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OIL DIPLOMACY: FACTS AND MYTHