.-'ﬁuch moré car be

accomplished by such measures ir the United States, however, thar ir Zurope or

Japar, Tne U.S. import requircments might be reduced to less thar 5 millior

oy

h/d, perhaps as little as 3 millior, by 1985 or ever by 1989. Western Luronels

imports would still be betwear !5 and 20 millior b/d, acd Japar's batwser ¢ & 10 millic

The questior of price may be evep more difficultr,; for the drastic risa
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ir prices determired by OPEC at the end of 19073 irevitably. upset the ecoromic

equilibrium of ‘the corsumirg courtries ard foreordaired a massive trarsfer
of financial assets, and thus of ecoromic power, from them' to the oil-
producing countries. The anticipated additional oil bill, for 1974 alone,

will be abuut $40 to $50 billiorn for the industrial countries and $10 ¢

billion for the developing countries unfortunate erough not to be exporters

ef 0il. The effects on the international monetary system, on currency

valués,on rates of inflatiorn, on food and fertilizer production, and on

living standards are impossible to caleculate but bound to impose strainps

of an unprecedented character.

Looking well bevond the immediate problems and those of the next-decade,

‘we can see the end of the hydrocarbon age. The date cannot be fixed

because the size of hew discoveries of oil and gaslcannot be predicted,

but with consumption 6utrunning additionsAto.prOVed reserves the handwriting
is on tﬂ?.wali. Thé world'must barprepared, accordingly,wpo make the
transition 30 or 40 yeafs hence -to an economy baséd primarily on coal‘(and
its derivatives) and on ruclear power. The goal will be to feach, without

a disastrous gap, the age when abundant renewable epgrgy-is available for
the worldﬁs use'thrqugh néw me;hods such as breeder reaétors, cbntrolled
nuclear fﬁsion, or harnessirg the pdwer of the sun. The‘conditioning

S

factors for supply of energy over the long term are ingvestment, technology,

and ecology, and the initial decisions have to be made now.
‘The econcmic problems may seem simple -- how to restrain demand and
maximize supply at tolerable cost and where to put investment in alternatives:
; . .

to 0il -~ but in fact are complex because they combine short, medium, ard
' ' N

long~tern considerations and at the same time involve a balancing of
on _ ‘ ,

-



" negotiations with producing states.

finarcial, technological and other factors. They will require on the part

of our goverrmerts considered ard far-reaching decisiorns, which should serve

\

to promote irterratioral irterests rather than nerely to satisfy their short-

term ratioral irterests.

B, Politics
In the necessary effort to bring the worl&_through the next dedade
and on toward the ége Sf nucléar energy withoﬁt major upheavals, the
advénced industrial societies of ﬁorth Americé, EuropE‘and-Japan hafé a dee§
involvement and Spécial responsibilities. With economies which are iﬁterm-
dependeqt aﬁa political interests which in the past havé heeg compatible

and mutually supporting, they have an overriding concern with the geod

" health of their relations among themselves and with the preservation of a

i

workable trading system and an effective international mopetary structure,

both of which are already under stress.

It seems clear that international economic relations, with a strong

" ‘assist from the energy crisis, will take on an ircreasingly political

chafac;er.' This is already apparent‘in the relations between oil—coﬁsuming
and oil-producing states. The private oll dompanies} where'they have‘not 
alréady been taken over, can no longer make decision; on such matters as
how much they‘will prodﬁce in the latter states or at‘whaﬁ price; The
gpﬁernments of consumipglcouﬁtrigs do not have mﬁch to say about those

matters either, but they krow now_that how to-get oil is their problem and

.that they have to deal with it both in discussions with each other and in

-



How are the OPECT members, mainly the big Persian Gulf producers, to

be persuaded fo'keep up the supplies of 0il? All of them know that their

0il reserves are finite. Thay will decide for themselves on the rate at

whieh they use them up. Some, with major ecoromic development programs,

ﬁay pfefcr a high level of oil exports'in order to mainrtain a higﬁ'lével

of income.. Others; with smaller populations ana‘less amhitious proérams,
may be reluctant to push production beyond the point which meets their.

own néeds for morey income. Some may restrict prqductioﬁrin order to
nrolong the life of their re;erves. A1l will wish to keep prices uﬁ!

And some may wish at one time or‘anbther to determine policy on produétion.
and. export of o0il on essentiaily political grounds.: The partial relaxation

-

of Arab embargoes and production cutbacks early in 1974 was tactical rather

than strategic; the Arab ocil-producing states have said that they will use

the "oil weapon' again if they find it necessary,

Similarly in.the case of relations\with the 1esé-developed counﬁries_
which are not oil-producers, the effects of the energy'érisis will Ering
governments of the frilateral countries, by cholce or by circumsﬁance, intb
increaéing involvenent in International economic relations. Thé fiée in
oil priceé threétens the wdrld'é poorer countries with economic ruin;and

resultart social ard political upheaval. They will seek to avert such

a disaster by mobilizirg political pressure or the rest of the world

‘for massive concessioral aid ard by tryipg to apply the OPEC method to

ary valued raw materials thev themselves may have.- The developed countries
anrd the rewly rich ocil-producers will have to make basic political decisions

or’ what to do abeout if.

~



The end ofrthe era}of chea§ and plentiful energy is most'striking,
Derﬁaﬁs, in its impacﬁ within our own countries. One carnot predict
how far—reaching tha economic ard social effects will bev Inflation,
industrial slowdown and unémployment nav bring sccial uhrest{'fu?thSr loss
offconfidence in govercments, ard political disorder. What ié more easily
prédictable is ‘that urder these multifarious dislbcétiobs and brgésures the
lines betweeh:private-decision and public éoﬁtrél, between the ffeedom'
of individuals to live their own lives, and the social requifgment for
rationality and equity in the userof scarce resources, will come under
strain. K These are practical rathef than philosophical:questions. They-
will challenge the ability Sf'our sqcietieé to maintain democratic
lnstitutions and the,essentiais_of free enterpri§E‘necessafy to amn”
efficient  economy.

Over the long rup the erergy problan poses fundémehtél questions
about rates of growth, conservatiorn of resources, the halarce bétween
ecpnomic and .enpvircepmental Vélues, and the crcatioﬁ or refashioning of
‘Institutional structures adequate to Ehe challenge of rew demands. With-
in ﬁational éconémies, Pnderipressure‘of,highwcost erergy, governments
- and peoples will have to take decisions on allocation of reéourées, on
priéritieé aﬁong different forms of production and sﬁﬁsidies to investment,
oh revaﬁping ﬁf transportétion.systems, onfpatterns'of locaﬁion For
industry, public'services, and Housingi

These é;e, in the:common vie&; problens of domestip policy; aﬁd we
do pot pretend to judge how each courtry will succeed in dealing wiﬁh tham,

But the line between domestic _and foreigr policy is unclear, and the

1

incliration is always present to have the cost paid bhv someone else. At



such a time it will require extraordinary leadefship on the pért of govern-
ments, as well as exXtraordinary public\understanding‘and disciplire, to
avoid seemingly simple solutions which promise, in thé short run, @ore
imported 0il or higher exports or a cheaper currency.r Fdrrsuch a §0urse
will lead only.to destructive competition‘in scrambling for oil, ﬁushing
exports and shuttirg off imports, and devaluing curreﬁcies. |

It is hard to avoid the conclusion that.the greétesﬁ;challenge of

the energy crisis lies in the relations among the developed‘nations of .
the Trilateral region. Thus %ar it has done more to disrupt the EgroPaan'
Community than to pull it ﬁogether. Restrictive measureS-takep by Italy.
under severe economic pressure may be followed by similarrmqves by other .
states, setting in motion a serious disintegrating trend in the E;E.C,
-Energy questions have alsb strained Eqrdpe’s and Japan's relatiﬁns with
the United States. Unless these nations can éstablish the'neceSSary-
cooperation with each other, they can hardly be effective ip dealing

with the rest of -the wgrld, the oil-producing countries especially. Im
order to have a realistic basis for such collaboration, it is nacessafy

to see what the respective.positions‘of the different Trilateral countrieé

are and what are the factors of compatition and of commorn interest to

be taken into account,- i

C. Relative Positiors of the Three Regions

.The balaﬁcé amoﬁg the three rggions should be cénceived firéﬁ of
all in terms of energy resources, but also iﬁ terms of political ard
military inflﬁenca, eccnomic and monetary. strength, and techrological

capabilities.




The ﬁosition-of North America ié relatively strong. 'fhé United
States and Gaéada héve very large'potential resources (gil, naturalrgas,'
(:’in, oil shale, tar s‘andsr) which i-f developed ‘could produce energy well

'hejond_theif ovn needs. The Urited States will not' be critically depgndémt
Qn ﬁiddle Fast oil, which made up bnly 6 percent-of primary energy comsump-
Vtion in 19?3,'uuleés iF‘éllows the whole of its increment in anarg groﬁth
Lo come-from that source., It has the naturﬁl resources, the fin;ncial
A 1 ' ' , -
means, the technological capacity and presumably the political will to
" become virtuall& self~sufficient in egeréy by,1985 and to remain 80,

The pet supplementary cost of ﬁheroil imports may amount to_$10 billien in
71974,‘but the baléﬁce of current account wi;h the oil~produciug counﬁfies
may be runﬁing the other,waylwithin‘a vear or two because of their
 desire-for American.gocds and the attraétivéness of the American market
for long~term-inVestments. The dollar is emerging from the energy crisis
Stronger than before.

_Canada is roughly self-sufficient in energy‘no? {(imports ofroil td
eaétern_Canada in.tﬁe past were genérally matched by expirts from western
.Canaaé) and likely to remain so. When Alberta's conventioral oillsouices
pegin to ﬁaper off, they will probably bé more than replaced by oil and

. . ! . .
vas from the Artic, and eventually, oil from the Athabasca tar sands.
Canadian governments of whatever political stripe are likely to be
JdevelOﬁing a nétiona; enérgg-policy carefully attuned to Canada's neads,
\ ’ - V ) '

and to be chary of awy rapid exploitation of its resources by foreign

capital largelv for foreign matrkets,
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he Urited States is the strong partner in the Atlantic alliance

s

nd in irs security arrangements with Japan. Its naval power in the

o

Mediterrarean apd the Indian Ocearn Is the oniy nilitary couhterwaight

to Soviet powar iv-those areqs; It is the main suppiier of arms to‘Israel,
Jordap, ¥ran, and other Middle East countries and is %eoarded by arnumber
of those states as a mainstéy of their security. The United States also

has considerable political and diplomatic leverage in the Arab-Israeli

.

"conflict through its irfluence with both sides. Although its policies

of . support for Israel have ternded in the past to undermine its relations

with the Arab states, including the oil-producers, its success in arranging

interim settlements between that country awd Egypt ard Syria has strengthered

its positior in the area as a vhole,

Western Europe is in a nuch weaker position, both politically and
N ‘

»
.

in respect of erergy. Althoupgh the E.E.C. functions as a.common trading’
upit, it lacks stro;g‘political‘iustitutions. Heither the Commugity
nor its member states have sigpnificant military influence ir the tiiddle
East.. They have an intzrest io a peaceful settlement of thelArah—Israeli
conflict but have not beep able to play anreffeptive part in bringing
it about throuéh negdtiation.'

_ .

The dominant fact of Western Eurcpe's energy situation is its

dependence on Middle East oil (60 percent of OECD Europe's primary energy

i

consumption in 1973). This proportion may be somewhat reduced in the next

. decade through the developmert of North Sea oil ard gas and the pursuit -

of strict and consistent policies or the use of energy, but it is doubtful
that deperndence on external supplies will be brought below 45 percent by

1985, "This relatively weak position is accentuated by the absence of a

. common energy policy inm the E.E.C. and by the tendency of individual

>y
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goverrmants to act on their own ip matters crucilal to each others’' welfare.

One has therefore to corsider separacelv the positions and policies of
\ : .

irdividual Huropean countries,
. ‘
Great Dritaln acd the

ederal Renublic of Germary are about 50
parcent self;uufficieht in primary erergy consumption, while France and
Ttaly are aboutVSD peréent dependant. Britain will have difficulty in

tﬁe pext few féafs iﬁ meating its oil import bill at a timé of sarious
balance~of-pavments diffiﬁulbies apd upcertainty over continued membership

in E.E.C., but its longer-term prospects are favorable because of North Sea

oll and gas. .Germany, at least ir the short term, can balapce its trade in

spite of the hish cost of o0il tharks to its formidable export potertial and

large monetary reserves; put Lermany mav lose export markets as. other
countries take defernsive measures fo oreotect thelr owe industries and

rnay for imported oil.

3

France is faced with larae trade deficits, is investing heavily in

ubstarvtial external borrowing. Its

wn

nuclear plants, ard has resorted to

position is essertially weak despite scme positive elemerts such as

3

comparatively large gold reserves {(which will jump if there is a revaluatiorn

at or around the market price), heavy sales of arms to oil-producirg

\

courtries, and a pro-Arab foreigr policy that might win special favors. The

'plight of Ttaly 1is the most serious. Urable to stop the drain or its

" balance-of-payments despite heavy borrowing, it has introduced import

restrictions to the detriment of its partrers in E.E.C. as a short-term

palliative measure. Italy's fundamertal problems remain unsolved, apnd its

situarion iz likely ro get worse.

_!Europe'thus'faces a bleak prospect. The increase in its oll import

-bili’for 1974 is estimated at $22 billion. With the exception of Germany

T

T it -
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and perlhaps the Netherlandé, the E. E. C countries face the alternatives
of (a) accepting a marked depreciation of thei‘r currencies, (b) resorting
to éxterx_lal b‘or_rowizi'_lg‘at unprecedented levels, or {c) rédgcing
-drastically their imp_orts of energy and of non-es s'gﬁtials._ They v;rill
probably‘cdmbine'ahl-l three, and thé end result could be a monetary
cbliapse.
_ Japan is more dependent than Western Europe as a whole on external
?SZS&? supplies of energy -- about 75 percent of domestic consumption, -All of
: ~
lits petroleum is imported, over 80 percent of it from the Middle East.
Thus Japan is tﬁe most vulnerable of all the i‘ndust_‘rial' nations apd does
snotr expect .the major international oil companies to,be‘a’blel.to guarantee
the needed volume of ;upplies. High pricelé fot oil (the import bill is
likely to increase by $ 8-10 billion in 1974) have-‘alz"ready led to a
weakening of the previoﬁsly strong trading position, dépreciatioﬁ of the
currency, a.nd a further rise in infliation.r Its abirlity to continue meeting
its oil bill will depend omlits léng-rang; export pos sibilitiés, a_.nd on the
survival of fhe world free trading sy-'stern. Japah in;illl try to develop its
domestic e-rnerrgy resources, principaily lnuclear e.nlergyl‘r, as well as to
diversify its external sources 0£ supply, but it cannot escape from its
position of dependence ow and vulnérability to éverseas supply. Thergfore,
it is Vitally irnpc;rtant for Japan to maintain and develop cooperative
" relations iﬁith oil-p;oducingl countries, ‘I—Iowever'? Japan has not held
such political and rnilitéry Vl_everagre inlthé Middle East'ias.have the United
States and,-in lesser degre-e, some ‘o'f‘the : WésterﬁﬁE.ur‘opean countries.
Fof any and all o.f the oil—cohsurhing countries, the pro'spectfof
massive exports to producing countries is very attractive, as is the

idea of getting back as investment the funds they pay out for oil. They

are, however, in competition with each other in exports and in attracting




feel a certain confidence ir the posszession of enargv resources which the
H [+

investments, and those in.the strorgef positions gre likél?_to have tﬁe-
aanntage. Thus the United States has an edge in ﬁhe sellipng of arms, for
reasons of technolog-‘and political influencg. Cerrmanv and Japan hqve'tﬁé
best possibilities for selling eqﬁipment. And investmenis of o0il money-
from the Middle East are more likely to £low to América.or Germany rather
than to épuntrias ﬁith weaker currencies and dimmer pfospects. ‘The abéendg_
of stropg European institutions,mainrly ap economic and moretary union,
works against the recycling of funds to Europe. |

This factﬂai-picture of differing economic ard financial posiﬁions

of the ecountries and regions of the Trilateral area must be understood

both for its political reality and for its disturbing implicatiors. TFor

some years ahead the Urited States, Canadi, and later Creat Britaip will .

]

s

other will rot have. Germany and Japan may have compersating advantages

Jin ‘the competitive strength of their economies. Intensive competition,

if it is unéoq}folled, can turn.out ver# hadly. for those in a weaﬁer
pésition. Competition should therefore be matched by cooperation.
Cooperation, of course, has its limits;'for example, if cannd:
determine Qhere Arab inves;ors will put their ﬁéney ér to whbm pfivaté
haﬁkers will make lcans. The stronger coﬁntries will not be inciined>to
engage in én unending series{of operations to rescue the weaker. Yet all
haye'a stake in the sﬁrvival of all, and in the survival of a viable |
economic order in the world.: The United States could not bhe indifferent
to a monetary‘collapse in Europe. Ino the‘framewofk of a 1ong—t§rm apéroach
which makes senselfor all,’%ﬁich offers a qonstruative-altefnative fo thé

uncertainty and vulrerability of the period immediately ahead, it becomas -
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pelitically possible and irndeed recessary for the stronger economies teo aid
the weaker, provided the latter, through corservation of energy and in

other wavs, are pulling their weight apd not merely gettirg a free ride. —

& N

II. The Meed for Cooperation

The Trilateral countries should go forward together in a

joint commitmert to develop energy and to mest its hiph

cost, with a plar covering the mext 20 vears or so. They

will not succeed if they have cornflicting stratecies.

The energy problem requires not orly a series of defensive measures
azairst shortage, dislocation, inflation, and the excesses of economic
nationalism, but also a positive strategy which sets priorities and assures

the ratioral, lorg-term development of erergy resources in ways compatible

. with demccratic freedoms. Market forces will provide much of the motive

P e s LI e

power, but it 1s pecessary to set tha context within which private

decisions op investmant, for example, can be made and market forces can

operate to the best advantage. The overall strategy must take the form of
public policy based on the copscious choice ard dedicated effort of -

governments and peoples, first of all among the advanced industrial pations

but with full corsideration for the interests of cother nations and an open

invitation for their cooperation.

At the Washington conference of February 1974 the countries pf the
three regions (except France) agreed on the need for "a comprehensive action
program to deal with all facets of the world enarpy situation by cooperative

measures.' Based on that agreement a coordinating group was established,
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~and work goes forward in the 0.E.C.D. apd in ad hoc workipg groups. It is
rot our purpose here to review or to judge this work ip its present early
stages. This report will concentrate op the overall aporoach to the-
problem, the need to establish long-term goals, and the specifiz fields

ir which early and effective actior is essential.

1. Conservation and efficient use of energy

L

The censuming countries should intersify and coordinate

their efforts for the morve efficient use of energy, setting

- gpecific targzets and working out plaps for irvestment,

technology and public policy to achieve them,

Wé‘Stress thisg sﬁbject botﬁ fo? its prémise‘éf aétqal results and for
its important psychological effacts. Avoidance . of waste and increasicg
‘efficiency iﬁ the-use of energy are mandatoryiin an age of'scafcity'and
high cost, when many svstems and methods unattractive at_earlier‘priées
become feasihle aﬁd desifable; Much can be done without changiﬁg life~
s;yles, and more cau be doﬁe with‘somg.ghanges; Extravagaﬁce iﬁ'pérsanal
gonsumption is no essential atfribute of a freg Societyg‘indeed; tO‘frim
Unnecessary fat may have social as well as economic berefits. Economic
incentive will provide the main motivation, but govérnmenté_willlhave to sef
priof;tiéé for thé use of eﬁergy,ulimit:the consumﬁtion.of certain goods,

. : . PR o : ‘ .
epgage "in plénning,'paas legisiation, and vote funds in such f£ields as
N C : _ . ,
mass transit.
'_We should ;ecognize'that the consumption of enefgy cannot be éxpected

or permitted to grow exponentially, as it has in the past, at a rate which

would project a déubiing of U.S.ﬁdemand between 1970 and 1985, and a
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doubling again by 2000,‘and even higher rates of growth for Europe and
Japan. Holding down demand for energy is one of the surest Ways, witﬁin
ivs limits, of coping Qith the problem of supply. Some measuress can he
taken at once, without heavy investment.- In cther éases, investment in
* ’ ‘ .

efficiency of use will be much less thap the investment in a corresponding
increase in suppl&. Conservation is also a method which givésﬁrise-to a
minimum of international controversy and éan induce habits of cooperation.
" Improvements in energy efficiency should be widely applicable in indﬁs;ry,
transportation, hqgsing, and electriﬁ power production, with much of the
cooperation carried out by private firms and research ofganizations.

Joint research should go forward wi;h both public and private support.

Gbﬁiousif, aemand cannot be cut 1ln the séme precise pfoportiqns in

each country, ;Geographic, gecoromic ard social factors differ. Japan is
under greater pressure to save energy than the Gnited States or Canada,
but has less margin for doing so. Ten percent saving from past levels of

consumption is within reach of all, Although formal international

agreement on fixed standards of conservation would be hard to attain and

probably not nebessary, governments should nevertheless set generally.
agreed targets, which would not necessarily be the same for each country.
Without roughly comparabla levels of effort it will be difficult to have

an effective sharing of supplies in an emergency.

2. Assuring safe and adequate supnlies

To assure adequate supplies, cur-nations will have to f£ind

the most effective combinatiorn of bargaining power and

mutual interest to encourage the continued availability
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of OPEC oil over the next decade, -ard will have to take

. as soon as possible the ipitial decisiops orn developmant , ' [

of alterrvative sources of erergv elsewhere, especially in
3 : :

~the Trilateral countries themselves.

Here there is a double set of problems.— The fir§t invoives measures B
to develop supplies-wiéhin the Trilateral area itself and ir hfeas dgemed
relatively safe from interruption; The second invelves doing what‘is
possible to assure the continled flow of oil from the principai exportiné
cou;tries row membéts of OPEC. The tworproblems are related in that
progress toward self-sufficiency and in bréadening the base of sgppiies
narrows the narket for QPEC oil and may increase the incentiﬁes for-
cdntinuing torsupply it. Yet economic bargaining power on the consumer =

s5£ill be limited owirng to the quasi-monopoly positien of the

=

side wil
‘producers. The consuming countries shqﬁld offef all the irncentives tﬁey\
reasﬂnaﬁly can, such as the séle of capital quipment and technical skills
fpr'development programs, or in investment projects outside ﬁatipnal
‘ﬁorders for those like Saudi Arabia with ipcéﬁe—earning capacity surp;us
" to their own needs for development. |
Such arrangements canpnot guarantee thq'Continued flow of o0il iwmports,
eépecially iflpolitical developmenté in the Middle.Eaét,bring Arab states
once mar; to the use of the "oil weapon”. The consumers will haﬁe the
Eest'éhance of coping with all contingebcies if they maintain'solidarity

among themselves both to set.the framework of cooperation with the producing

states and to face cuthacks and embargoes 1f apnd when they are imposed.

.
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The producing states should know that to cause économic,bfeakdown in the ' . ;

industriallcountries by withholding supplies or by sky-high prices cannot

be ir their own interest, ard that ecopomic relations must be seer in the
) ‘ : .

conptext of overall political and security interests on both sides.

In the interest of larger and more diverse supplies; the consuming
countries,ﬁand in particular their oil compénies, should 100k.tb the
possibilities of explofation and development of oil and gas in such areas
a4s offshore Asia, Afriéa,Agnd.South America, where the political-hazards
may be lower than in tﬁe Middle East. Jéint projects imvolving a number
of goverpments and cqﬁpamies, working witﬁ the sovéreign local govefnments,/

might be the most promising approach. With Venezuela's consert, a major

endeavor cof this kind to develop oil from the Orircco tar belt could be a

hoon to the world oil supply of the future.

Within the Trilateral area those countries with significant euergy

&y
t

regources should develop them. There will be a commop interest in having
L p . o)

iy

ha United States move shead with coal production, coal gasificatiorn arnd

liquefaction, oil shale, and additional oil ard gas; Canada with hydro-

'

electric power, Arctic gas, and tar sands; Britair and Forway u#ith Horth Sez

oil and gas; and all with nuclear energy. Whﬁtever increases the total
supply should benefit the ertire commurity. There will be a common
interest also in pursuing soﬁe of these endeavors in joint prdjects
invalving, for example, European and Japanese participation in development

oftcoal resources in the United States, Canada and Adstraiia, or U.5.,

European, and Japapese participation-in the development of Carada's tar °

r
i

sands.

Y
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The Urited States, Canada ard Great Britain, primarily concerred with

use of their resources in the light of their own long-term needs, may be

reluctant to irnclude others or to make commitments reparding future

export of the product. We believe, however, that they should alloa out—‘

:

'_of energy products, especially sipce ‘the resentments fed by upilateralism

oA i

and doo—in-thehnanger policies would adversely affect the 5pirit and

practice of cooperatiop among the consumer countries.

;

|
-The need for irvestment ip all kinds of energy over periods up to 20
years 1s such that cooperation for reducing costs 1s esseptial, ard joint

planning is required to assure coordiration of long-rarnge policies. One

.cardinal point_in respectiof supply is that the industrial countries, having

made the decision to develoo high-cost erergy as the alternative to and

eventual replacement for inmported oil, have to stick with their decision.

' They carrot relax, without heed for the morrow, at times whern the oil is
" flowing in. Those who undertake the investments must have assurance
. that the pfojects will go on and the products will be marketed, ever if the

oil-producing states should drop their price below that level,

3. Sharing in an emergency

‘Qur goverpments should be prepared for a situation of

enforced scarcitv, and therefore should agree on (a)

the conditions which will constitute ar emergency;

(b) a stockpiling program; {c) émersency production plans;



(d) special conservation measures and {e) a plar for

the allocation of sunplies

T
1T

The experience in 1973-1974 showved tﬁat when an emergency occurs
is too late to establish ap effective sharirg plan. The private companies
'did well in the distributién of available supplies, but they did pot
seelt that authority and do not wan% it in the future.: Té make a plan
for the next such short;ge ig a concrete, feasible and necessatyrtask which
governments can perform now.. S : 7

The sﬁaring plan should he Based on ﬁeed, téking‘into account both
consumption and impor; patterns. 1If the emergency is marked by embargoes
or otﬁer diécrimination on the part of producing countries in supplying-
oil, the shéring plan should ﬁave the éffect of SDreaéipg'on an agreed
basis the consequences of such urequal treatment, even at the risk of
further measures limitirng the total supply. That idea may be difficult'td

\

apply in practice, but it should be accepted as a guiding principle. If
the opposite concept of go—-it-alone prevails dip this field of erergy policy,

it will surely prevail ir others as well.

4

4, The financial impact

Action by governments and by interpatioral financial

]

institutions will be needed to supplement the bankine

system in meeting the impact of increased oil prices

on_the economies of consuming countries and on the :

interrational movetarv and trade structurs.

Heetirg the higher cost of imported oil is both an immediate ard a

long-term problem. It has no easily discernible solution. Short-ferm
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borrowing may get some importing countries through their inmediate firaocial
crises but merely puts off the day of rackoning. Industrial societies carnpot
cut oil imports drastically to fit their pocketbooks because the shock to

-f. ) . . & N . 9 sy . e

their ecopomies would reduce still further their ability to pay, They

will do what they car do to increase exports to producing countries, ‘but

even the most rapid increases of imports by OPEC countries must lag far
behind the explosive growth of their export earnings. In trade, as in

"recycling” of surplus funds through thelr imvestment in consuming

the
counfries, the money is not 1ikely to flow through the‘banking system back
to the countries which;needrit most.
The unavoidable result.of the present high price For importedloil ig
that some countries of the Trilateral region will find great difficulty
in payiné for oii and their other needed imports over anv extended period
and may exhéust their credit. At the véty least:, in the abseﬁce of
coopecative efforts to eass theif hurder, they wiil . be forced into nation-
alistic meésures of import limitation, dumping, and currency devaluation,
proygking rétaliatory and conpetitive moves by other countries. This is
a situation of urgency requiring cammon'appréaches within the Huropean
Community and betweeﬁ the Communiéy, the United States and Japag. In the
short ard medium term the nations which aré finanéialiy strénger wiil have
to_help-those threaténed with crisis,lor all will in time be in crisis.
Individually and in concert, the Trilateral tountrigs must do vhat
they can to combat the effects of high oil priceé by all possible measures
_ , .
of conservation and import substitution. Yet as lang as'thg dapendence on )

imports for a vital portion of energy requirements exists, the producing



countries can more or less set the price'they want, Wishing their oil
reserves to last, thev will have a continuiﬁg interest in petting more §
money for less oll.

.

The possibilities of reduction in oil prices lie in (&) competition
among producing states anxious to maximize income but unable to agree
through QPEC on manipulating exports and pricés to that end, or (b)
recognition by the producers of the'global consequences of depression
and possible economic breakdown in the industrial countries. In such .
circumstances one or morg‘of the major pro&ucers might agree to lower the
price of o0il or to accept a schenme for deferral of a portion of the payments.
But the only sure way to be relieved of paving tribute to the producers is

to procead seriously with development of altermative sources of epergy.

This will be high-cost energy, of course, but probably rot far from

'today’s prices for OPEC o0il, and in time it should establish a ceiling

above which oil imports would not go. The demenstration of serious intent
could have an effect on prices before the new sources were acktually

producirg in quantity.

5. Technoloev arnd research

The need for rapid progress in efficient use of energy,

protection of the ervivopmment, and development of new

resources will reguire a more extensive shavine of

techrology and more joint research,

If there is sclicarity in the distribution of scarcity, there should
be solidarity in the distributiorn of rew technolozv to overcome scarcity.
It is comparabla to a wartime situation -in which ailied govermments, in

LR

develoning new weapors and in mohilizirs their ecorcnies, put science and
t Vi t . | R H

——
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techrology to work where there are the best charces for aéhieving results,

Priorities have to be established on the main linpes of research and
'deéelopment.in new forms of erergy and the division of labor for nursuing
them. Past experience highlights the difficulties of-predicting the rate
of the development of nucléar powar, but by 1935 it could be producing at
‘1éast 15 percent of ;otal enerzy consunmption in the O.E.C;DT countries.
Thereafter, the worlé will court on the Irncreasing use of ruclear pbwer,
but on many éspects — providiﬁg adaquate fuel for puclear planﬁs, preventing
diversion of fissionable‘materials, ensuriﬁg safetyVF— technology must he
develeopad further and'political—economic decisions have to bérmaden Thesel
mattérs canpot be adequately dealt with.on the pational level alore,

Lookirg further ahead to fdrms of erergy to which scientific discovery
has not yet brought us (ruclear fusion, solar energy.fof electricicy,
hydrogens,énd others), goverpmerts and research dratizutions will have to
set priorities for the use of their talents and resources in accordanca
with a gemeral plar, arnd to review and change those priorities as the march
of science and technélogy goes forward, .

Tzkirng account of all these réquiremeﬁts, the United States, Cahada, the
E.E.C. ard Japan should work out an agreemeﬁt on cooﬁeration in the field of

7
energy research and developmert.

ITI. Relations with Other Couniries

A, Oil-producing courtries

The consuming countries must try, as indicated under
o]

the above recommendations or supply and on price, to

build a contipuing relatiorzhip with tha oil-producing
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ies in which both sides have a stake and which they

[
]
5
T
r
=

will tot wish to disrunt,

Tt is not easv to create that relationshin, given the atmosnhere

of the past year. The credibility gap is wide, but obviously the dialoguc

—
1
s 1
b
ot
o
e

regin. Maoy bf‘fhe ﬁroducing countries’ arguments are Gell taken
and deserve a respectful heariﬁg in the search for an accommeodation of
irterests. ‘

The new relationship, in any case, nust éake account of therlegitimate
desire o

the producing nations to own and centrol thelr resources, to

build irdustries to proces

Ui

those resources, to nove fapidlj ahead;oﬁ
the path of general development, ahd to make sounrd investments. It should
accord to them a place in intervatioral economic céuncils coﬁmensufate
with rtheir increaged economic status.,

The ivdustriel states should he prepared to Eurniéh technology ard
management skills te help them diversify their economies, improve their

. bl

agriculture, and prepave for the time whern their oil resources will decline,
for example, by joirt rese#rch in the field of solar anergy; Building
refineries and petrochemical industriés irn the oil-producing countries will
tend to incréaée dependence and to increase the cost—of‘petroleumrprodpcts

-

for the consumers, but these industries are goirg to be bullt ons way or
3 o}

)

nother and the wiée course is to help.

Solidarity of the cﬁnsuming countries remains essential, as the
gtilterpative to a‘fuinoué scraﬁbla for com;etitiQe édvantage; This does
nﬁt mean A confrontation of tvo monolithicrbiocs‘or a hﬁge,conference of

copsumers varsus nroducers, but peither deoes it mear that the former
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should not u‘se what bargaining power they possess, which in the overall
picture of I_Inarketsz, -trade, technology and investment is considerable.
- "'I‘hey Shoui_d be in a p;)sitipr; to use it flex‘ibl_y,l en;our_aging moderate-
‘ Ig)ol-icires‘ on the:part of producers. |

Bilateral contacts or approaches td producing _éountri’és on a

regional basis should not be ruled out as long as the'y do not have the
effect of fying up supplies, bidding up prices to the detriment of others,
or redﬁcing the potential Bargaining power of all coﬁsumers. If the
E.E. C. 1s maintainéd as a customs 'union; of which a. comrﬂon energy.
policy is a necessary complement -- and this is assumed to be ‘in the
geﬁeral ‘Trilz-ateral intel;es't -- it must be e;'f)ectéd fo negotiate with

the oilproducing countries on trade and investment, though not on prices.
‘ _ R

" Such a regional approach may be- beneficial and is clearly preferable
to bilateralism on a national bésis. Whether the producing states wogld
engage in negotiations with the E. E. C. singly or as a group would be for
them to decide; the former method seems more likely.

American, European and Japanese firms will be competing in
exports to the oil-producing countries, but here dgain the géheral_
interests of'thle Trilateral countries as a whole should set the framework,
\The more bilateral deals are expanded, the more those who make thei’n
are subject to political pres sure. Unrestricted and uncoordinated

bilateral projects also tend to work in the direction of wild and

uneconomic investment in the oil-producing region as a whole, which"



many develiopment projects, especiall

is in no party's interest. Internaticnal corsortia may be useful for

~ad

¢ for large and politically conspicuous

exchanging

ongs. At the least., there should be an accepted practice of

I
information and consultihg in the O.E,C.D.

Similarly op pelitical matters, a generally agread overall approach

v

‘to such questions as setitlement of the Arab-Israeli conflict or arms

sales to HMiddle East states would increase the charnces of harmonizing eoil
policy with politiéal and sééurity objectives. Our saveral goverrments
would, of‘course, maintain thelr own respective interests and differing
degrees of irtimacy with the various Middle East statres, hut they must
avoid -the acximony ard cross purposes which characterized %heir mutual
relatiﬁns in the auntumn of 1973. dYorth America, Western Ed;npe and

Japan have comman intarests ip the availability of Arab oil, in the

)

survival of Isrvael, ir Arab-Tsraeli peace settlements, a stable balarnce,

and avoidance of a great-powver conflict in the region. All have a

political-economic role to play in that area in the years ahead.

Although thé United States as a superpower sees these problems with
a broad strategic view, and Europe and Japan see theﬁ primarily from the
standpoint of their vital interest in‘oil, ﬁarmduy oﬁ broad policy ig
necessary rot only in light of théir.own mutual relétioﬁé,'but also in.
bringing the Middle East states as well to see their pplicieé on oil
in ﬁhe brcadér context of ipternational security and ccoperaticn.

Therefore, thers should be close and frequent consultation among the.

Trilateral countries on their broad policies in’ the Middle East.




B. The Soviet Unior ard China

It is leoical to explore possibilities of obtairing

increased supplies of erversv from the U.S.8.R. or Chira,

3y

but these possibilities do not offer tle presnect of

meetirg any substantial vpart of the problem.

[

Proposals presently under discussion by U.S. and Japanese companies

.

y

with the Seoviet Govermment seem to involve high costs and high risks
and should be weighed against comparable investments elsevhare. Vast
Soviet reserves of energy, particularly of ratural gas, mav indeed prove

to be a much neaded source ir the 1982s for the U.5.85.R. itself ard for

1

manv other countries as wall. Increasinz the supnlies of Soviet gas to

i

furope appears to male more serse thar cescly and complax arrangemants

for shizment of liqueficd ratural gas to the United States. It is natural

far Japan to diversifyv its sources of erpergy bv locking both te the
= 1L . k) - L)

U.5.5.R. and to Chipa (which will be potentially a comsiderable oil ~
e pnts o ' -
impoxter) .

-

As for the genera}'poiiti;al-aspects, Japan or Furovean éountries‘may
be wise not to go iﬁtd larngscaie'energy projecgg iﬁ tihe U.S.S.R.
excépt ih.aésociation with eacﬁ other or with the Uéited Srates. fCooperaﬁion
irn energy development with the Soviet Urnion or Chipa could help té
sgrengthen thg trends &:awing those countries ﬁorg into the world

economy, but none of the Trilateral countries should take the political

tisk of a substantial degree of erergy dependence on the Soviet Union

.or Chira.

P
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C. Beveloping countries

Because the rise in o0il prices, together with increased -

prices for other essertial products threaters a number

of the developing countries with disaster, they should-

be afforded help both immediately and in the 1ongef term,

Emergency aid must be furpished in the form of grants or soft leoans,

for there is little prospect that it can be repaid.. The stronger industrial

countries, especially those which have gaired by the high prices of food,

fertilizers_and other goods needed 5y the developing countrieé, shoul&
maintain or increase current 1evel§ of éid'deépife their own troubles-witﬁ
oil ﬁaymanfs; and the oil—producing'céuntfies‘should alsé contributel
through existirg internatioral firancial dirnstitutions or new akrangements 

such as have been provosed by Iran. It should be cléar that this is rot

just the "porth-south problem" in more acute form, for the oil-producirg :

‘states have both a heavy .responsibility for the plighz of the otﬁers and

'

~ample means to ease it.

Iﬁjthe longer run, the continuance of high-cost energy for all will
create‘fér ﬁény developing couptries a sitﬁatién of permarent inability_
to meet their fuel-bills. As the daveléped countries increase their own
production of enerzy, there éﬁould'be ﬁore Middle Fast oil available on
thé world market, perhaps at a lower price. One‘way,or another, the prices

the poorer developing countries pay for o0il and for food will have to come

dowm, or arrangements for concessional aid on a more or less permanent




basis will have to ba establizhed. Because this is a common obligation of
! 5 L3 ) - V * - ' I3 + - * ] .
the irdustrial and the oil-producinpg courntries, it provides arother facet

of the cooperation which their owr reciprocal irterests in oil, trade ard

developmert will require them to build, And the urgent humar considerations

for . doing so should be beyond dispute.

IV. Ipstitutions

‘The Trilateral countries‘neeq adequate institutiﬁnai arrangehents
to coordinate‘tﬁe'man} aspects of théif joint and séveral‘appréaches to
the erergy problem. There wili have to be cortinuing cdnsultation‘émong
,governﬁé@ts,,buf reguiar diplométic'channels will not beradequage. If
fhefé-is need for a gerneral master piau or éfrategy settirg theé broad
1ines.qf policy, there is reed for an organizétion where its adaptation
to chanping qondition; and its translatibn irto practice can Sé worked out.
_ TheVO.E.C.x., hecause of the character of its memberéhip‘and its
‘geaeral'fuﬁction of sétting'and overseeirg the rules of tﬁe gaﬁe, prbyiﬂes
fﬁe ratural framework. An erergy égencf associateﬁ with the 0.E.C.D.,
primarily a consultirng body but with some delegated autﬁority; would'be a
legical central inétitufion'forrcoofdinating the fasks which have to be
done, everything frcm current stockpiling to long-range pléns for research.
The impértamt tﬁing is.nof the label‘of thé established_procedures but
Ehe ability.to get the job done. If ﬁhe 0.E.C.D. should be too éumbefsome
or profe inadequate as an act;on-driented body, the possibility of a

nrew energy agency representing Capada, the United States, théVE.E.C.,

‘and Japan should be studied.
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V. Conclusion

s

‘The erergy crisis -has propelled the industrial patlons into a

-wsituation to which other factors were alsc bringing tham though more

“slowly: a situation in vhich they have to set the lines of basie policy

togetheér or succumb to chaotic national competition and a destruction

" of the fundaments of a ratiopal world order. The real challenge of the

energy problem is not a struggle with outside adversaries, as ir most

great crises of the past, but within and among our respective societies.

Our governments must provide bold and farsighted leadership ip their
domestic ard foreign policies to face the: challenge. Our peoples peed =
a wartime psychology to fight this war against 6uréeives.' They should

be prepared to tighten their belts and to share sacrifices among them-

salves -- because 1t will be a long, uphill struggle.

e



" EUROPEAN-AMERICAN RELATIONS

Emergence of a third party

The reversal of the terms of trade.of manufactures as against‘conmodities”
has entailed a dramatic change in the power relationship between the indus-

trial countries themselves. The price fiking7of 0il is no more decided . -

g;by the de facto cartel of the major (Anglo Amerlcan) companles but by the

cartel of the major ¢il producin countrles : Lo

The exlstence of such a cartel, functlonnlng outside the industrial countries
of the West, 1ntroduces a thrid party, and a very powerful one indeed,
1n the prev1ously direct relatlonshlp between .the United States and her NATO

_ and/or OECD partners.

The ‘United States' dependence upon .external sources of energy is limited. In |
case of emergency and on condition she imposes a strict rationing upon .
her population she could dispense with imports from the Middle East.withqut

risking the disruption of her economy.

Western Europe, w1th an external dependence of 657 simply could not dlspense
with those 1mports

In this juncture, the United States has taken an initiative to which the

countries of Western Europe have not given a wholehearted and uniform response.

i

The American Initiative

l\
The primary objectives of the United States were to reestablish the peace in
the Middle East and to maintain ‘the preseqt,balance of forces between-the:

two superpowers in the Mediterranean and in-the Persain Gulf. The American
H
fleets and weaponry insured the status quo in these two areas.

If the scales tipped in favor of the Soviet Uﬁion, the oil supply of all

trilateral countries would be in jeopardy. o "‘ .

The pursuit of the above mentioned obJectlves seemed to preclude an” Amqggggk

military intervention iya the Persian . Gulf because of the r;sk of g d}:eggg‘

—inVolvement of the Soviet Union in the conflict.
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Therefore the strategy of the United States has been to prepare for

an emergency in Setélng up a cartel of the 0il consuming countries w1t
a view (a) to pool the research and development efforts in oil explorat 1oﬁ
and energy substitution and (b) to share the available supplies in therfj
case of an effective recourse by the producers to the oil weapon. The‘ﬂ

0il éharing would act as a deterrent to the use of the weapon.

Such were the goals of the Energy Coordination Group created at the

February 1974 Wasbington Conference.

)

| the European regional organization.:

The European Response

The Europeans believed that the probabiliﬁ§ of an American military
intervention in the Persian Gulf was not as high as that as the use of

the oil weapon by the producing countries.

Therefore, they have been‘searching a countgr,aésurance by engaging

into direct deals with ihe'major exporters of oil. - They felt that they
must avoid the risk of an economic collapse;"berit at the cost of taking
side against IsraEl in the Middle East dispute.

KT A e

Ed

The various EEC member countrles have concluded a number of bllateral
agreements with the producers so as to secure their supplies and also_
to compensate in part the increased cost of o0il imports by the sale

of industrial and military equipement.

The network of bilateral agreements obviously reduced the'scope of the
prospective negotiationsrbetween EEC and the Arab league and the chances

for a common energy policy-

Thus the oll crisls appeared to be a factor of dlsagregatlon of Western
Europe. The refusal of France to JOln ‘ECG in Whashlngton was a 51gn1f1catlon

move. The subsequent events pplnted in the direction-of the weaken;gg,of‘

3 . . B .. F




I.E.A. vs. E.E.C.

R P
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ion has been unable to

Ever since October 1973, the Brussels Co%miss
convince the Council_of Ministers tc adopt a common energy policy.

As long as the balance of payﬁents of the EEC member states will be
dive;sely affected by the rise in‘the price of o0il, ne progress can be
made in the field of a common-monetary policy.‘ The spread and scope

of the bilateral deals with the oil producing countries constitute an
obstacle to the setting up of the long delayed common commercial poliﬁy,‘E
Thus Ehe European Economic Community is deprived of 'its policy content‘
whilst its decision making process is still‘paralysed:by the unanimity
rule, ‘ ‘ | l

In-between, the Energy Coordination Group, working without the participation

. of France, has come out with a proposal for an International Enerpy Agency
operating under the patronage of OECD and empgwered‘to take majority
‘decisions. ' - 7
If'thisfpropoéal was adopted, the ageﬁcy would be trilateral in its
memberéhip and much stronger than EEC by its'voting procedure and becausé
of the American presence. As 2 policy making and policy operating body

it would become the counterpart of NATQ in the economic field.

It would require much farsightedness on the part of the United States
and much courage on the part of her partmers to pursue in EEC or elsewherew
the goal of Europeén unity. The chances are that ITEA will supersede EEC.

i ‘ This 1s probably the major political'impiication of the oil crisis.
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The energy problem, long anticipated but emerging _l graphically with the
October war, showed the Japanese themselves and the world how vulnerable Japan's
egonomic basis was and will be, and how strikingly Jépan lacked politico-econOmic
baigaining power in dealing with the oil crisis. As a corxollary, it introduced a
subtle,.if not fundamental, change in a hitherto militarily-oriented concept of
 national séourity based on Japan's alliance with the United States. Indeed, it
has become fashionable when discussing national security in terms of economic and
military security to place a heavier emphasis on the forﬁer, asa evidencéd in an .
alleged statement by a policymaker: 'With or without a nuclear deterrent, there is

no national security without oil'.

Japan's reaction to the crisis, however, was at first complacent, then -
pessimistic, and finally fatalistic. When the war broke out, few Japanese realized
their'country was about to face an oil embargo thch she had sﬁccessfully escaped
during the 1967 six-day war by remaining politically neutral. When the embargo
was imposed, there were crﬁes of 'Japanese BEconomy Witbout Maps'% or 'Capitalism
Gagps For Breath'.2 On 22 November, 35 days after'the‘embargo was ammounced,

Japan abandoned her neutralism for a pro-AraB stance, even at the rigsk of antagon-
izing the pro-Israeli United States. Civilian oil consumption was curtailed and
military exercises halted. - ‘ ' '

A number of official and private siudies have since beeﬁ undertakeh to reas-
sess Japanis position and future course of action. The government has yet to
adopt a particular policy; but several proposals and recommendations (most of
‘them for intramural study oniy) reveal Japan's extremely limited range of options,

both in ensuring stable'energy supplies and in reassessing the Alliance system.
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This paper is a brief attempt, first, to review how Japan reacted to the
0il crisis, what she has learned [rom it and how she now plane'to deal with
energy problems in general. Secondly, it tries t0'reaseese how the realities
of the energy problems affected Japan's concept of the Japan-US alliance and
what future course of adtion ghe might contemplate against the background of
the changing nature of the Alliance ifself.

Alliance For Japan el b

PO

For such an attempt, one needs to know something of the uniqueness of the
Japan-US-Alliance. First, it is the only alliance the United States has under
the treaty of mutual co-operation and security. Second, the treaty has a unique
sentence in the second paragraph of Article II: 'They Zthe partieg? will seek to

eliminate conflict in their international economic policies and will encourage

economic gollaboration between them' (Italics added),

Mo Slmllar phrase can be found 1n any of the 'Wutual defence' or 'securlty
treatles the United States has WIth 41 other natlons._ The words ‘mutual co—operatlon'
and 'economle collaboratlon' have ‘been regarded by the Japanese as being Just as
1mportant as other aspects of the security arrangement. Their spokesmensln every
offlelal statement /aaﬁésfﬁgf% mﬁglrmly malntaln the security treaty -a eymbol

not only ‘of common defence but of economlc collaboratlon.

In the defence field Japan is not obllged to tact to meet the common danger'
gxcept in the cast of an 'srmed attack against elther Party in the territories
under the administration of Japan'. In the economic field she undeniably took
advantage of an easy access to the Amerlcan market. The acc ess was so easy that
Japan became dependent on Amerlcan sources for 49 percent of feed c"::'alns, 52 per-
cent of wheat 17 percent of raw cotton and 13 percent of the tlmber she imported
during Fiscal 1972, In all, the Amerlcan market accounted’ for‘29.5 percent of
Japan's total imports and 28.3 percent of exportslin'1973'(against’the 1972
figures of 29.8 percent and 34.8 percent respectively).

Such & uniloteral defence axrangement, combined with such.an .economic
dependence on the United States inevitably prompted former Seeretarj of Defence
Meivin Laird in his 1973 PFinal Report to Congress, to call for "'mutuality in both
trade and security', after indirectly carpetlng Japan 1n these- terms' 'Our allies,
particularly those which have developed strong and thr1v1ng economies through easy
access to American markets, whlle engoylng the luxury of a nuclear shield flnanced

- solely by the American taxpayer, muet be brought to the realization that they,

“too, have responsibilities and burdens to bear for thelr own and free world

security and prosperity'?
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Former President Nixon also warned Japan in his 1973 foreign policy report
that 'without conscious effort of political will, our economic disputes could
ear the fabric of our alliance'ﬂ' For most Japanese, these warnings were a far

from pleasant reminder that the zlliance system had already begun to show signs

+" of deterioration, for three main reasons. The first of these was that, when

faced with American criticism of 'freeeriding', the Japanese were, as a dipicmat
put it, 'apt to consider the seéurity pact imposes obligations only on Japan'
because 'Japanese obligations are visible to everyone in terms of the presence

of bases [En Ja.pa;;?'.f5 The second was that the warnings followed a series of
economic-diplomatic 'noisesi:- American.criticism of Japanese dumping of television
sets (December 1970), American preségpe on the 'undervalued yen' (May 1971),
American overtures to Peking.*over Japan's head' (July 1971), the forced devalu~
atidn of the yen (December 1971) and 2% year textile disputes that ended in January
1972 with Japdnese concessions. The third reason was that Japan bégan to notice

a change in the nature of nuclear deterrence following the May 1972 agreement
between the two superpowers on the avoidance of nuclear war and the Nixon-Brezhnev
pledge of 22 June, 1973 on the prevention of continental war and on refraining
from 'the threat or use of force against. . . the allies . . . and otlrer countries'.
By implication the pledge weakened the contractual nature of the nuclear umbrella,
if it did not furl the  umbrella completely.

Nevertheless, the super—powers‘ agreement was welcolmed as a political frame-

work ‘within which Japan hoped to continue her economic activities without fear of
catastrophic disruption resulting from a super=-power global conf?ontatioh. She’
knew, of course, that nuclear détente does not necessarily spell peace in
relations either between super-powers and others or among the rest of the world.
Nor would it automatically lead to non~nuclear and politico-economié stability.
In facl she learned from her own experience with the United States that economic
disputes were actually intensified as a super-power détente developed. Nonethe-
. less Japan was least prepared to face the politico-economic instability and the
strategic fragility of the détente which the October war so vividly revealed.

The war proved beyond doubt Japan's basic politico-economic vulnerability
when she found that political neutrality was seen by the Arabs as an unfriendly
posture and that the United States was concerned not so much with 'economic
collaboration' as with a globalistfatégic balance., Japan's options were extremely
limited: she could either follow the leader (the United States)who, with relatively

indepehdent oil resources, reportedly wanted Japan to remain non-committal to the

Arabs and tolerate the embargo for a few months without any assurance from the major
oil companies of an emergency supply; or else Japan,which then had 59 days 0il
stockpiled, including that aboard tankers en route, had to defy American pressure and
reach a political accomiuodation with the Arabs, at the risk of further deterioration
in the Alliance. ©She chose the latter - that is to say, a subtle process of de=
americanization.




Post-Mortem and Policy Review

Now that the crisis is over, at least quantitatively, a series of intensive
post-mortems has been undertaken against the background of a drastically changed
producer-consumer relationship. In addition, Japan must face another set of

already existing vulnerabilities, most of them invariables she can do little about.

(a) Japan cannot be completely independerit of the United States in political,
economic and military terms: hence, her pro-Arab posture can never approach that

of France or Britain.

(b) Japan hés little to offer the Arabs, who are limited both in products they
have to export (except for oil) and, because of demographic conditions, in the
market they can offer for Japanese goods (parliamentaiy resolutions ban Japan
from arms sales, anu technological-legal limitations keep her from joining the

United States, France and Britain in a 'muclear reactor sales war',

(¢) Japan still relies on the majors for the bulk of her oil imports (or about
half of the demand expected towards the end of the 1970s) and for downstream
operations, since her national oil companies are limited in size and operational

experience.

.

(d) Japan, a relative newcomer to the Middle Bast scene, is ill-prepared to deal
with a possible crisis, arising for instance between Iran and Iraq, or from a
split between a Saudi-Egypt group and an Iragi-Syrian-Libyan faction. (In a
recently concluded deal with Iraq, Japan promised $1,000 million of economic-
technical assistance in exchange for 160 million tons of crude over ten years.

But the Iraq deal antagonized Iran who gave West Germany a refinery~-chemical

plant project Japan had negotiated. Some fear this might damage Japan's deal with

Iran, which has so far supplied 40 percent of her Middle East oil imports.s.

(e) Japan's economy will suffer a fatal blow from another prolonged interruption
of energy flow, since in 1969 about 60 percent of imported energy {or about

80 percent of the total imported and domestic energy supply) was used by industry.

Japanese Options: Some Proposals _
 Against this background the Comprehensive Energy Study Commitiee (CEsC),

an advisory organ to the Ministry of International Trade and Industry,.published

its 39-page interim energy report on 25 Ju]y,_1914] It stresses three major

policy goals: a secure stable supply of energy; gradual reduction of Japan's
dependence on overseas ehergy, in particular oil; and conservation, stockpiling

and exploration of new energy resources,
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First, the commitiee recommends that priority be given to stable supply:
stability should come first because of its possible critical impact on the socio=-
economic- situation in the event of another oil crisis. Second, it sets a goal
of an annual average increase in energy supply of 5.7-7.6 percent until Fiscal
1980, and then, until Fiscal 1985 of 5.7~7.8 percent. Such rates will be far
less than the average over the past 10 years of 11.9 percent. This could-
partially offset higher prices. Third, the CESC calls for an intensive:effort
to conserve and stockpile energy and explore new energy sources on a crash basis
in collaboration with other oil-consuming countries, in particular the United
States,

On the other hand the report reveals two interesting featuresr ' -

(a) It does not mention government-to-government collaboration among conswning
nations in ensuring oil éuppliés, but it doesvstress that the intermational oil
oompaniéé,"though'their role might relatively diminisﬁ', may still play a big

role in international oil market with their long experience, technological know-~
how and vast capital reserves. To this extent Japan preferé'to live in harmony

with the majors, if not necessarily with their mother govermments.

(b) 1In the field of research and development, however, Japan evidently wants to
'positively cooperate with US government agencies which have high technological
potentials'? and for this purpose signed an agreement on Co=-operation din the

Field of Energy and Research and Development in Washington on 15 July, 1974.

Under this, the two governments will undertake co-operative projéc#s related to
energy resources, conversion and transmission, and conservation - such as solar
_a:nd geothermal energy applications, étora.ge batteries, ga,si'i“ication and liquéfa,ction_
of coal, énergy applications of hydrogen, magnetohydrodynamic conversion, fuel
cells, electrical energy itransmission by superconduction or microwaves, advanced
propulsion systems, energy conservation, utilization of waste materials and waste
heat. In most of these projects Japan depends on the United Statés/%ﬂfy in some,
such as‘solar energy application ('Project Sunshine'), are the iwo interdependent.
In that sense, the agreement is evidence that the emotionalism which emerged during

the crisis has partially disappeared.

Thus Japaﬁ has learned from the Middle East crisis a lesson about the
unchallengable influence of the majors and has become realistic enough, within-
a spah of six months, to undertake a joint technological effort, with the United
States, to reduce dependency on the Middle East to the minimum. Given the frame-
work. of realism, .Japan might itry to achieve her major energy goals by a series

of national efforts,
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Future Plans and Difficulties A
A series of 'Nixon shocks' and trade disputes ig/ﬁﬁ%%ly 19708 provoked

Japanesé suspicion that the United States might fail 4o recall thz unique aspect

of the Alliance system with Japan: common defence and economic collaboration.
The initial American reaction to Japan's yulnerability during the oil crisig:
simply deepened the Japanese suspicion that the spirit of economic collaboration
had virtually been struck out of the American text of the treaty. After an .
objective survey of the factors behind her vulnerability, however, Japan found
no options other than seeking collaboration with the United States. This is,
also true of Japan's future plans, as well as her efforts to overcome related
difficulties.

Deyelopment of continental shelves is promising indeed, and vast oil and
natural gas deposits.might exist in Japan's continental shelves and their peri-
pheral seabeds. But their development entails vast financial ouflay, complicated
international legal issues and technologicéi prcblems, Without direct or indirect

American participation, development might take too long and cost too much.

In order to deal with drastic changes in interrational situatiéns in future,
Japan may have to diversify her sources of oil by extensive development of oil
deposits in untapped regions overseas (including China, Chinese offshore areas:

and the Soviet Union) if technically feasible and politically agreeable. -

‘ While réi&ing on the international oil companies for about 50 percent of
demand, Japan will increasingly engage in bilateral deals: direct deals,By'
private companies and  govermment-to-government traﬁsactions with oil-produéing
countries. Both will eventually require stronger government control and manage-

ment.

Japan plans to bring her total oil stockpiles up from an expected 68.9 .
days at the end of August 1974 to the European~imerican level of 90 days by

9 L)
1979.

stockpiling programme and an emergency burden-sharing system.

The government is also ready to join actively in an international joint

As for technological R & D, Japan is interested in every item listed in
the recently concluded US-Japan energy R & D agreement, High priorities are
solar energy application and nucléar power generation, including uranium
enrichment technology. (A centrifuge enrichment plant is scﬁeduled to be set up
shortlyj '

The government is alsc to launch a national movement for energy conservation
by organizing a Resources-Energy Conservation Headquarters and draft a long
range plan to change Japan's industrial structure to a less energy-intensive

industry.
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The plans sound promising, but face a humber of inherent problems. Firstly,
extensive, long-range R & D programmes requiré national consensuq/%%ge financial
outlay, for in the postwar years, Japan has relied mainly on importing techno-
logical know-how, in particular from the United States. The-oil crisis has brought
a subtle change in this easy-going attitude, but public opinion is not yet ripe
for taxpayers to swallow a huge outlay. Secondly,  -the cost will multiply when
Japan embarks on her planned series of overseas development investment projects
in the Middle East, South-East Asia and the Far Bast. For instance, a single
Siberian natural gas project at Yakut may cost up to $3,400 million if unders
taken without American participation.

. Thirdly, there is regources nationalisms & phenomenon not limited to the
Third World but also existing in industrial export.markets. For both commerical
and financial reasons demand for Japanese goods is declining and import regulations
are getting séverer., Some people fear the world might sooner or later be divided
into a few economic blocs, but if Japan were forced to organize one in Asia, . the
argument goes, éhe would be in a disadvantageous position vig-3-vis other advanced
nations, because South-East Asia today accounts for less than a quarter of her trade
(only 24.2 percent of exports and 20.7 percent of imports). ~Japan desparately needs

industrialized markets, particularly the Awmerican market, .

Fourthly, Japan theoretically could and should diversify sources of resources
supply and potential markets and should include China and the Soviet Union, which
are in fact making approaches to Japan. The prospects, however, are not necessarily
optimistic, mainly because of Sino-Soviet. disputes (which.require extremely
discreet and, above all, balanced approaches by Japan); politico-economic instabili~
ties inherent in socialist systems; the huge financial outlay involved; and
Japan's lack of some specialized technology (e.g. pipeline-laying in frozen soil
and offshore, or deep~sea oil exploration). Japan has therefore hoped for Japan~-

U5 joint participation, though, the absence of a favourable American reaction, the
Soviet Union is 'likely to ask for Japan's.participation at least in the Yakut plan
~+ o« o without waiting for the US to take part', as a finapcial leader observed

on his returm from a Soviet tour.lo The government has yet to give the green light
but Japanese business circles are 'not so seriously concerned about the diplomatio
impact of Japan's participation in.the natural gas project', since 'pipelines

cannot carry tanks or troops'. The last quotation refers to the Tyumen oil
development, which requires a second Siberian railway - the construction of which

it is feared might provoke China, - To avoid diplomatic, military and political
complications, Japan still desires American participation in Siberian projects.

On the other hand, there is a feeling among Japanese policymakers that they would be
less réstrained joining Chinese projects alﬁne, if necessary: a.s one of them puf it,
'it is much egsiér to communicate with the.Ch?neée than with the Rusaians'._But Japan
would be better joining in Chinese projecfs along with‘the United States, for financial,
political and technological reasons.
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The fifth difficulty is Japan's lack of bargaining power, which proved near

. fatal during the oil crisis, Only.a limited range of Japanese-goods has achieved
a sizeable share of the market in only a few countries, and other sources of supply
are readily.available. .Since Japan will have virtually no bargaining power when
.8he faces another crisis, no counterembargo will be credible, and another-guick
political accommodation might again become' imperative.' Howeéver, some official
circles argue that Japan's only bargaining power might lie in technology, which
wouyld be extremely effective in international collaboration, if not for retaliatory
use. in a orisis,  But Japan has yet to understand such political implications of
technology fully. ' '

Finally, there is a psychological difficulty: nuclear allergy. The CESC

. report argues that one way 1o deal with another .crisis. is for Japan to accelerate
. nuclear power generation:from the present 0.7 percent of total energy-supply

to 10,3-11.4 percent in Fiscal 1985. 'Once placed in a reactor?f;the'report
explaing, 'nuclear fuel will last longer than'a year.. . .- with somé stock-

- piling it is possible to tide over a shori interruption of energy supply.'- On
the other hand, the report points out the extreme difficulty of siting nuclear
power plants, because of a lack of geographical locations themselves and sirong

registance from local .communities.

. 411 this reveals how badly Japan needs collaboration with the Urited States.
Japan cannot simply afford to let the Alliance deteriorate any farther than it did
during the oil crisis. .On the other hand, the o0il crisis has reinforced the shift
in emphasis on the Japanese side from the defence to the economic agpects of .
the Alliance. ..

v -

Alliance Reassessed . .

From the day the treaty was revised under the existing title of 'mutual
co-operation', Japan had placed egual weight on common defence and 'economic
- collaboration', but the emphasis gradually. shifted to the latter. Vhen economic
and trade disputes increased she. tended to make politico-economic accommodations
. under the spirit of economic collaboration - without which, in her views, there
could be no common defence. The United States, on the other hand, seémed to have
somewhat ignored the spirit, being too concerned about a gloval strategic balance
under the Nixon administration to.pay too much attention to the shift of emphasis
.-in.the treaty relationship with Japan. The argument for ‘mutuali%y‘ of trade and
security evidently reflected American emphasis.on the latter in the form of

critioism of Japan's 'free-riding'.

According to Webstert's Dicﬁionary, to collaborate is not'jﬁst to'éo-operate but
" to 'co-operate voluntarily as a nation with another or other nations in international
political or econcmic adjustment'. 'Voluntarily' and 'adjustment’, the two key

words, were evidently missing during the oil crisis. Japan had nothing to adjust

=
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~ valuntarily in a mllltary sense (no staglnglnase was used nor any arms supplies
'aeked for), but she desparately wanted an adaustment in the economlc/polltloal
fleld, -where the United States falled to adgust voluntarlly or to collaborate
with Japan. She ‘thus had no choice but to Teach a polltloal accommodatlon _
-w1th the Arabs. It was therefore a pleasant surprise when President Ford, in
his first address to Congress, pledged o the Allies in the Atlantic community
and Japan 'contlnulty in the loyal oollaboratlon on our many mutual endeevours'

Now the questlon is how it can and w1ll be 1mplemented.

The first priority is to modify or reverse the process of de-Amerieenizatien
that Japan adopted, along with her pro-Arab stance, during the oil crisis.
Post—orisis experience has already revealed this stance has a limit. It‘should
and will be malntalned but not 2% the price of further deterioration in the
Alliance w1th the United States - particularly now that the latter is making
successful overtures to the Arabs. The de-Americanization can and should be
halted for economic, political ano technological reasons; but what about the

military aspect?

' Durlng the crisis, Japan remained a concerned observer so far as the
m111tary agpects weres concerned, and learned a cruolal strategic lesson, too:
‘that 2 new strateglc weapon, 0il, proved far more powerful as a polltlcal
1nstrument than any arms, coerclng even thlrd partles, 1nolud1ng Japan, to glve

'up a posltlon of neutrallty.

Thus on 17 October, only 11 days aftex the war broke out, the concerned
observer euddenly found herself 1nvolved in the conflict as a magor polltico-
economlc target. Intereetlngly enough, no ory for a military response was heard
in Japan' only solutlons in economic and polltlcal terms were sought, ThlS
experlenoe led to a reassessmeni of the strategic vulnerability of Japan which
had been predicted 1n August 1969 fOllOWlng the six-day war of 1967 Editors
of an almanaoll warned agalnst two basic strateglo vulnerabllltles. virtual
dependence on a single source of oil supply (the Middle East), and the need to
transport it by sea over a long dlstance. The first will remain with Japan for a
‘foréseeable future, despite her efforts at diversification, R&D, oonservation
and ‘stockpiling. In 1969 the editors were evidently relatively optimistic,
because the Arabs refrained from coercing Japan to give up diplomatic neutrality
during the 1967 war. Nevertheless they warned of a future crisis, which they
predicted could happen in 1973! They were, however, very pessimistic about the
problem of sea transportation. This is a many-sided problem, involving distance
(about 6,800 nautical miles), narrow straits (e.g. Malacca and the entrance
to the Persian Gulf), unstable_strategic erenes (the Indian Gcean and the Taiwan
Strait), increasing Soviet naval expansion and a declining or over-strefched
American naval preseneeialong the sea lanes used by Japanese tankers. The
Pergian Gulf, for ins{ence; iz accessible only through a narrow strait (50 kilo-

metres wide) vulnerable to blockade, mining and other hostile actions.
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A1 this 1ndicates that ‘even today Japan‘s 0il transportation is vulnerable
to all sorts of dlsruption or harassment. In fact, gome @eople deduce that.
Japan could be politically coerced by a threat of oil embargo, phy91cally
punished by sealing off the Per51an Guif only, and economically haragsed by dig-
rupting passage through the Malacca Strait (forcing tankers to make a voyage
three days longer and 1nnrea51ng frelght costs by about 10 per cent. Furthermore,

'the long distance spells rlsks of encountering sea guerrillas, other acts of non-

territorial harassment:: and legal restrictions evidenced in the recent Law of the

Sea conference.

To all these possibilities, however, Japan can think of no military response.
In fact none other than a defence minister publicl& ruled out the validity of
‘destroyer diplomacy'. 'The use of miiitary means to ﬁrotect overseas interests

is not only anachronistic but useless', he said.12

Moreover, military means are of limited effectiveness in countering the
gsealing of the Persian Gulf or harassment in the vast Indian Ocean. They are
completely useless against legal restrlctlons imposed on the basis of inter-
national agreements. A4ll this means that Japan must look for optlons other than
militar} résponse. In fact, it geems now that 1o milltary meagures can guarantee
economic security at the very time when this 1s mores 1mportant than military
gsecurity. And if the Alliance system does not help very much, what options are
open to Japan, which is second only to the United States as a consuming nation?

They are inevitably limited.

Pirstly, Japan should refraln from diplomatic action which mlght undermine
the basis of the super-power dctente, lest the deterioratlon of Amerlcan-Sov1et
relations should lead to the collapse of the political framework w1th1n which
Japan can ensure economic and military security. To-this end, Japan must pé
prepared tolpay_a price: offering economic and deveiopmeni assistance (if
necessafy, gbing beyond commercial considerations) to the Soviet Union and

acceptlng a political-economic accommodatlon with the Unlted States.

Secondly, intensive diplomatic efforts should be made to cultivate frlendly
relations: with resources suppliers and the coastal nations of the Indian and
Pacific Oceans, s0 as to minimize the chance of viclation of Japanese overseas
assets, and to obtain assistance in any emergency involving ships and other
means of transport.

Thirdly, in‘the military field, Japan may have to build up a capabili{y
sufficient to take care of herself in'a local, conventional armed conflict not’
only 50 as to defend herself hut also 50 as to relieve the United States of her
security burdens in the Iax Easv, enabling her to divert her naval-air

capabilities to areas where Japan cannot make any mllitary contribution,
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Féurfhly, in order %o meet the overall energy problems, Japan must make all
necessary investment in R&D and other projects designed to reduce her dependence
on overseas resources. The financial outlay might reach an unprecedented amount
which would Be acceptable only if the public - is convinced of its reasonableness

as a security cost and as a means to obtain a powerful bargaining instrument.

Finally, but not the least important, Japéh should try to extend internat-
ional collaboration in the field of economic security to the Atlantic community.
During the oil orisis Japan shared with Burope the problem of relations with

the United States, the possibility of partnership as oil consumers and a common

_concexn about the Soviet Union. A closer Eurcpean-Japanese relationship would in

the first place be an attractive psychological counterweight to the bilateral
relationship with the United States - which is basically an alliance of protector
and protected, Secondly, the relationship can be expanded to 2 functional, and
later institutionalized, trilateral link for pooling industrial and technological

resources in order to solve energy and other problems,

\ : ,
Already the problems the world faces today -~ energy, pollution, population
and food, among others == are so global in scope and so urgent in nature that

‘their solutions require multi~-national collaboration.
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TRILATERAL COMMISSION

INTERNATIONAL IMPLICATIONS OF THE ENERGY CRISIS

(2nd draft, October 12, 1974)

Energy is the economie 1ifebiood of the'industrialized-nations. In the
period of the next decade, in which_the supply pf energy will be uncertain and
the cost will be high, they will face hew and eritical challenges dangerous
to their economic and social stability and to their political institutions.

It is ﬁﬁt a matter of energy economics‘alone, or of political decisions
by individual governments on how to ébpe with shortage. Fnergy is central to
the whole complex of iniernational economic relations involving the supply and
movement of raw materials, the rules and practices of world trade, the maintenance
of an internatipnal monetary system, and the control of inflation. On the ,
politiqal side, the problems of supply and price have cﬁﬁpelled the.energy;
consuming countries to find new kinds of relationships with the principal oilul
exporting countries. Above all, and most important fér‘our purposes hére, the
crisis brings inevitable stress within each cohsuminé country and in their

relations with each other. It has already weakenéd the fabric of the Europesn

Community and added strains to the ties between Furope, the United States,and

Japan.

In our previous report, The Imperative for a Trilateral Appfoach, we péinted
out that oﬁr countries are faced with a situation not ﬁnlike those of wartime,
requiring a comparable degree of efforﬁ, cooperation, and wiliingness to share
sacrificeé among allies. Thus far, however, the best comparison is to the conduct
of the Western democracies in the period of the "phony war" of 1939-40. The

response of govermments and peoples has been weak and inadequate. They have not

o e e
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of energy policy itself.,_is_on the political, social and intérnational
o....—-——w—-"-“’""__”‘ o

shown that they have grasped tﬁé magnitude'of the problem, much less defined

_with any clarity ﬁhat they must do about it. For example, if they must accept o

some reduction in living standards and a change in lifestyles - which seems
~— - - .
unavoidable - then decisions as to how and how much must be taken scon and in an
equitable and orderly way, or they will impose,themselves later at incalculable

economic and political cost.

We are not pessimistic céncerning the long-term future. While growth of

———

energy consumption should not and indeed cannot continue at the rate attained .

in the past iwo decades, and economic growth is bound to slow down as a consequence,

"we do not regard an end to economic growth as either desirable or imevitable.

But ﬁe do foresee a transitional period of extraordinary-difficnlty and adjustment,
N ' W . i~

until such time as our societiescan count on more secure and more abundant

energy. The main emphasis of our report, with no intent to slight the importance

a-g.________‘_.‘_‘—'_‘__

i,

' ‘consequences of this situation.

We pose some blunt questions. Do governments have the political will Fo
fﬁce the truth and to act, and if so, will their peoples give them the power
to act? Will they‘have the strength to avoid nationalistic action for common
interests? It will be a test both of ﬂemocratic institutions and of inter-

national sblidarity.

I; Dimensions of the Problem

The energy problem may be considered in‘three different time perleods. \

All three have already begun.

The first period is the present and_near fﬁture.‘ The consuming countries
must cope with the threat to financial and economic health and stability caused

principally by the sudden rise in the price of oil. ?héy also face the potential
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 threat of a crisis of supply if the Midd;g_gggi“peace negotiations do not succeed

and major oil-producing countries again resort to the "oil weapon" for political
reasons.  Even without war those producers, as‘Iong as they maintain an effective
cartel, can further limit production as a means of maintaining or increasing prices.

The second period covers the next decade, from now until 1985, in which the
w .

consuming countries, in addition to meeting the continuing financiél problem, must

- make a serious and necessarily costly effort to free themselves from eritical

:dependence on imported oil. This can only be a gradual process, but it will

not take place ét all unless goals for the reduction of demand and for the
development of alternative sources are set now and the necessary decisiona are
- taken in time.

TEE_EEifE,BEEEEE—EE4EEQ;1EEgEE~EEEEQ to the end of this century, in which
the need is for the timely déVelopment of new sources of energy, hot only to
replace oil imports but to cope with the decline of the world's reserves of
hydrocarbon fuels. Here again, governments will have to take'decisiohs in the

- near future, especially on research and development, although they should retain
flexibility to adjust their gbals and programs_in the light of scientifie
research and technolégical change. o

The following, in brief compass, are the most pressing problems to which
answers must be found.- | | | {
1. The impact of high oii prices -- in order tp'keep their economies going,

the consuming countries have paid the high prices set by the Organization of
Petroleum Exporting Countries (OPEC) at the end of 1973 and maintained or

. increased during 1974. Some of them are already in a serious financial plight



because of the drain on their financial reserves and the decline of their
capacity to borrow. Without help they face bankruptcy. The entire group of
consuming countries, moreover; must deal with the question of "recyeling" the -
01l payment money not balanced by exports to the producers. The sums, which have
Been conservativgly estimated at from $607to $75 billion for 1974 alone and up
to $650 billion (World Bank estimate) for the pericd to 1980, are or will be

too large for the private banking system to handle without backing by central
banks or governments. The inveStmgnt process goes on, as individual oil-
producing states put their funds on deposit, make their own décisions on short
or long-term invéstment, or conéiude bilateral égreementswdthconsuming states.

But the oil money is piling ub too quickly, there is insufficient time for
e s bt >

adjuétment, and the funds do not go back to the consuming states which need
"it the most.
Appeals to the producing states to relieverthe situation by reducing the
price of oil, whether based on political sympathy, common interest in a viable

world eccnomy, or the dangers of confrontation, have not induced them to do so.

2. [Reduction of dependenée on imported energy -- The events of the past
yeaf have revealed“the vulnerability of the industrial economies to decisiohs
on the supply and the price of oll which are beyond,their control and which
affect their very capacity to function and to prbvide for the livelihood of
their citizens. Having allowed that situation to develop, our nations have an
obligation to themselves and to each other to reduce that position of depéndence
as rapidly as possible. To do so 1s not to assume that the oil-exporting

_countries will be hostile to our interests or that cooperation with them will




not be possible and desirable. It is only a matter of elementary prudehce

that our societies should not be held hostage. Hence the need for prompt action

e st

\ésﬂzgguceaxhe‘demand,for imported oil through economy of use e5§ the develog:y

ment of alternative sources of energy.

s o manita—

It should be clear to all the industrialized countries that a concerted,

all—out effort to reduce waste of energy and increase the efficiency of its

use is absolutely essential to success in meeting the problems both of supply

and of price. The first requirement is a psychological change: acceptance of the
factrthaf the era of cheap and abundant energy is over and a positive willingness
to adjust to it. The second fequirement is.action on a number of fronts, as in

the gggige of priorities in the use of fuels for various purposes, in allocatlonm

i 2 R

and distribution, and in the application of technology. Price and taxationﬁ
N e s T e e

. will be_necessary ins 1nstruments for such action but not in themselves sufficient.

The other side of reducing undue dependence and ineressing reliability of

supply lies in developing additienal sources of energy, prineipally in the

consuming countries themselves. This effort, in the next decade, must rest
primarily on intensified production of. known reserves of fossil fuels. But our
countries cannot achieve even the minimum geoals without pushing\iizeigggggguL

of nuclear energy, in which past progress has been painfully slow, and taking

early decisions to perfect the technology for such processes as gasification
of coal and extraction ef 0il from shale and tar sands. These are matters

for both national and international action.

3. The political dimension -- The importance of the political aspect is
evident from two salient points: first, the inescapable requirement for an
unprecedented degree of cooperation among the Trilateral countries if they are

to sct effectively to meet the energy problem; and second, the faet that the



erisis thus far has increéséd their politicaliproblems and magnified the
difficﬁlties of mutual cooperation. It should be sufficient to examine briefly
the international ﬁspeéts of the situation within Western Europe, in Furopean-
VAmerican relations)uéhﬁ in Japanese#American‘relatiéns. |

a. Intpa-Furopean relations -- The o0il crisis has added to the predicament '

of a European Community already suffering from serious trade and monetary
‘imbalances due to diverging economic policies, Not only has inflation
inereased to a point where it endangers polificél stability in individual
countries, but the differéntial between rates of inflation has driven the members
of the Community fﬁrtﬂer apart.“Furthermore, the present emphasis on making
decisions by intergovernmental mechénisms rather than through the Community'
institutions hasrmade it Impossible for‘the Community either'to respond
quickly to an emergency ﬁr‘to adopt long-term policies which are more thén non-
commiﬁtal pledges. The possibility of Bfitain's withdrawal adds to thernear-
paralysis oflthe Comnunity institutions.-

Less taﬁgible.but:nonetheless reﬁl afe the effects on mutual trust of-the
lack of solidarity shown by the Europeén countries when the Arab states cut
back o0il exports and raised prices. The Comhunity institutions were not
effective, and ihdividuai mémbers did not resist the temptation to maké bilateral
deals.wifh oil-produéing countries atlthe risk of overbidding and of eroding thé
common com;erqial policy; -8imilarly, as each member is hit by the effectis of
high oil prices, its natural feaction has-been to take n&tioﬁal measures 1o

protect its own economy, sometimes to the detriment of others; and to look for



financial help to-individual governments rather than through a joint approach.

Finally, the absence of a common energy polipy for the E.E.C. has made it

difficult tolface the erisis together. The divisive effects'of.having to make

choices between the Arabs and the Ameficans,"in turn, have hampered the creation .
of a comprehensive Furopean energy policy. Without such a policy, Burope cén

| hardly play a strong and constructive role together with North America‘and

‘Japgn in dealing with the energy problem either in‘thé near future or over

the long term, . | |

- b. Buropean-American relations -- When the impact of the Middle East war,

the Arab oil embargo and the cutback in production struck the Western world,

it feveéled an apparent conflict of vital interests between Furope and the United
States. During the October war the United States concentrated on the issues of
ﬁilitary and political security and underestimated the difficulties of the
Europeans, whereas Europe thought of economic security first and underestimated
the involvement“of the Soviet Union. In the period following the war these
differences were smoothed over as the tﬁo sides began talks on energy matters and
tried to improve the procedures for consultation wifhin_their alliance. Never-
theless, the potentiai confliet of intefests remains_and could come to the surface
if the Middle East again‘erupts in war or if the financial strain bears too.'

heavily on Burope. It is rooted‘in the profound difference_in wvulnerability.

between Eu}ope and the United States, which recent events have widened. The

1
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United Stateé has become relatively stronger, owing to the abundance of its energy
resources and a strong economic position which should atiraet -the surplus

fuhdé of.the oil-producing stateé. Europe i1s militarily dependent on America -

and economically dependent on the_éil-producing states of the Middle East.

Both types of dependence will endure fdr some time and have to be kept in balance.



The functioning of the Atlantie Alliance is inescapably affected by these
developments. Besides bringing to the fore differences of outlook on the Middle

Fast, they may weaken the defense of Western Furope itself. The cost of oil

St

imports will probably induce the European states to reduce their military
T e e e
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expenditures at a time when the V.S, Congress is con31dering the reduction of
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American forces stationed in Furope. This double trend will have s destablilizing
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effect on security in Europe, which in turn will weaken the security of all

members of the Alliance, Aincluding the United States.

The gap in strength between America and Europe, which energy factors have
increased{ thus creates problems which cannot be easily solved within the
Alliance as it now functions. Both parties have an interest in making it more
effective in the consideration of problems and the adoption of consistent
policies outside of Europe, particularly in the Middle Fast. It-is important
to the Alliance as = whole that the Europeen countries impnove their economic
position'through agreements with oil-producing states, and alsc that a common
approach be found to the political 1ssues involving those states, especially to
the question of a settlement between Israel and its Arab neighbors. |

- ¢. Japanese-American relations -- Japan's dependence on Middle East oil,

even greater than Europe's, dictated a similar attitude toward the October war
and led to public statements of policy sympathetic to Arab views on terms of

political settlement with Israel. Japan's statements and policies, however,

did not create differences with the United States comparable_ to _the controversies

IR R,

and recriminations which marked European-American relations, for Japan was remote .
o e — .

both geographically and politiecally from the Middle East conflict. Nevertheless,




Japan's desperate efforts in the wgké offthé\crisis to reduce its dependence
on uncertain‘sourdes;‘and also on Amefican oil companies, and to secure future
 $ﬁpp1ies through sepafgte bilateral agreeménﬁsVWith pfoducing countries ran
athwart American efforts to bring about a common‘front-of consumers and an
-approach based on honAdisériminatory acceés.
Such strain as these Japanese activities caused wés-largely dissiﬁated bjr

Japanis.participation In the Washington copference on energy in February 1974
- and in the work of fhe‘Energy Cdordinating Group, But the fundamental différenceé

in thé positions of the two nations, one with vast'rééerves of poténtial energy
"and the.other with virtually none, carrie§ the danger of-conflicting policies
iﬁ the_futuré, especially if the Unlted Statés should oppoée, orrappéar 1o
oppose, Japan’s efforts to keep onégood terms with oil-producing states, to
diversify its sources of energy, to draw updnf‘the reéources of North America,'
and to increase the ﬁropprtion of its energy suﬁplies under its own control.
The sensitivity of both nations to their trade relations incfeases the potential

for disharmony and dispute.

II. The Response Eg;the Problem

To date, the response of the Trilateral countries to the energy problem

"has been halting, pieéemeal, often inconsistent, and inadequate. The strdngest'

and most promising positive action has been the agreement of the representatives

-

of tﬁelve_countries,working,in the Energy Coordinating Group, on an emergency

et

oll-sharing program and on the creatibn of an International Fnergy Agency,

although these ﬁroposals have_not_yet been accepted by governments.




The following, in brief‘summary, 1s the record of action, national aﬁd
international, in response to the energy crisis.

1. North America

In the United States the Middle East war, the Arab oil embargo, and the
threat to the security of future supply prompted emergency méasures to cope
with limmediate shortages, a cut in demand in response to conservation and

higher prices, and the launching of the concept ofcggfojept Independence, "

.

with the aim of ensuring a stable supply and eliminating dependence on foreign
sources by 1980. President Nixon and the Congress failed to agree on a n;mber
of aspects of energy policy, however, and no comprehensive long—tefm plan was
adopted. Certain specific governmental meésures have been taken,.through
legislation or executive decision, (a) to. encourage economy of use, (b) to
promote the expansion of domestic oil and‘gaé production, (e¢) to authorize and
expedite building of the Alaska pipeline, (a) to set terms fon-inéreased mining
of coal, {e) to apcelerﬁte production of nuclear poﬁer, and (f) to increase
fuhds for research and development of solaf, geothermal and other forms of
energy.

Tﬁese are practical meaéures which by themselves will not have early or
' decisiye results. The énding of the Arab embargo and the easing of fhg supply
‘situation In the spring of 1974 1es§ened the sense of urgency. .By the end of
summer, consumption of oil was slightly below the level of the same time the
year before {reflecting definite progress in conservation) but was rising, and -

dependence on imports (about 38 percent of total oil consumption) remained

unchanged. Domestic 0il production has continued to declihe; and althoﬁgh the
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and much of 1t will then require legislation before going into effect.

0il and gas industry has decided to invest large sums in exploration and
production, those investments will not show results for several years.' The

government's plén for Prdjebt Independence -is due for unveiling late in 1974, -

Canada did not have to respond with drastic measufeé to the energy
crisis, and it would be politically difficult to do .so as long as large
exports of oil and gas still go the the United States. It had'some shortage
in its easterﬁ provinces which are dependent on imported oil, éven thgugh the
country is a net exporter. Completion of the pipelinelfrom‘the Alberta oil
fields to Montreal should give Canada.thé capability for éelf-sufficiency if
: . - nationwide
it should choose to exercise it, but rising Alemand and declining production in
Alberta reise questions for the longer term unless new soﬁrces are developed.l
Posseséed of large potential énergy resources. in thg Athabasca tar sands and
possibly in Artic oil and gaS, Caﬁada hﬁs adopted a policy of developing ité
énergy at a rate sﬁiteq 1o its own needs and not primarily for eiport. It

has rejected the idea of a "continental" energy program with the Unﬁted States.

- However, private companies (largely American) are proceeding with increased

exploration for ocil and gas, énd arrangements to produce energy for Japan have
been the subject of official and private negotiations between Canadians and
Japanese,

2. Western Europe

Because the E.E.C. has not succeeded in the attempt to establish a common
energy policy, the Europeans have responded to the present crisis primarily on
a national basis. The response was therefore diverse, and it was limited. Only

the Netherlands embarked on a drastic, long-term program to save‘energy, achieving
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substantial results through a combination of government'initiétive aﬁd-the
response of the population and of private industry. italy, despite its financial
' plight, has a poor record cn conservation. France, after a year in whieh

’ reduction‘of demand in real terms was negligible, has set a financial ceiling

for oil imports in 1975 and taken measures to restrict consumption. ABritain,
which has done  little to reduce consumption other fhan.to let highef prices

take their toll, is relyihg heavily on future oil and:gas from_thé North Sea
~and on increased use of coal. Germany, like Britain, has raised coal

prodﬁction targets modestly. Both France and Germany are comﬁitfed to a
substantial growth in the production of nuclear éﬁergy;

‘ ‘The Europeah-Cammission has recommended a broad and ambitiqus program of
conservation and development of energy over the next'decade, with eﬁphasis on
nuclear energy and gas.- But the program has not,been:aeceﬁted by governments.
Meanwhile, the member countries go their respective‘ways. The financial
resourcés they have devoted .to ekplorafion and to technology in order to reduce
dependence on imports do not compare, even in relative terms, with the efforts
deployed in the United States. Nor have Furopean governments begun to face
hard choices such as Japan is already téking for the adaptation and.restructuring
‘of industry. | .

(to be supplied by Mr. Kondo)

FAR International Action

No agreed international action was taken in the latter months of 1973
to meet the embargo and production cuts decided by the Arab states or the price
rises determined by OPEC. Indeed, the differing reactions by the United States,

Japan, and the E.E.C. (and between members of the E.E.C.) illustrated a general
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view that each could serve its interests better through separate action. The
first serious attempt to esfablish common approaches woo the Wéshington
conference of 13 nations in February 1974. The Energy Coordinating Group, which
grew out of that conforende, has been working out cooperative programs covering
conservation and restraint of demand, developmeﬁt of new sources, emorgency

sharing, research and development, financial aspects, the possibility of meetings
| of consuming and prodgcing counﬁries, and the role of the international oil ¢
companies. | 7

This work has-proceeded at a disappointingly slow pace but finally producedw

PR

significant draft proposals for an emergency sharing plan and for a new inter-

national eneré}gggoicy with power to take action and a procedure of weighted

T T e e
voting 1ike1y to produce decisions. The commendable boldness of these proposals .

e T4 Tt Ty s e W i

places a challenge squarely before the governments, which hitherto have not

7

]

shown a corresponding sense of urgency. The real test, moreover, will be on
the policies to be adopted rather than the institutions and the procedures {
through which they may be reached.

On the pressing financial question, international action has been limited

to bilateral loans to ease the plight of countries in serious trouble (e.g., a k&
\h——_"_—h .

Vi

large German loan to Italy), and to the establishment by the.Internatianal
?“"—-—-—_____“_____“'___”__,._..

Monetary Fund of an "oill facility! Pon—loans_mo countries hit hardest by oil

prices, mainly the poorest of the less developed countries. As Italy is followed
by other coosuming countries in reaching the limits of their borrowing capacity,
with no drop in what tﬁey must pay for oil, the need for timely effective inter- '
national measures tofprevent the worst and to avoid a wave of'destfuctive

nationalistic actions and coﬁnteractions should be d@pparent.
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IIT. The Need for New Approaches: A Long-Term Strategy

However one looks at the record of respénse to the energy crisis, some
conclusions are obvious. Where drastic action is called for, it has not been
taken, The governments have been timld. The general public has followed a

 philosophy of business as usual and hope for the best. 'Mbaﬁwhilé, the
financial erisis has grown, political dangers have increased, and international
action is postponed.

In the 1ight of this record we reaffirm the main recommendations of the

earlier Report of this Task Force (June 1973): the-need for a joint commitment

- by the Trilateral countries to the efficient use and the rational development

of energy, meeting its high cost as may be necessary, with a general strategy

and plan covering the next twenty years; and the requirement for early action,

national and international, in fulfillment of that commitment.

We present here, in brief form, the main lines which such a strategy should
_take, again drawing on the prior Report. We stress Srevity, not because these
problems lend themselves to a-simple approach, but because our basic pre-
occupation in this Report is with the political‘and‘international gspects rather

than with the detalls of energy policy. On the other hand, the nature of the

Strategy and plan must be clear if the consequences for political and social

institutions and Egzﬁinternational relations are to be properly assessed.

Sprmamrargeus e - —

The common plan for energy policy should establish a series of goals

'respecting %gvels of energy consumption, efforts for economy of use, rates of

development, reduction of dependence on energy imported from outside the
(e PRy )

Trilateral area, and meeting the high cost of essential energy whether imported
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.or produced at home. Obviously it is not wise or desirabie‘to provide‘precise
- sets pf figures to illustrate recomﬁehdations for a strategy which looks two:
decades shead. But in the belieflthét some generai targets for the next ten
" years should.be established as a spur to necessary national and international
_‘action we make ﬁhe foliqwing recommendations.

1. Growth and thie level of demand -- How deeply can our countries cut

their éonsumption of energy? In order torkeep their economies running well,
with a modest growth of GNP well below that of the years before the eﬂergy

crisis, they will probably need an annual rate of increase in énergy consumption
- . i ey

gver the next decade ranging from 2 to 4 percent. The lower figure should b?'

possible for the United States, which has more waste to cut, and the higher
S . } " : :
figure for Japan, with Europe somewhere in between (see footnote). These

Sy s =l

S

rates may be compared with those existing before 1973, and then éxpegted'to'
continﬁe) of roughly 3.5 percent for the U,S., 5.5 ﬁé:éent for Europe and nearlyl
12 percent—for Japan. | ' |

The fietion in thosé earlier projections makes it somewhat unreal to state
fhe “éavings" which‘can be realized by conservation, ﬁut holdirng demand to -ﬂ%
a2 peréent annual increase in the United Statés,for,example,'WOuld.mean that‘ ;
by 1985 consumption would be running 18 percent iess than originally projected.
Savingwip Europe and in Japan, with higher rates pf ?fe~crisis projection,

would be correspondingly greater.
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1972 ST 1o T 1980 0 1085
actual h , S :
_U.s. 24 2,573 Lo2,841 3,137

(projected at 2% annual inerease)

 Cansda s . 249 215 304

(projected at 2% ammual increase)

E.EC. . 1,180 N 1,290 1,495 1,73

: (projecfed at 3% annual increase

~ Japan 345 o 388 | 472 57

(projected at 4% énnual.increase)

(Adapted from United Natlons Statistical [Yearbook 1973, pp. 348-350)
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2. Efficieﬁcy of use -- To hold demand at the‘prpposed level will require
8 major‘successful effort to increase conservation and the efficiency of energy
use. High cost should be the main stimulus to industries and consumers to

practice conservation and,ecdnomy, buEh@arket forces by themselyes will not

-suffice. Public poliecy will have an essential role in explication and persuasion,
in enacting and enfofcing standards, in allocating energy to differgnt,uses,
 ig§equitab1e'distribution of-fuels, in helping to plan and‘finance economic
adjustment and change,'ih reorganiéing systems of iransport, and in sponsoring
fesearéh. Some meaéﬁres can be'taken at once, without heavy investment. In

other cases,‘ihvestment in efficiency of ﬁse will be much less than for a

ggffgsponding increase in supply, and the return will often be more rapid{

Our societies shouid be ever alert to the possibility of larger reductions
in consumption, bringing the demand for energy closer to or below the level of
ahnuallrenewal rather than of increase. This will reﬁuire both new,advénces

lin‘technology and f the willingness of people tb accept more drastic change in
social habits and standards of comfort, but it can be done if it has to be done.
Individual countriés,of course, ali have their spécial conditions;  Japan, for
eiampie, has less margin before cutting\inio thé bone of éssential industrial
production. |

3. Development of additional energy -- The effort to increase'sﬁpply within

_the next few years must rest primarily om intensified production within the. .. ...

Trilateral area of known reserves of fossil fuels - especially coal, for it
may be difficult to bring about any largé expansion of oil or natural gas

production other than in the North Sea énd Maska. Each of the Trilateral
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regions should strive to éovér byﬂi§35 15 perceht-bfwtbtal ehergy consumption

~ with'nuclear power. Early decisions are also necessary to perfect the technology

for gasification of coal and extraction of oil from shale and tar sénds,

although significant energy supplies from the latter two sources may not

appear until the mid-1980s.

| The cohsuming countrieé should consult on the estimates each should set
for the productibn of coal, oil, nafural gas, nuclear power, hydro power,
and oil from shale and tar sands, for 1980 and 1985. The resultént figures
would indicate not only the goals for each éountry and'fegion but also the
picture for tﬁe_consuming countries as a whole, including the possibilities
for trade in energy resources between them.‘ |

For the periﬁd after 1985 a similar but much mofe tentative'set of goals

should be set, with emphasis now on research and development. Whilg the effort
to reduce dependence on uncertain imports of fuels would presumably continue,

it is not easy to predict what whould be the shape and magnitude of that problem

by that time. ograms for oll shale, tar sands and nuclear power would by
Qgen be contributing much more .energy. While research on solar energy,”ﬁfﬁmic ‘ éﬁd?’

f
fusicn, and other possible sources should be given full rein, our conclusion 41ﬁr’p
is that the energy base from 1985 to the end of the century will still rest
largely on fossil fuels (inéreasingly on coal and.its derivatives) and on

nuclear fission reactors.

4. Reduction of dependence on ocutside energy -- The United States and

Canada—should aim at reaching and holding, by 1985, a position of dependence

on imporjg_{zggﬁgffertain gources for less than 10 perqggf;gf total primary

' energy use. This would be independence in-fact, meaning the capacity to keep
e



-18-

going if imports were cut off. We recognize that neither Western Furope as

a whole nor Japan can achieve energy 1ndependence for many years The need is
t‘ﬂ==————__~____v_:ﬂ_,,m S —— ST

for immediate decisions proving a serious intent to move in that direetion, for

some noticeable progress within a few years, and for commitment to specific

goals and time schedules. The E.E.C. should reduce its dependence from_the,

e

present 60 percent.to.40.percent by 1985. Japan should reduce correspondingly
,\Jﬁ R e T 4 - o DD e

2w T

from 86.4 percent to 80 percent dependence in the game _period. Further lowering

-

of these percentages for Furope and Japan should be envisaged after 1985,.
especially through the growth of nuclear energy, but the setting of specific

goals can await intervening developments.

We do not regard possible imports of oil and gas from non-OPEC sources “)

(as likely to change the basic problem. Prospects for nam_disconeniesiigqgfn

= T

off shore Asia, Africa and Latin fmerica are uncertain, and any country 80 favored

= - ~=nmm om

would probably soon j01n OPEC The Soviet Union has vast reserves of energy,

Ept_its own increasing demands will 1limit its capaeity to export While some

Soviet fuels should be avallable for Europe and for Japan, the grandiose .

preposals under discussion by U.S. and Japanese companies with the Soviet

s o7 R EETIES

Government for the development and export of oil and gas seem to involve

R e e SV

,high costsrandwhigh_nlsksd and_ shouldxbe welghed against comparable investments 4%&9*}

P e =L A
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elsewhere. It is natural for Japan to diyersifyiits_sources of energy by looking

both to the U 5.5.R. and to China. But it is doubtful whether Japan or any of the

At piedSiienn.4 'ﬁ)
- i

consuming countries could meet more than a small percentage (say 5 percent) of its\

standpoint to incur any substantial degree of dependence on them,

e SR

T T T *
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5. ECooperation in research

The?Trilateral countries cannot afford séparate-and competing efforts in this
field. }On conservation, on many aspects of the development qf'nuclear energy,‘oni
experimentation with new and still unusable forms of ehergy, they-mustput science
and tech@ology 1o work where the;e are the best chances for achieving results.
Taking a@count of‘all the'requirements of the longjterm'eneréy plan, the‘Uhited

States, Canada, the E.E.C. énd Japan should work out a general framework for cooperation

et

in*energj research and development, within which the necessary specific arrangeméntgujfgw
\ - .

can be made.

6. The financial burden

Financial problems will beset the ébnsuming countries at every stage of
their‘ldng=térm straﬁegy, as they will be paying for high-cost energy whether it
comes froﬁ OPEC sources or from their own. But the most serious stage, as indicated
earlier, is the immediate one: now and the next few years when huge sumé of money
in payment for oil are béihg transferred to fhe account of pfodueing countries.

We shall not, in this Report, make specific recommendations on such matters as

emergency credits, arrangements between governments andprivate‘banks, types and’

directiohq of investment for oil money, or the role 0£-thé international financial
institutiqns.* We with to stress three more general points:
%. The financially stronger countries, frankiy recognizing comnon
.political 1nterests, should be prepared to help their partners whose economies

have been thrown into crisisby the effects of the high price of oil. “/J’JEaé{

Howevbr, that aid should be conditioned upon the most rigorous measures of
Self-ﬁiséipline‘and self-helpzon the part of the recipients and accompanied

by Jointlcommitments to preserve the international trading and financial system.

*A sp901al report on thls subject by Richard N. Cooper, North American rapporteur

of the Trilateral Monetary Task Force, was presented to the Executive Cormittee
in June 1974
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~b. The consuming countries must maintain contlnulng contact and D”::;i:i%Y
. { T 'l’

negotiatlon with the producing countrles to deal with the question of *JQUJJV%V&/y
oil price in the context of thé many other questions, both economic andf gy}“
politieal, in which both sides are interested. A confrontation on the|
‘isolatéd issue of oil price should oe avoided,

¢, The consuming countries must begin at once to put'themselves in
a position where they are less dependent on imported oil and increasingly
able to reduce the drain on thelr financial reserves and exert bargdini
:power'for lower oil prices., Thus, for the price problem as for the supply
problem, tholneed is for conoerted and far-reaching oction to oonservo '

energy and to develop alternatives to imported oil.

. IV, Relations with Oil-Producing Countries

Of the series of political challenges posed to the Trilateral countries
by the energy problem, the foremost is to the relations among themselves.
But another challenge demands their-immediate‘attention, that'of relatﬂno with
the oil—exporting‘countries,respeoially those in the Middle Eost. "How 15 fho
.adJust‘menf to be made between vital consﬁmer interests and the exercise by the'
producers of their new "oil power"?

In narrow terms, the main problem.is one of persuasion: how to convince the
members of OPEC tojkeep up the supply of oil, at bearable prices, during the

p————

period of continuing dependence. One method is diplomatic argument, which by -
' A :

itself is not likely to prevail against counter-argument based \on tangible

interest.  Another method is economic pressure. No one consuming country,
— ‘ :

- \ !

| ](,w}&,l?‘{/b’ﬂ v
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however, has tﬁe capacity td.exérf:debisive préSéﬁfé*bn the preoducers, anq
‘while consumer solidarity is useful and even necessary as a means. of balancing
_the solidarity of the members of OPEC, atﬁémpfé to mobilize collectlve economic
'pressure on them are not likely to be effective because the preponderance

of bargainlng power is on their side. Economiq‘warfare¢_in_mhewﬁorm_oﬂ_atiemptS"
c_'__,_,__,__.——-d""‘__'___r. N .

to deny food_or other supplies, will court political .disaster without bringing
to deny food o

the desired resultshmw

These and dther considerations argue for ‘a broader and more positive' ‘f'b’/o
- ' v

pa——— ]

approach, seeking common and reciprocal interests going far beyond oil which Cﬂfle

can be furthered by cooperation in a variety of forms, bilateral and multi-

——

__Eizggglg The ehsping paragraphs touchlon‘these interests and opportuniﬁies.
While some of them apply -to all members of OPEC, most of them are particularly
applicable to the producing countries of the Middle East, for they are at

the heart of the problem.

The principal non-economic factors are the foliowing:

1. Common interests in security -- The rivalries of local states and of

outside powers have made the Middle East & region of ‘dangerous instability. The

United States, Western Furope, and Japan, in different ways, can contribute to

the-security of the region, Certain of the major oil—producing,states regard
S rmm—— o

=

it as important that the existing balance not be upset and that no outside.
power acquire predominant power in the area of the Persian’ (Arabian) Gulf.
Some of the governing regimes have uncertain or unfriendly relations with

other states of the region{ or must deal ﬁith‘unstable internal situations.
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Their newly acquired wealth may serve as an invitation to subversion, revolution,

or intervention from outside. They have a stake in the avoldance of strife

and may see a benefit to thelr éecurity in the assurance of Western interest -

and the présence of Western forces in the area, serving noit as a threat of

intervention in conflicts of local states but as suppdrt for their ihdependencg_[ cﬂ*’/

e . . . w 7
and nonalignment. ( L f
N

e

Similarly, their acquisition of American or Furopean arms for the ful—

filiment of plans for national defense, besides helping to reduce balance—of-

e

payments deficits from oil sales, opens doors to broad cooperation in military.

and technological fields.

S, S

The obvious political and economic advantages of

-

such sales should not obscure the dangers of providing ever more sophisticated )
R — et l

weapons, stimilating arms races or encouraging militarismf The danger of the

e e e i

spread of nueclear weapons to the reglon cannot be overlooked. The supply of
l—’/’——‘-'_—"_"" At

[ e e e

arms is a complex matter, to which supplying and recelving countries should

address themselves in a framework of common interest in security. We recommend,

on the side of the suppliers, the establishment of some mechanism, possibly in

the framework of the Atlantic Alliance, so that they may consult, exchange

e

information, establish limits of competition, and ecoordinate decisions, bearing

in mind the desirability of. eventual negotiation, including the Soviet Union,

for a general agreement on arms deliveries and arms levels.

2. The Arab-Israel conflict -- The Trilateral countries have to recognize

that the question of the supply of oil cannot be separated from the existence

of the political conflict in the Middle East. The renewal of war between the

Arab states and Israel or even a failure to reach an agreed settlement within a

fairly short time would almost certainly lead the Arabs to reduce or cut off
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oil as they did in 1973-74. The prospect that a new crisis would again drive
the consuming nations apart highlights ihe need for an early settlement and
- for an agreed American-European-Japanese approach to it.

This does not mean that the diplomatic roles would not be different; the
—‘-ﬂ

‘Q:gg_Japan in the process of mediation and negotiation. But the negotiations

should not be solely in American hands, with the others shut out, nor should aff{

the-latter take refuge in statements of policy puﬁlicly placating the Aré%s - ;;,ALML _
which make more difficult the task of reaching a negotiated settlement. Alll ;AA*’VJ'/
should know the shape of an emerging settlement, especially.if they are goingr

to be involved in guaranteeing it. In fact, American, European and Japanese

ideas on the general terms of a settlement, based essentially on the principle

 of non-acquisition of territory by force and the right of all states to secure 0@A/b;5

existence, are not widely different. All have an interest, too, in timely @) FU .
. negotiations for all will suffer from the consequences of the indefinite /CJQZT}JJJ/“]
deferral of a settlement. M agreed approach, allowing wide scope for dhanging \

tactics and for the parties themselves to come together on the final terms,

¢

should increase the chances both of Middle East peace and of continued access

to oil.

3. A larger role in world affairs -- The oil-producing countries do not

‘play a role in international consultations and decisions relating to the world
econony commensurate with thelr now greatly increased wealth and power. The

industrialized countries should encourage their iﬁcreasing participation, both

in international institutions and i informal associatiqg, in déaling with the

familiar questions of finance, trade, and development. This will mean giving
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them more voting power and top-level appdintmehts, with a corresponding reduction

of the role of others. With the growing urgency of problems such as the balance

own interests as they see them, not because of outside manipulation. The Middle

‘of goods) to produce what they want (rapid development, a place in the sun,

of food and populafion, the -effects of techﬁological change, and protection of
the world environment, the consuming and producing countries can cultivate
responsible common interest in the exploration of possible résponses and the

building of new inﬁerngtional institutions.

4. Special relationShiPS'—— Another inf'luence ﬁhich may modify the ﬁicture
of confrontation between consuming and producing countfies as blocs at odds
with each other éver oil is the variety‘ﬁf political interests, cultural tles and
other factors which differentiate individual members of Qne'grouﬁ from eaéh .
other and strengthen relationships with countries on the other. side. Thus,

the fact that a European nation or the United States may have a close association |

with a particular‘producing country is both natural and geﬁerally useful. Tt

should be maintained and not condemned on either side as a.retreat'to bilateralism ﬁﬁ@b
o | f _ v b
or an attempt to break the solidarity of one or the other group. If CPEC or Uy‘adkvjx*ﬂ
the Arab bloc loses cohesion, it will be because the members are following their gr (7
{

East, in particular, is a region of many conflicting local interests, and-oil

solidarity has not displaced all of them. !

- On the economic sidé, many factors of common interest to producers and
consumers can help to persuade the former to maintain cooperation. For the
most part it is a matter of linking what they have (o0il money) with what the .

industrialized countries‘can offer (technology, management skills, man& types
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1ong§run secruity). The following 1ist of items indicates how wide 1s the

scope for cooperation.

1. National development programs ~~7The highest priority goes to helping
the producing countries carry out their programs for the improvement of |
agriculture and the growth of basic industries. Besides meetling their wants,
rapid development will promote'exports‘df_the 1ndustr1alized countries and cut
down‘the'oil money balances.

2. Oil-related industries -- The bu'ilding of petroleum--felated industries

- such as refining and petrochemicals in the prdducing countries is nétural and

inevitable. The consuming countriesrshould provide help, even though the

tempprary effect will be to create competition for their own industries and to
aggravate their situation regarding the cost and supply of oil preducts.

3. Exploration for oil and gas ~-- Similar considerations apply to further

exploration for oil and gas in the producing countries. The effort required -
for it might better be used to develop energy at home. But if s basie purpose
is to create a many ~-gided structure of cooperation, this side can hardly be

- left out. It is obviously related to the willingness of the producing countries
to continue to supply oil from existing wel1s.

4. Development of nuclear and other sources of energy -- The producing

countries, even thosg with the largest reserves, are acutely aware that their oil
ié not inexhaustible. Thé industrialized countries can help them to prepare forl
the day when they will look to other sources. Nucléar projects for .desalination

and generation of industrial power and joint'experiments'in solar energy

would serve this aim.
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5. Investment of oil moﬁey in the developéd;ébﬁntries -- A wide fiéldrfor
lcooperation exists in decisions on the‘investmenf of oil producers' surplus
funds in the consuming countries. This.side of the economic relationship
provides for tﬁe first time a counterpart to the more familiar one of the flow
of investment in the other direétion.‘ it creates mutuality, with each side
having sn interest in an inflow of resoﬁrces for development and_é concern for

retaining control of fundamental economic decisions, In addition to profit-
T —— "

gble‘invéstmeﬁt,_the oil-producing states presumably have an interest in*helping

the consuming states to avoid serious economic dislocation or collapse under

the burden of payments for.oil, which could disrupt their own econcmies as
= : :

well and strain political relations more than they wish.

The investment of producing countries' surplus oil funds in the develop-
menf of energy in the developed countries is a special case; fér it raises the
question whether they will wish to contribute to the‘eroéion of the bargaining
position they now enjoy. They may find that it is in their interest to do so,
since 0il will always be a premium fuel and the development of energy elsewhere
will tend to make their own feserves last longer. Involvement in this type
of undertaking could help create in oil-producing and industrialized countries
alike & habit of looking together .at the total energy situation,in‘tﬁe long

term and as a world problem.

6. Negotiétions on the supply and pricé of oil -- Leaders of consuming
countries'have abpealed direétly for the lowering of prices, and leaders of
producing countries have stated publiely whylthey do not do so, linking the quéstion
to inflation of currencies and the prices of other goods. This is a Subjéct on

which gpyernments should talk serlously in private rather than ﬁolemically in

et Al
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~233E223 There are obvious 1imits on how far trade and prices should or can
be handled on a government~to-government basis, but OPEC 1s not an ordinary

phencmenon and the price of oil threatens the industrialized world with possible
disaster.

Saudi Arabia and Iran, wish to see that happen, but there has to be a basis for

discussion which they accept. If talks covering the price of food, fertilicer,

and other commoditlies can 1ead to greater understandlng of difficulties on both

8

(\ices and open the p0351bility of a better situation in respect of the supply

(e =
L -

e ]

and the price of 011 ‘then they are well worth undertaking. This is, of course,
iz e o ST T T o

8 world problem, an especially urgent one from the standpoint of those LDCs

unable to pay current prices for any of the essentials they have to import

There is and can be no easy way to meet it. But we can begin by recognizing

that those who stress the linkage between the price of o0il and of other goods

have a point.

There should be no hard and fast rules on how to approach the oll-

producing countries elther on oil matters alone or on the broader possibilities

of cooperation. The private 1nternationa1 oil companies are no longer in a

m— et e S
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position where they can make decisions. or negotiate effectively with producing

[ L TR, .

states concerning levels of production or. the price of oil OPEC has not wished

to negotiate with a bloc of all the consumers.

In the situation of the past

year, in which supplies were uncertain, consuming countries have naturally turned

o

to whatever methods eppeared to promise some assurance that they would continue

to get oil. Some of the bilateral agreements they have made contain specifics
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We do not believe that the rulers of the itwo major producing statee, ’
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on 0il deliveries and prices over fixed perliods; some specify goods and services

to be provided in return; others merely set a general framework of cooperaticn

in many fields. Fortunately, this "scramble" for special arrangements did not

do as much harm to general consumer interests as some eritics feared, and the

benefits to thoSe'wholmade them were often illusory.

There is much to be said for diversity of approach. As long as'the general

interest in equality of treatment is met and bilateral deals neither push up

the price of oil nor unduly restrict the available supply, such arrangements

need not be discou:aged. When made within the bounds of an agreed strategy of

consuming states, they may be useful in keeping open doors and raising the total
quantity of available oil supplies.

Similarly, the dialogue now begun between the E.E.C. and the Arab League

is a promlslng meang of opening up discussion on a wide range of possible

cooperation between Furopean and Arab countries. Although there is no authority
-

on the Arab side which could make a general agreement, the Community could open
up the possibility of special arrangements with individual Arab countries. The
United States, Canada, and Japan have no reason to object to such discussions

or the agreements which emerge from them, again with the proviso that they are

e
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in accord w1th an agreed general strategy and do not damage ‘the interests of others.

T
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As a stimulus or as a supplement to general talks between governments of

censuming and producing countries, we suggest that the Trilateral Commigssion

. ” \
should set up an expert group which could discuss unofficially with OPEC . CLPULA ;
e
representatives a whole gamut of issues such as energy, tfadetmgpnetary matterg

rﬁgﬁ@ relations with LDCs, on which the two groups have both confllcting

AT e

interests and opportunities for cooperation. Seizing such opportunities could
T e o e T T I T T

open the way to a large-scale multiplication and flowering of economic and political



=29~

relationships involving the Trilateral countries with the oil-producing
countries. If the initial period of shock and stress can be surmounted and
the process of cooperation can gain momentum, the vexing questions of price,

recycling, hot money, and production cuts may be dealt with in the perspective

of a growing mutuality of interest.

V. Development of Energy in the Trilateral ﬁegion
We have already streesed the need for a common long-term stretegy for the
development of enepgy resources in the Trilateral countriee_themselves. Here we
shall look mainly at the international political aspects. They are determined to
a large extent by the fact that the resources in question are unevenly distributed.
In brief, North America has a strong posipiOn in current production and proven
reserves of fossii fuels, plus a vast potential for the productionlof cil from
shale and tar sands when the technology for its extraction is further improved; f J)uﬁﬁ

Europe, except for North Sea oil and gas and a declining coal indusiry, is in a /\/T)
\‘\v
V]

much less favorable position; and Japan has practically no natural fuel resources,

If the United States w1th its PrOJect Independence and Canada with a

= R T T L e rm———— T

nathpal energy policy develop t their respeg}iye resources only to fill their own

T
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national solidarlpy‘on other aspects of the energy problem, nct to speak of
ek R ey e <
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other matters,._ Nuclear.energy~cannot.promise them substantial relief from heavy
e et
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dependence on QOPEC ¢il for a long time. They have an obvious interest in the -
\.__....-—""— posity

development of North American f03511 fuel resources for the purpose of sharlng

o ——

—--u

in the increased production.
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It may not be easy for the United States and Canada to accept the M
S— — . gL
proposition that their energy reserves should be exploited, and exhausted, more) 7 ; )
rapi y than they would plan in the light of their own long-term requirements.;t &EZZ:LL'

There 1s need for full and frank discussion, within each country and in inter- C

national discourse, in order to find an agreéd balance and reconéiliation of
- possibly conrlibting interests. If the solidarity and cooperation of the‘r
Trilateral 6ountries is neééssarj and desirablerforlreducihg dependence on OPEC,
for emergency‘sharing, for copihg with high 0il prices, and for moving ahéad_to

develop nuclear power and other forms of energy for the future, then it should

be ﬁalid as well for the development of known resources, whérever their_location
within the Trilateral area.
| Development of these resoufces on a iarge scale will require large‘new
investmenté, as well as guﬁrantees that the resulting high-cost energy wili.in[\
fact have an outlet,.for instance through long-term purchase confracts. The I; \)P/
home countries shoula welcome the added foreign capital, and pérticipating | \ \ﬂ}pvﬁ
foreign interests would héve to share in the risks and in the guarantees. \fﬂ
iGovérnments of the Trilateral countries should try to agree on a set of
general rules covering the priority of development of various resources, the
degree of domestice and outside,particip#tion in investment, estimated volume of
production, and the availability of a portion‘of the product fbr the exﬁort
market. Mutually advantageous bilatefal arrangeménts,‘ﬁf eourse, should not
have to awalt the conclusion of a formal multiiateral agreement.
Under appropriate legislation, private and mixed and public companies might
all have a role. There is room for wide variety in practice, allowing séope for
private enterpriée and market forces to do what they can do more efficiéntly

v



than govermments. The wider the areé of agreeﬁeht, the better the chances for an
overall long-term strategy to work. The sensitivities of Canada ér Norway, of
Britain or of the United States, are fully understood, and their sovereign
governments have the last word, but-our countries are not closed national

preserves., It is legitimate and desirable, for example, that Amerlcan companies

— ST,
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should partlclpate in the production of North Sea oil, Japanese companles in the
:___ R -Lm"r-—_-.n-'-;
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This question is of the greatest signiflcance as a test of Trilateral

solidarity. Will it be seen as a conflict of national versus foreign interests,
or of haves versus have-nots, or as an opportunity for contributions of different
kinds to be made by all in the interest of é viable economy for the entire
Trilateral region? If our nations do notiéucceed in finding common ground in
dealing with themselves, it is difficult to see how they can stay together in

dealing with the oil-producing countriés.

VI. Sccial and Political Change

There can be little doubt that more serious shortages of energy and more

drastic adjustment of economic patterns and social lifestyles lie ahead. We

have noted that renewal by the Arab states of embargoes and cuts in exports,
perhaps more gevere than the last time, is a serious possibility. A second and
more certain engine of change and disruption is the fiﬁahcial.squeeze which has
already been felt and will grow tighter. The drain on the money supply caused
mainly by high oil prices is forcing one consuming country after anothér to take
measures-in self defense. Part of the burden may be shifted elsewhere, at the

expense of other countries and of the international economic system, but mainly
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it will have to be borne at_ﬁome.,,Finally, the long-term energy étrategy
_recommended by this Report as the best course toﬁard‘a more secure future will
make very heavy demands on gOVernmenté, private'industry, and the ﬁublic,
particularly in the area-ofrenergy conservation. Economie faétoréswilllby
themselves induce certain changes. But the situation w111 call for a considerable
degree of voluntary cooperatlon and of acceptance, voluntary or 1nvoluntary, of
goverrmental regulatlon of personal lives.
Wé cannot predict precisely what changes and adJustménté will be necessary.

But there will surely be -a slower overall growth'of the economy, a restructuring
~——— - -— =

of production, a high rate of investment, and a retreat from some of the more.

~ extravagant features of our consumer society. The-cult.of'the automobile and
the curreént methods of donstructihg, heating and cooling buildingsfcan hardly
remain unaffected. In essence, there will be a resllocation of capital, labor,
‘technology, and available éupplies of energy through the ecOnomics of scarcity.
We foresee shifts from energy-intensive industries to 6thers.whiéh consume less;
from relatively non-essential (theihighly developed packaging industry, for
example } to more essential production;'and from wasteful to énergy-eﬁficient
methods of transporting people and goo&s. Such shifts will mean'bhanéés in

patierns of investment and of employmént, a high level of‘technologiéal unemploy-
L ST e M T es T

ment, and perhaps4E_fff&fif_ﬁff&iﬂg—ﬂggﬂi~ Serious social strains are bound to

appear, especlally if the economies of the indusirial natlons continue to be . ééﬁ%Z}mﬂﬁﬂ

plagued also by 1nf1at10n and flnancial 1nstab111ty o : ‘ {&Jﬁ ]fkkiﬂj
Not all our governments are strong, and it is a virtue of democracy that it |

is sensitive to the public mood. It is a real question, therefore, whether the

‘necessarylsacrificeé will in fact be accepted by powerful elements in the body

politic, be they politicians, civil servants, trade unions, business meh, or an
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undef'ined mass of ordinary citizens. In such cases, there is instability and

turmoil whether a governmeﬁt tries té facé the crisis or tries to avoid it.

Each nation, of course, will have to make its own decisions on how the necessary

elements of social,discipline, goverrmmental control, and changes in customary

lifestyles can be recénéiled with the vital‘need to preserve civic freedoms and ' a/ﬁﬂ,

democraticiinstitutioné. But none wili be acting in isolation. Political &&ﬂ/ \a”

chaos or jhe coming of anti-democratic forces to power in any of fhe Trilateral tyJ bﬁbﬁrﬂ

coﬁntries ﬁould be a most serious danger to their common security. ‘.Li
It is not pbssible to avert such danggrs with fague_formulés for solidarity

,and‘cooperatibn. On fhe economic side; thelproblems of industrial strueture, the

environment, and the mobility of labor will call for common planning and for a

Eiggggggﬂig}g;ggﬁigggi;gystem than ever. Politically; sensitivity to each other's
problems and agreément én sharing burdéns and shortages provide the only way
to keep the system from breaking down.

Because aii_our countries will ﬁave to get along with less energy, itAis
indefensible that they should differ widely in the burdens and the discipline
they accept, aé they now do on the most Important matter of all, conservation.
Obviously the standards and praétices cannot bé the same everywhere,.buf there
should be, first, an acceptance of the principle of equity; second, an attempt
toldefine what is equitabié and to get agreement on it;.and third, some mechanism,
in an inte}national energy agency or in thelO.E.C.D., which could establish

general critera and make Judgments on each country's performance.
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These social problems, in their consequences as in their causes, are in

essence international. Our nations have to attack them together, in the context

of the long-term strategy on energy and of common political interests. The
steadiness required of governments and the dedication and self-discipline

required of the pebple can hardly be sustained unless the latter are convinced
that the enterprise is a vital one and that their efforts are belng matched

by those of their allies.

Al)l these matters requirlng cooperatlon could be more easily and sen31b1y

handled if the Ehropean Community had common energy policies and could act as

a unit in partnership with the Unlted States, Canada, and _Japan, Untll that
) B e o - o R S

degree of unity ex1sts, it is all the meze%}ggggtgnt“tnet all the Western

European states, includlng France and Nbrway, be in a pos1t10n to act effectlvely

R SV S
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Wlth other Trllateral countrles through such organs as the proposed 1nternatlona1

AR Sn s meie e

energy agency and the O E C D

It would be useful to have, in addition, az non-governmental body of
experts who could make a long-range evaluation of the social dynamics of the

three regions, monitor the evolving situation, and report periodically to

governments and to the Secretary General of 0.E.C.D

- V1I. Conclusions

Qur conclusions have already'been stated in the body of the‘Report. By
way of resumé, we wish to emphasize three broad conclusions and a number of

specific recommendations.

A, General

1, Energy policy -- The Trilateral countries should have a common

long-term energy sirategy under which they can act decisively and without

delay to assure their political independence and econcmic health. The
successful carrying out of such a strategy will create, in effeet, a

Trilateral energy community. In the experience of this constructive
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enterprise cur nations can begin to move the now floundering inter-

naticnal economic system to higher Fround.

2. Soeial and poiitical consequences -- The effécts of thé energy .crisis
and the requirements of a long-term strategy will lead to major changes
in the economic structure of our societies and in the lifestyles of our
citizens, and probably to political instability as well. In adabting

to and managing those changes, governments and peoplés will have to show
extraordinary steadiness and a determination: to preserve démdcratic

institutions. The problems'cfoss national frontiers. Therefore, the

attack on them must be a common one.

3. International aspects -- The energy crisis has weakened the Trilateral

countries and driven them apart. - They must re-create their unity. Only
if they work together on the problems of energy strategy,landlén thé
related pfqblems of finéncé and trade, wili they be able ¥o repair the |
damage already doné and get through the difficult'fransitionél period of
the next decade. Only if they have a éommon-approach of their own will
they be éﬁle to work effectively with otﬁer nations.‘ On that Easis, but

with cooperation rather than confrqntation as the watchword, they‘should

strive to crehte with the oil-prdduéing countries a network of mutuai
economic and other interests which will help to assure vifal supplies of oil.

. Specific

1. Reductionrggrdependence‘gg_imported energy —-- The United States and
Canada should aim at being substantially ihdeﬁendent, with less than 10

percent of energy demand filled by impofts, in 1985 and thereafter.
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Western Europe should reduce dependence té 40 percent, and Japan

to 80 percent, by 1985,

2. Conservation -- All consuming countries should make major efforts for

conservation and efficiency of use, holding the annual growth of energy:
consumption over the next decade béldw 2 percent in North ﬁmérica, 5 |
percent‘in Eurcpe, and 4 percent in Japan. - Their peoples should be
prepared fér even sharper-cuts irf nééessary and fof'a reél‘reduction,

in living standards.

3. Development of new sources -- The common energy sfrategy shoulq include
setting rough national and Trilateral production goals, covering the
period to 1985, for coal, oil, natural gas, nuclear power,~and.6ther forms
of énergy.' Consequent decisions on investment for increased production,
and for research on development of new sources of energy for the longer
fun, should be taken without delay. The Trilateral countries should

plan together for future cooperation in the development of therex%ensive

'énergy reserves of North America as an important means of meeting the

iong—run needs of the entire Trilateral area.

4. Relations with oil-pfoducing‘countries -- The reéommended ﬁroa§ h

P

- approach to those countries should be attuned to their bagic interests
in security, in rapid development, in a sound léhgfrun energy position,

‘and in a larger role in Wbrld affairs. - In that context and in Iine

with their own agreed strategy, the conéumingrcountrieslsﬁould be?
prepared to engage in negotiations with the pfoducing countries on the
supply and price of oil. The Trilateral Comﬁission should consider
creation of an unofficiallexpert group which eould diséuss with

-

representatives of OPEC the entire range of energy, trade, and monetary

pfoblems and _the opportunities fo__r,_' cooperation.
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5. The Arab-Israel conflict -- Because a Middle East settlement is of

great importance to all of them, the Trilateral countries should follow
a generally coordinated approach, allowing room for inersity in their
respective roles and for flexibility in‘tacties.')They shﬁuld ﬁé pre;
paréd to use their influence.on behalf of steady progress in negotiations
between the parties and the achievement withouﬁ undue.délay of a peaﬁe‘
settlement based on essential acceptance of the principle of non-
acquisition of territory by force and the right.of.all stateé tor

secure existence. |

6. Financial ecrisis -- The consuming countries should attempt to ride out

the current crisis of the oil payments drain through recyeling arrange-
ments, emergency loans to the more hard pressed, and cooperation among‘

themselves and with producing countries on the Iinvestment of surplus oil .

funds; meanwhile taking action by conservation and devel@pment of

alternative sources of energy to reduce the future gize of the problem.

7. Economic aﬁd social impact -- In meeting the impact of the epergy”

problem on their econcmies and social order, goverrments should agree

on equitable standards for bearing the burdens of scarcity and of

ad justment.

8. Machinery -- Governmenfs should establish‘as soon as poééibie

machinery for cooperative action beginning with arrangements such as the
Energy‘boordiﬁating Group has proposéd. in the absence of'a cormon E.E.C.
energy poiicy, it is necessary that all the weétefh-European coﬁntries
participate with North America and Japan dealing with the protblem in the
proposed interhational energy agency and ih the O.E.C.D.--A body of
unofficial experts with the task of evaluating both current data and the
long -range social dynamics of the energy situation, reporting to.governments

and to the publie, would be a useful supplement to officiél activity.
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I; Dimensions of the Problem

- Energy 1s the economic lifeblood offthé induétrialized nations.
Througﬁ the 1950s and 19603; pleﬁtiful and cﬁeap energy, increésinély
" based on oil, made possible the growing prosperity of North America,
Western Europe, and Japan.r There was a general expectation that these
coudifions would coﬁtinue'on into the future, with the rapidly rising
demand for energy filled principally by imported oil at easily bearable
cost. Events since 1970 and especlally since October 1973 have exposed
the falsity of such expectations.-
. The governments and peOples of the Trilateral countrles now know that
a vital portion of their energy supply is subject to reductipn or inter— -
ruption at the wiil of the oil;éxportiug éountries; that-the ability of
~the oil—exporting countries to set ever higher pr%cesifor their oil éan |
‘place heaﬁy and possibly unbearable bﬁrdens on th; economies oflindividuél"
oil-coﬁsuming cbnntries and on the internationéi monetafy and trade system;
- and that‘the énticipated expansion of energy demand nust bg drastigall}
modified.
The énérgy problem may be considergd in three{différent time‘périodé.

A1l three have. already Begun.
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The‘first period is the present and near fntnre.: Its crisis is‘f
the threat to financial and economic health and stability caused prin—r
cipally by the sudden rise in the price of oil since the end of 1973,
and has to be dealt with now. This next year Or two can also see a
crisis of supply,?ﬁiddle East peace negotiations do not succeed and
major oil—producing countries again resort to the oil-weapon for
political reasons. | | ”

- The second period covers, the next decade, from now until)1985
-in vhich the consuming countries, in addition to meeting the continuing
financial problem, must make a serious and necessarily costly‘effortrto_
free themselves from ctitical dependence on imported oil. This can only -
be a gradual process, but it will not be done at‘all unless goals for
the develooment of alternative sources and for‘reduction d: deﬁand are -
set now and the necessary decisions are taken in time. | | |

The third pericd is the longer term, to‘the end of this eentury,
| in which the need is for the timely development of new sources of energy,
not only to replace oil imports but to c0pe with the decline of ‘the -
world's reserves of hydrocarbon fuels., Here again, governments willlhave
to take decisions in tne near future, especially on research'end develop-r
ment, although they should retain flenibility to edjust their goals and:
programs in the light of scientific research and technological change. |

Every nation of the Trilateral area will have to steel itself to rl
meet‘these challenges and to marshal its resources to that end. But it
is obvious that not all have the requisite resources, even if-they have .

the political will, and that energy is more than a national prohlem_fork
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~each individual country.’ It is a critical element in -the w_hole c.omplex .
of international'economic'relationships involving:the supply :and move-
" ment of raw materials, the rnles and practioes of oorld trade, the
maintenance of an international nonetary system; and the control of.
inflation.- Just as the shortage of energy can inflict serious damage‘ 7
on national eoonomies, SO0 can nationalistic or uncoordinated action.to
cope with shortage place intolerable-strains on the trade and financial"
system on which those economies depend. | | | |
The energy problem,.moreover, has an inevitable impact on interna-:

tional political relations. It has pitted oil-conSuming aoainst oil—
producing.countries-in an adversary relationship whicn‘reflects not only :‘s
a clash of economic interests but also,in bath its origins and its conse-j
quences, questions requiring ?olitical-solution. It has had'a‘devasta*
ting effect on the poorest of the developing countries, which cannot

meet the new'high prices for energy, and has sharpened their insistence

on better treatment from the rest of the world commumity. It may raise
new questions in the relations of the industrial countries with the Com-
‘munist‘powers, depending largely on whether_the latter seek,to exploit
-the difficulties or help to solne them, .Finally; and most important

for onr‘purposes here, the crisis brings ioevitatle strains in the relaf-
tions zmong the Trilateral countries-themselves,‘as-eaoh confronts chal-
~ lenges to which national action which can only show results at the expense
of others is oftea the natural or most easily available iesponse. It

'has Weakened and disrupted the European Community, deepsned differences

within the AtlanticrAlliance,'and added stress to,U.S.~Japanese relations.,



II. The Response to the Problem

To date, the response of the Trilateral countries has been halting,
plecemeal, inconslstent, and inadequate.. The followiag,”in brief sum—
mary, is the record of action.

1. YNorth America

Before the Middle East war of OCtcber 1973 thé_- Uniteci States hac‘I
no'unified energy policy although President Nixon‘stresged the need for one.
Thg war, the Arab?iiﬁargo, and the threat to the seéurity of future supply
prgmpted emergency measﬁres to meet the immediaté shortages, aAcut in |
demand in response to conservation measures and higher priﬁeé;-;nd the g
President's launching of the concepﬁ of "Project IndePEndéﬁce;" with the‘ 
alm of ensuring a stable supply of_energf and elimipating depenéénce dn |
foreign sources of energy by 1980. Considerations of natioqal seﬁufity aé
weli as economic concerns lay behind the project. |

The ending of the Arab oil embargo and thereasing'éf tﬁé supply
situation in the spring of 1974, however, lessené& the:éeﬁse §f urgencyii
By the end of summer, cousumptidn of o0il was at roughly the same level aé”i'
at the samé time in 1973 (reflecting the prior shortagé and definite gainé :
through conéervation)bﬁt was risiﬁg,and tﬁe depeﬁdeﬁge on iﬁpo;ts t38 pér ,:
cent Qf total oil énﬁsumption) rémained #nchanééd; : .

President Nixon and ihe Congresé did not agféeion a number 6f_#spec;s
of energy policy, and no comﬁrehensive long—térm plan wa§ a&opted.. Certain
specific governmentéi measures hava been taken,_howeVer, thrdugh‘legislatiog
or through executive decision: {a) to.encourage econonmy of use;(b) to promote

the expansion of domestic oil and gas production, (¢) to aunthorize and expe-
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dite bullding of the Alaska pipeline, (d) to set the terms for increased

"ﬁining of coal, (e) to accelerate production of nuclear power, and {f) to

increase funds for research and developmeﬁt of solar,‘geothefﬁ31 and'o;ﬁer
forms of energy. .
These are i@ the nature ﬁf partial m;;éures whiéh by-themselfes are-
not likely to bring any marked changes iurﬁhe 1evelsrbf energy ccnsumptibn .
or the-rafe of development of new sources. Domeétic'oil production has
continued to decline. On the gide of private_initiétive, the oii and“gas
industry has decided to invest large sums fog exploration'énd producgioﬁ.

The effects of these investments, which will not shoﬁ results for several

years, cannot be accurately estimated. Meanwhile, the government is

preparing a program for‘Project Independence for unvelling in the late

£fall of 19%4.

Canada, also concerned about national security amd economic indepen-

dence,has set for itself the goal of self-sufficiency in energy by 1980,

.a goal which should be well within reach without extraordiﬁéry effort.

This means that oil'produced in the wast (Alberta} will be increasingly =
used to meet demand in the eastern provinces currently filled by imports.
Canadian oil, gas, and coal . are to be developed at a rate suited to.

Canada's own needs and not primarily for exﬁort.‘_On_the-question.ofilogg-

- term supply, the Canadian goﬁernment has rejected-the idea of a comprehen-

sive "continental energﬁ program" in collaboration with the United States.
However, Canadian and other pfivate companies are proceeding with increased
oil and gas éxploration {and possible pipeline construction) in the Arctic

vhich, if successful, could increase consideraﬁly'the future amounts of

' energy available.-'Canada'unquestionably has important poténtial energy



resources which could help meet consumer demand in other industrial
countries but has not found compelling reasons to see them‘rapidlyl-

developed for that purpose.

"2, Western Europe (to be supplied)
3, Japan (to be supplied)

4, International action .

Ko agreed internatiosai actien was taken bj a broai front ofr

~ consuming states in the-latter months of 1973 to meeﬁ the-embargo and
production cuts decided by the Arsb states or the price rises determined
be OPEC. 1Indeed, the differing reactions by the United States, Japan, -
and the EEC (and between members of the:EEC) illustrated a general view
that each could serve its interests better through-seéarate rather than
concerted action. The first serious attempt te establish commonjapprosches
was the Washington conference of 13 sations in Februsry71974. Theﬁ agfeedl-
on a number of principles, and 12 of them agreed'to eevelop a'coeperative»
program cevering conservatish and restraint of‘deyand, develppmeme of -
enefoy resources, an emergency supply plas resesich and de§e10pﬁent
financial aspects, the possibility of meetings of couSumina and producing
countries, and the role of the international oil companies.

_The Energy Coordinating Group, which is working oet these approacﬂes,
has agreed on an emergencyrsharing plan for presentatisn‘ts éerinﬁents.:
In other respects, althoughrcomprehensive proposals are in preparation,
its work has been disappointingly slow. it has suffersed from the sbsence
of France, froﬁ the continued inability of the European msmbers'te reschr
a comﬁon energy policy,amdng fhemseiyes, and above all because none of ﬁhe

governments has shown a sufficient sense of the urgency of the problem.



5. The impact of high oil prices

Consuming countries have found no satisfactdry;answer'to the-

effects of the high oil prices 'determinedl by OPEC at the end of 1973
and malntalned or increased durlng 1974. ‘They'have paid the price,
in order to keep thelr economles g01ng There are two main problems,
The first 1s the serious pllght oflcountrles which 1ack energy resources
erifinancial strength, or both, a‘situatiqn‘immedietely evidenfrin'
, Itaiy's case and cerdeip.to-come to.othere. .The second is the general-
financial problem‘stemming from the_irahefer 6frmassiye eums'of'oil
~money from the‘consuming to thelproducing countries {360 billion surplus
to the latters' imﬁort requirementsis a eonservetive estimate fof .
- 1974 aloﬁe, with comﬁarable sums in the next few 'years);

The response to.tﬁe first p:eblemfhas been fhe‘taking of
austerity measures by the individual countries difectly affeeted and 7
the exten31on of credlt to them by prlvate banks, the IMF, and by -
other governments, These are but stop—gap measures, for 1f the draln of
financiel resources continues the credlts will be exhausted and the
erisis will remain in mere acute form. '

The second problem, that of "recycllng" the oil payment money not
balanced by exports to the producers back to the consumlng countries .
in the form of 1nvestment, has been handled ;n part through the prlvate
international banking system; ‘The sums are or will be‘too large,.
however, for‘the private banks to handle without backing 5y central

banks or governments. The investment process, meanwhile, goes iis
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own Way as individual oil-producing states pﬁt ﬁheif funds on depééit;

make their dwn declslons on Short and long—term investment, or |

conclude bilateral agreements with individual consumlng states.‘ ﬁut

the 0il money 1s piling up too qulckly{ there is 1nsuff1cient tlmeAfor_

.ad justment, and the investment does not go'into the consumingrcoﬁﬁtries';

which need it most. | | .
-Appeals to the producing countrles to relleve the 31tuat10n _

by reducing the price of oil, whether based on politlcal Sympathy,

common 1nterest in a viable world economw; or the dangers of confroﬁtatlon,l

have not induced them to do 80.

iII. The Need for New Approaches: A,Long-Tenm Stfafegy,t iiT ’W
| Coping with the finaneial effects of the high price of OPEC_l,'

oil is the most urgent task before our countries{ Proposaislto:deal..
with it are being made in a sepafate report of the Trilatefal Mbnetary 1
Task Force, We shall not, in this report, ﬁake sﬁecific xekoﬁmeﬁdatioﬁé
"on such matters as emergenéy credits, arrangeménfs Setwéen'goverhments‘
and private banks, types and direetions of investmenj fb;}qilimoﬁey,ll
or the role of the internatioﬁal finaneial institutions. We wish to'A‘- |
sfress three more gene:al points: _ _ _ ‘

1. The financially stronger countries should be prepared to helpA;"
those whdse‘economies have heen thrown into crisis by thg effecﬁé of

the high price of oil. However, that aid should be cqnditioned‘upoﬁ



~the most rigorous measures of self-di:scipline and self-helf on- the ﬁert:
of the recipients and accompanied by joint cormitments to preserve
the ihternational trede end finaociel,eystem. - |

2. The consuming countries musf maiﬁtaindconfinuing coﬁﬂeot~and :
negotiation with the ﬁroducing-countr%ee fo’deel with the.duestion -
of o0il price in the context of the ﬁaoﬁ other qdestions,‘both'economic‘
and political, in which both sides are interested. A oonfrontation
on the isolated issue of oil prioelshould be avoided.“'

3. The consuminc countries must begin at once to pdt themselves
in a positlon where they are less dependent on 1mported oil and -
1noreasing1y able to reduce the drain on thelr financial reserves end |
-exert bargaining power for lower oil prices. Thus, for the price
problem as for the supply problem, the need is for concerted and far—
reachlng action to conserve energy and to develop alternatlves to
imported oil. | |

- We reafflrm the mzin recommendatlon of the eerller Report of thls :
- Task Force (June 1973): the need for a JOlnt commltment by the Trilateral
”_countrles to develop energy and meet its high cost, with a plan
oovering the next twenty years. - | |

The plan should establish a series of generai goals respecfing .
levels of energy consumption, efforts for ecooomy of use,—rates of
' development of‘old and‘new:oourcee, and reduction of_dependence ond
‘energyrimported from outside the Trilateral regionQ Obviously it is_k

not possible to set figures with great orecision in a general report



"which looks twenty years into the future. But we beiiéve that general
targets for the next ten years such as those proposed below shoﬁld be
established as a spur to necesssary national and intermational action.

1. Ievel of demand

In order to keep their economies runnihg,‘our couhtries will
probably need to increase consumptioq of energy by from 2 to 3 percent
annually. That is a mlnimum flgure whlch corresponds to a modest
level of growth of GNP, but it may also bg a realistlc maximum in
view of thehmagnitude of the efforts in investment, technology and
enterprise necéssary to‘expand the energy supply. (See table)-

2. Efficiency of use

To hold energy demand at the pr0posed71§ve1 will require a
major successful effort to inerease the efficienéy of energy use; The
high dost of energy should be the main étimulus to industries and
consumers to pracfice conservation and efficiency. But public rolicy
will' have an essential role in explication and persuasion, in énacting
and enforeing standards, in equitable distribution of fuels, in helping-d

.to plan ghd finange economice adjustment and-éhéngé, and in_éponsoring
research. | 7 |
It should be a mlnimum goal to cut in half, by conservatlon and 7
economy, the 5 percent average annual increase which appeared in pre-
erisis estimates of energy demand. ‘MCn of this saving might be gained
in the early yéars of the ten-year period. Bigger savings, bringing the
demand closer to the level of renewal rather than of increase might

still be possible, depending on technelogy, but waste is finite and
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economy muét ﬁaké aécouni of therincréased“need for energy to develop

a biggerlaomestic productipn of energy. Individual counfries of courée,
all have their special cohditions; Japan; for example, could save

less fhan others by conservation of energy beforercutting‘intb tﬁe 5dne
: of essential industrial production. |

3. Reduction of dependence on outside energy

- The rate_ét which.dependence on imported energy is reduced will,
of course, depend on the size of the gap bétween anticipated demand :
~and avaiiable other supﬁliés,r The'proposed moderate rate of increase

in_deﬁand and the anticipated major effort in conéérvation Wiil nar;oﬁ
the gap at one end. The expansion of domestic supplies of various
kinds of energy will narrow it at the othér. Because'sﬁch'expansion
_will take time, we recognize that no spectacular reduction in.imporfs'
"is possible in the next few years and that néither.Wéstefn Europg as a‘
vhole nor Japan canﬁot achieve enérgj indepeﬁdence‘for many years. The
need is for immediafe deéisions proving a serious inteﬁt to develop
other sources, for some noticeable progress wi?hina few years in
reducing the levél‘of oil imports, ahd for Qdm;itment to speéific f?
.goalé and time schedﬁles. :'- 7 | |
- Tﬁe United States and Canada.should:aim_at reducing their dependencé'

on imports by 1985 to less than 10 peréent 6? total energy use - this
| woﬁld he independence in fact, meaning tﬁe capacity fo keep'going‘in

case imports were cut off. The EEC should reduce its dependence on



oil imports.from the present 60 percent to 40 percedt by 1985.; Jepee
should reduce its preseht 86 percent‘deeendence to ‘. -percent in the
same period. Further lowering of these percentages for Europe-&nd Japen -
should be envisaged after 1985, but the'setting of specifdc goals can
await intervening developments.

4. Development of additional energy

The development of alternatives to 1mported oil depends on many
faetors, notably the size of reserves, avallabillty of capltal, leadn
times for development, progress of technology, ehvirenmental coneerns,
and politicai will.  The effort to reduce dependence on imports by 1985
to the levels indicated above must rest primarlly in 1nten31fied
production of known reserves of f0551l fuels. Those sources are'the
most likely to show geod results within the next few years,.especiallyf'
coal; for i1t may be difficult te bring about any large expansion of
0il or natural gas production other thad froh the Norih Sea and‘Aleska.
Nuelear energy development must be pﬁshed, but past progress has been
- painfully slow and major expension will probably come after 1985 rather
‘ than before. With eafly decisions to perfect_ﬁpe teehnology for -
'gesification of coal and extraction of oil from shele.and tar eandsgrl
the begiﬁnings-ef'significant‘energy supplies from these sources
should appear shortly before 1985.

" Fach consuming country sheuid set prdduction:estimates for coal;‘
0il, natural gas, nuclear power, hydro power, and 0il from shale and
tar sands for 1980 and 1985. rThe resultant figures would indicate not

‘only the goals for each country and region but also the total picture
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.for the consuming cquntrieé as a vhole, including the possibilities
for trade in energy resourées‘béﬁﬁeen them. (See illustrative tablé) ‘
‘For-the‘period after 1985 a similar but much more tentative'sgt R
- of goals should be set. ‘While the effort to reducé dependence én |
uﬁcertain imports of fuels would presumgbly'continue, it is ﬁot easy
to prediet what would be the shape and ﬁagnitude of that ﬁfoblem by
that time. The longer;fange task of preparing foy’the post-oil age’
would be looming larger. ‘Pfograms for o0il shale, tar sands and nuclear_-
power would by then be contributing muchrmore energy if the necessary
decisions on research and development had'béen faken well in advance.
_While research on solar enefgy, atomie fusion, and othefrpossible.
sourcés shduld be given full rein; our conclusioh is that-thg energy
base from‘1985 to the end of the century_ﬁill still rest largely on
fossil fuels (iﬁcreasingly on-édal in‘various forms ) and on'nuciear

reaciors.,

IV, The Neéd for New Approaches: The Politieal Dimension 3

: This report will concentrate on the-politica} implicatio;s of the‘
energy problem,‘for its mést damaging'effects may be on the wérld;s
boliﬁical relationéhips, and no plan for eeonomic‘éction'ﬁan succeed )
without political_decisidns and the will to carry them out. LMbreover,
in posing a serieé-of challenges to‘which, togéther wiﬁh those of-?'
inflation and économic recession, the Tfilatergl countriés seem heipless |
to find adequate reéﬁonse:either indivi&uall& of through existing modes
of commrorn action, the energﬁ'problem has‘fo?ced-them {0 search for new

ways out.
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It-is not enough to seek to repair the damggé. Our countriés mustr
get beyohd the point where they were when the enérgy crisis hitrthem,
for that was revealed as a sifuation of vulnerabilityland ﬁeakngss,
political as ﬁell aé econonic. This report, accordingly, wili‘focué
on six mainly poiitical aspects: (a) fof;es within the European -
Cormmunity; (ﬁ) Furopean-American relations;‘(c) Japanese~Améric§n‘
relations; (d) relations with the oil-expo;ting countries, especially -
those in the Middle East} (e) relations among the Trilateral countries
as they proceed with the deveiopment of energy resources in their
own region; and (f) ihe changes in sociefy and institutions brought
on by the énergy erigsis and by the measures taken to meet it, including

possible political unrest and threats to free institutions,

V. Intra-Furopean Relations (along the lines of the de Carmoy draft)

VI} European-American Relations {along the lines of the de Carmoy draft)

VII. Japanese-American Relations (to be supplied)

L N g
VIII. Relations with Oil-Producing Countries

In narrow tenﬁs, the main problem for the conéuﬁing'countries in
their relations with the méﬁbers of OPEG‘ié oné of,persuasion:-how
to convince them to keep up the supply df oil, at bearable pricés;
during the period of continuing dependence. One method is logicai
argument, which by itself is not likely to prevail against counter-
argument based oﬁ tangiblé intefeSt. Another method is economic pressure.

No one consuming country, however, has the capacity to exert decisive
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pressure on the producers; and while bonsumer solidarify is uéefulland
even necessary as a ﬁeans 0f ba1ancing the éoiidaritj of the members
ofVOPEC, attémpts to mobilize'céilective economic pressure 6nﬁthéﬁ ara
~not likely to be.effectivé because the pr;pénderance of bargaining |
fpower is on their‘side. - | |

~~ The approach should be in broadrand not in'narrqw terms. iﬁ
should seek out common ana reciprocél inferests going farlbefond.qii
~ which can'bé furthered by cooperation,in a variety of forms, bilateral
and multilateral. The enSuiﬁé parégraphs touch on these interests
and opportunities. ﬁhile some of them apply to all of tﬁé members. of
OPEC, most of)them are pafticﬁlarly applicable to the‘éroducing couniiiés
 of‘the Middle East,‘for_they'are at the heart of the prob1em..
| The pfincipal non-economic factors are‘the.following;

1., Common interests in security

The rivalries of local states and of outside powérs have made
the Middle East a region of dangérous'instability. The‘United States;

1 Western Europe, and Japan, in different ways; can contribute to the

+

security of the region. Certain of the major oil-producing states regard

it as imporﬁantrthat the existing balance not bé upset and ihat no

-. outside power écquire prédoﬁinanﬁ power in tﬁe area of the Persian o
(Arabian) Gulf. They see a benefit ﬁo their security in the aésurance
of Wéétern interest and the'preéence of Western forceg in the area,

- serving not as a threat of intervention in conflicts of local states 5ut

as,support for their independenqe-and nonalignment. Similarly, their

~acquisition of American or European érms for the fulfillment of plans
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for national defense, bésides helﬁing to reduce béléncé—of—payménté
deficits caused by oil sales, oﬁens doors to bfoad cooperéﬁiﬁn'in

military and 'Sechnological fields. A word of Warning‘.is ﬁecessa{'y

against the dangers of stimulating arms races or encépraginé'milit;rism;-%
But if‘trading arms for oil is no simplef;ure-all for ﬁhe problems of

both sides, neither is it {o be hastily or unilaterally diSmﬁééed.

It is a complex matter to which supplying and.recéivipg coﬁptrieé :

should address themselves in a fraﬁework of a common inferést in
securit&. . |

2. The Arab-Israsl conflict-

The Trilateral countries have to recognlze ‘that the questlﬁn of |
the sunply of oil cannot be separated from the exlstence of the-
politiecal conflict in the Middle East. The renewal of war batween the -
Arab states and Israel or even a failure to reach an agreed settlement |
within a fairly short time would almost certalnly lead the Arabs to
reduce or cut off oil as they did in 1973—74. The prospect that a new
‘crisis would agdain drive the consuming nations aparf highlights the
need for an early settlement and for an agreed American—European-
Japanese approach to it. | o

- This does not mean thatrthé dﬁplﬁmatié roléé ﬁould ﬁot'be"f : ‘: .: : ‘_eh

' different; the United Sté£es.will continue,to be mofe diréctly‘and
deeply invﬁlved than Europe or Japan in fhe process of mediétion and
negotiatidn. But the negotiations should not be solely in American handé,

with the others shut out, nor should the latter take refuge in statements -

..
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of-policy publicly placating the A%abs which make more difficult the
task of reaching a negotiated settlement. All éhouldrknow the shépe of
an emergingrsettlement, especially if'they are going to be ipfolvéd_rr
in guaranteeing'it. In fact, fmerican, European and Jépanése ideas

on the generairshape bf.a settlement are not widely different.‘,

An agreed approach, allowing wide scope f;r changing tactics and for-
the péfties themselves {o come‘together on the final terﬁs, should
increase the éﬁ#ﬁces of both Middle East peace and of continued access
to oil. | ‘

3. A larger role in world affairs

The oil—prdducing countries.do not play ﬁ role in international o
consultations and decisioné relating to the world economy commgnsﬁrate 
 with their now greatly inéreaseﬁ ﬁealth and power. Thelindustrialiéed
countries should encourage their increasing ?articipation, both in
inﬁernational institutions and in informal assqciation, in deéling
with the familiar questions of finance, trade, and dévelopment. ‘With
the gﬁdﬁing urgencycgrproblems such aslthe‘halance'of food'and
populatidn, the effects of teéhnoiogical change, and protéctioﬁ pf the
world environment, the consuming and producing countfies can cultivate
,résponsible common interest in the exploratioh df pOssible reépohses
and therbuilding of ﬁew international'institutioﬁs.

4. Special relationships'

Another influence which may modify the picture‘of'confrontation
- between consunming and praducing couﬁtries as bloecs at odds with each
other over oil is the ﬁaripty of political interests, cultural ties and .

" other factors which differentiate individual members of one group from
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_ each other and strengthen relafionships with countriee'on the other
side., Thus, the fact that a Europeanrnation or the United Steﬁee or
Japen has a close association with a particular prodocing country based
on historic or cultural or security reasons is both netural'and generaliy'
useful. It should be maintained and not condemned on either‘side as

" a retreat to bilateralism or an attempt to break the solldarity of one

or the other group.' If OPEC or the Arab bloc loses cohe51on, it w111

be because the membersrare fol;ow1ng their owm ;nterests as they see

then, not becauee of outside manipulation. The Middle Eest in partiouiar
is a region of many confliecting local'intereste, and oii solidarity | |
has not displaced all ofhef considerations. Some Middle East efates,

after all,are not fortunate enough to be major producers of oil.

On the economic side, many factors of commonﬂinterests-to produoers
and consumers can help to persuade the forner to maintain coo“eration.
For the most part it is a matter of linking what they have (oil money) w1th
what the 1ndustr1allzed countries can offer (technology, management
skills, many types of goods) to produce what they‘want (rapld develop-
ment, a place in the sumn, long-ruq securlty). The following 1ist of
items indicates how wide is the scope for cooperation; | -

1, National development programs

The highest priority goes fo ﬁeloing the prodoeing countries‘cefry
out theif programs for the inprovement of agriculture and the growthr
of basic industries. Besides meeting their wants, rapid develoﬁment
will promote exports of the industrialized couniries and cut down the

oil money balances.
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2. 0il-related industries

" The building of petroleum—rélated industries éuch‘aé refining
'ana petrochemicals in the producing countries is natural and inevitable.
The consuming dountries should prbvide helf, even though the'teﬁporary
“effect will be té-create competition forflheir own industries and tol
increase their dependénce on imports. |

3. Exploration for oil and gas:

Similar considerations apply to'further exploration for oil
and gas in the producing éountries;‘ The effort . required f&r it:might _
better be used ﬁo develop energy at home, But if a baSic purpose is
-to creaté‘a mahy-sided structure 6f cooperation, this side ean hardly
be left out._ It is obvidusly relatéd to the willingness of the producing '
couptfies tocontinue/zipply oill from existing wells. | .

4. Development of nuclear and other sources of energ

'The,producing countries, even those with the largest reserves;
are acufely aware that their oil ié notlinexhauétible.r The industrial-
ized countrieéTcan help them to'preparé for the d?y when theyrwillrlook
fo other sources. Nuclea; prﬁjects for desalinaé&on'and generation
~of industrial power and joinf éxperiments in éolar‘énefgj would
serve this aim, = | R - L -

5. Investment of oil money in the developed countries

A wide field for coopsration existsrin decisions onrfhe investment
~ of oil producers' 'surplus_, funds in the consuming countries. This side - '
ofltﬁé ecqnomic relationship'provides for the first fime a counter-

rpart to the more faﬁiiiar one of the flow of iﬁves;mént in the‘other‘-
difecfion.‘ it‘creates mutuality, with eaéh side'hgving an interest in

an inflow of fesources fof developﬁént and a concérn for'retaining

- control of fundamental econgmic decisions. In addition to profitable
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investment, the oll-producing states presumably have an interest in
helping the consuming states to avoid serious ecqnemic‘dislocationror
collapse under the burden of payments_for_oil, which could disrupt
their own economies as well.

The investment of producing countriéé' surplus oil funds in the
development of energy in the developed countries is a-special case,
for it raises the questlon whether they will wish to contribute to
the erosion of the bargaining position they now engoy. They may find
that it is in their interest to do so, since 011 Wlll always be a |
premium fuel and the development of eﬁergy eiseﬁhere will tend to make
their own reserves last longer. Involvement in thls type of under-
taklng could help create in 011-produc1ng and 1ndustria11zed countrles'
| alike a habit of looking together at the total ene*gy 31tuatlon in
the long-term and as a world problem. |

6. Negotiations on the supply and price of oil

Sinee the price of oil is now detefmineﬁ by the decisioﬁs of
producing states rather than by the market or by privatg-oii éompﬁnies,
it is inevitable that prices wiil ﬁe:the subject ‘of discﬁssion énd:
negotiation between governments. leaders of cénéuming countries haﬁe
appealed directly for the lowering of prices, andllééders of'ﬁroducingi‘
rcountrles have stated publlcly why they do not do S0, 11nk1ng the
question to 1nflat10n of currencies and the prlces of other goods.

This is a subject on which governments should talk seriously in privaté'

rather than polemically in public. There are obvious limits on how -
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far tréde and_priceé shoﬁld or éan be handled bﬁ a governménf—to—
government basis, but OPEC is mot an ordinary phenomenon and the pricé
of o1l threatens the.iﬁdustrialized world with possibig disastéf. .If
‘discussions about the price of food,‘fertiliZer, and?other commodities
can lead to greatér-ﬁndersténdiné of diff&culties on both sides and |
dﬁen the possibility of a better.situation in respect of the suﬁply
and the price of oll, then they are well worth undértaking; This is,-
of course, a world problem, an'especially urgeni one from the

~ standpoint of those IDCs unable to pay current priges for ény of the
eésentials they have to import. There is and can belno easy way to
meet i%. Bu£ we can begin by recognizing that those ﬁho stress thér

linkage between the price of oil and that of_other goods have a point;

' There should bs no hafd and fast ruleé on haw to"approach the oil-
producing countries either on oil matters alone or on the broader '
.possibilities ofAcooperatiﬁn. The private infernational 0il companies
‘are no longer in a position where they can make d?cisiohstor négofiate'
effectively with producing states concerning theulevels of productidn.i-
“or the price of oil. In ‘the situation of the past year'in'which éuﬁ?lias
were uncertain, consuming countries have naturally turned to whatever
methods appeared tg ?romise some assurance that, the& would continue to_:
get oil. lA number of them madé bilateral agreements with producing
- states. Some of these agreements contain specifics on oil deliveries'lr
and prices over fixed periods; some specify goods-aﬁd serviﬁes to be
‘perided in feturn; others merely set a genéral framewnrk of cooperatién‘
in many fields. Fortunately, ﬁhiS'"écramblg" for special arrangemsnts
did not do as much harﬁ to geherai consume:_interesté as‘somelcritics  

feared.
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There is much to be said for diversity of.approach. Aé long és
the general interest in equality of treatmenf is met.and bilateral
deals ﬁeither push up tﬁe price of-oil nor unduly restrict the'available
supply,‘such arrangements need not be diéiouraged. When méde within
the bounds of an agreed'stfategy of consuﬁing stétes, they may be |
useful in keeping open doors and‘raising the total quantity'of'
atailable oil supplies. _ 7

Similarly, the dialogue now begun between'the E.E.C. ahd_the Arab.
-Leagué is a promising means of opening up discussion on a wide range
of possible cooperation between Furopean and Arzb countries. ‘The
United States, Canada, and Japan have no feasoﬂrtq object to sﬁéh
discussions or the agreémenté which emefge'from'them; agaiﬁ with the
proviso that they are in-aécord withran agreed general strategy and
do not damage the general or particular interesis of others.

-Seen in thé large and with the assumption thaf political 1eader3'
will not dellberately invite chaos, the energy crisis has its p051t1ve
aspects. If its opportunities are grasped on bo%h—31des, it can open
" the way to a 1arge—sca1e rultiplication and flowerlng of economic and ‘
polltlcal relatlonshlps 1nvolv1ng the Trllateral countries with the
-011~produc1ng countries, VIf the 1n1t1al perlqd of shock apd st:ess_l
can be surmounted and the process of cooperation ééﬁ gain momentunm,
the vexed questions of price, recycling, hot money, and production
. cuts may be dealt with in thelperspective of a growing mutuality of

interest.
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IX;-Developmenf of Energy in the Trilateral Region

. We have already stressed the need for a common long-~term Strategy

for the development of energy resources in the Trilateral couﬂﬁriee

themselves. The nature of this endeaVor'is determined to a Iapge'
~extent by the fact that the resources in questlon are unevenly distributed.
- North Amerlca has a strong p051tlon 1n current production and proven .
-reserves of fosell fuels, plus a vasi potential for the productlon of-
0il from shale and tar sands when the technology for ips’exfraotion

is further improveo Europe, except for North Sea oil and gas and a
ldecllnlng coal industrv, is in a much less favorable p051tion, and Japan
has practlcally no natural fuel\resources. |

"This situation has obvious polltlcal 1mp11cat10ns ' If the United -

| States with its PrOJect Independence and Canada with a national enargy
policy develop their respective resources only to £ill their own needs,‘
- the Europeans and Japaneee will sureiy question the usafulness oﬁo
international solidarity oo other aspects of therenergyiprableﬁ,:oot'A
to speak of'opher matters. ‘Nuolear ehergy oannot?promise phem~
substantial relief fpom heevy dependence on OPEC oil‘fof a long time.
They have an obvious interest in the development of NorthlAmericen
'fossil fuel:: resources for the purpose of sharing io the inoreaseor
productioo. B

| It pay not be easy.for'the.United-States and éanada to accept-

the proposition thap theiplenergy reserves should be exploited, and

exhausﬁed, more rapidly than they would plaﬁ in the light only of
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their own long-term requirements. There is need for full and frank
discussion,.within each country and in international discoﬁrse;,in
order to find an égreed talance and the réconciliation of natidanl
and general interests. The concept of ngEionai soveréignty uniiﬁited:
by a more general intergst is as strongly held in such matters in the
industrial couniries as in those less developed nétions throughdut |
the world which are now completing the process of aéserting the same
concept at the éxpense of.foreigh oil éompanies.

Yet if the solidarity and‘cooperétion of the Trilateral countries
is necessary and desirable for reducing dependénce on OPEC, foriemergency
sharing, for coping with high oil prices, for moving ahgad to devélop
nuclear power and other forms of enefgy for the fufure, theﬁ it should
be valid as well for the development of known:fesources, wherever theif ;
ldcation, within the Trilateral area.

Development of these resources on a large scale wili require
1argé new investments, as well as guarantees that ihe fesﬁlting high-
cost energy will in fact have‘a'market. The homé'countries should
welcome the added forelgn capltal and partlclpatlng foreign interests‘
would have to share in the rlSkS and in the guarantees.

-Governments of the Trilateral countries shpuld try to ggree on
a set of general rules covering the priority of ﬁefelopmeht of varioﬁs
resources, the degree of domestic and outside participétion in invest-

ment;'esfimated volume‘of production, and the availability of a portion
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ef the product for thé exporﬁ market. Under appropriate legislation,
rrivate and mixed and public coﬁpanies might éll have a rble. There

. is room for wide variety in practice, allowing scope.fbr.prifate5
‘enterprise and market forces to do what thej ecan do more efficiéntly
than governmeﬁts.‘ But governments will sgt the ruleé, either uﬁilatérally
or by international'agreement. Thé wider the area'bf agreement, the |
better the chances for an overall long-term strategy'to work, The
sensitivities of Canada or Norway, of Britain or of thé United States;
are fuily understood, and their sovereign governments have thé last
word, but oﬁr countrieé are no£ closed national preséfves. It is

- legitimate and desirable, for example, that American companies should
participate in the produgtion of Norﬁh Sea oil, Japanese éompaniéé iﬁ
the mining of American coal, or an EEC consortium in the ﬁ?bcessing‘

of Canada's tar sands.

This question is éf the greatest sigﬁificénce as é test of
Trilateral solidarity. Will it be seen as a conflict of national
versus foreién interests, or of haves versus'hévernots, ofiaé an -
oppbrtunity for contributions of different kiﬁds to be made ﬁy-all in
the-intereét of a viable economy for the entire Trilateral region? |
If our nations do not succee& in finding common groundlin dealing with
themselves, it_is-difficult 1o see how they can stay tqgefhér in

.dealing with the oil-producing countries.



X. Social and Political Change

When the Arab states restricted oil exports 1n the w1nter of

1973~ 74, the peoples of the industrial countrles had a taste of the o
potential effects of energy shortage on their dally 11ves It did
not last long, and the reappearance of adequate supplles of 011 brought
a return to "business as usual.” - There can be 11ttle doubt, however,
that more serious shortages cf energ& and more drastic adjustment of
economic patterns anc social lifestyles lie ahead(' Renewal by‘the Aras
states of embargoes and cuts in'exports, perhaps nore'severe than the_ |
‘last time, is a serious possibility. The‘emergency Sharinglplan;now
agreed among the 12 countries of.the Energy rordinating Group'wouid
help to cushion the effects by a rational and equitable disfributidn ef:
the shortfall in supplles, but it cannoi prov1de replacement 011
beyond what is in the stockpiles. The public would have to accept
severellimits on every non-essentlal use of energy.

A second.and more certain engine of changelanc disruption is:
the financial hurricane which has already struck and will grou werse.
The draln.on the money supply caused malnly by hlgh 011 prlces is
forcing one consuming country afier another to take measures in self
defense, the effect of which is felt 1arge1y at heme. : |

Thlrdly, the long-term energy strategy recommended by thls report
as the best course toward a more secure future will make very heavy

demands on governments and on the public, particularly in the area of



energy conservation, requirinéiéénsiderable degree of volﬁntarj
cocperation and of acceptance, volﬁntafy‘or invdluntary; of'govern-
mental reguiation of personal lives. |

The nétions'most‘vulnerable to the present finanéialasqueeze
such as Japan, Iﬁély énd France, have already téken éustérity prdgrams‘
of théir own to 1imit-oilrimports énd to eéonomiée on conSumption. If
is natural thét thélﬁrocéss takes place piééemeal,_fof govérnmenté:do
notlgenerally take uhpopular-measures until'they have to. One may,
however, ask ﬁhy other consﬁming nations do not aléo take actioﬁ,
because theiearlier defehsive measﬂrés are put.into-éffect the better:
the defense will'be and the less severe the crisis. And if a pbliqy
of siress on conservation and economy in the use of energy makes
sense for the long run, the time to begin is —

Not all our governments are strong, and it is a virtue of
democracy that it is semsitive to the publie mood. . it is a real
© question, fherefore, Whethef the sacrifices which thé situation éalis for
will in fact be accepted by powerful elements in the b&dy politic,‘ﬁe'
they trade unions, civil servants, business m?n, or an undefined,
mass of qrdinary citizens. In such céseé, fh;re-is politicalAinstability
whether a government tries to face the crisis or t£ies to avold it.
-Political chaos or the éoming of anti-democratﬁc foreés to power in
any of the Trilateral gountries would be a most-éerious danger for
their common security. |

1t ié not'pOSSiﬁle to éverf such déngefs with neat formulas
for solidarity and coopération. Nevérthelesé, engagement.in a commen

 effort, both within 2 nation and across national borders, can
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 strengthen all who pérticipate in it.  Al our countries will have
to get along with less energy. Let them equalize burdens by adoptiﬁg'
parailel measures ofrconservation and social adjdstment; 'Let them |
consult on setting standards, on prioriti§s in'therallbcation of energy
to different uses, on location of industf;, patterns of housing, ”
reconstruction of transport systems} and on weédinglout the baubles-"“
with which the past few decades have bedecked our Western civilization{
Fach nation will have to make its own decisions on héw the necessérj
relements of social.discipline, gOVernmentél control,.and changes_in
customafﬁ lifestyles can be reconciled with fhé vital nééd to‘préserve
civie freedoms and democratic institutiohs.l The steadiness ?equired of
governments and the dediéation énd gself-discipline required of thé‘people
will be comparaﬁle to the test of war. . Those qualities‘can-hardly |
be sustained unless the peopie are convinced tﬁatsthe ente:prise ig-
a vital one and that their efforis are being-matéhed by thosé&of‘

their allies.

XI; General Conclusions o e

1. The éommon enterprise.for long-run independencé and adeqnaéy.‘ .
of supply ih energy is vital to the secuiity aﬁd weifare of bﬁr |
soéieties. o | |

2. A long—tefm‘common stratégy for conservation1aﬁd developmentl
of energy is essential to the successléf that enterprise,. |

3. The energy ﬁrobleﬁ-is eritical to therwhole complex of world
economic'relations. If the respoﬁse of governments to 1its stressr
and-crises is-nationalistic éﬁd_protectionist,'the system of‘tradé'_‘
 and payments willrbe in grave dangef ahdrtherecondmic éompefition wili :

poison political relaticns. Conversely, if the energy probleém can
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he met by purposeful joint action, fﬁerrésults should be reflected
in,othef fields as well. | |

4. The economies of the Trilétefal countries are now exposed to
great stfess from inade@uately controlled.ecoqomic forces such as
inflatioh, monetary instability, depletion of reserves and the piling.
up of huge surplﬁséé of 0ll money. Théfsystem lacks a constructiyé .
enterprise through whieh-gdvernments can‘find the politicai will and '-‘
public suppbrt to move to higher grouﬁd. ‘In the ex?erience of ihat
central enterprise, the enérgy strétegy, our natiohs canrbegin_to -
lay the foundations of a more-durable international order.

5. The espousal and succéséful execution of a long-range Strategy ,
on energy by thé Trilateral eountries will create, in effect,.an energﬁ
¢ommunity. The institutional forms this comﬁunity takes wiil be less
important than the fact of agreemént on,essential‘policy and close
-COllaboration in carrying it out. |

6. The Trilateral countries, although necessarily concentrating_.
‘on their owm energy nééds and on relations among themseiﬁes; sﬁould
not attempt to build an exclusive community or }o assume an.ﬁttitﬁde
of coﬁfrontation with other groups of nations. With a,newrconfidence‘
of fheif own, théy should seek to establish anetwork of coilaboration:
with the oil—producing couhtfies, keep open the doors to_the bommuniét
sﬁates, and edist the sﬁpﬁért'of both thoée groups in aiding the

poorest nations of the world,



Energy Consumption
(million metric toms of coal equivalent)

1972 1975  198s

actual estipater - projected aﬁ 2% annual igcrease
United Sta'tes 2,h2l. 79 | o 2,573.2 '_ : . 3,136.? '
Canada o 23;5.91 R P 3040
Japan - 34k .55 | - : o 3;66.0_ | ) "h66.1'
EEC | 1,l180-.l+2-- ' l1,252;7' | : o i,sa*r.o _-

Source: United Natioms, Statistical Yearbook 1973, pp. 3:8-350.

b T




1972 1975 . 1980 1985

‘United States

. Domestic 01l
Domestic Gas
Coal
Nuclear
Hydro
Shale ‘
Total Production

Projected Total
Consumption

Import Gap

Canada
Domestic 01l
Domestic Gas
-Coal ‘
Nuclear
Hydro
Tar Sands
Total Production

Projected Total
Consumption

Import Gap
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Domestie 0il
"Domestic Gas
-Coal :
Nuclear

Hydro .
Total Production

 Projected Total
- Consumption

Import Gap

Japen
Coal
"Nuclear
ThypY
Total Production

Projected Total
Consumption

Taport Gap.



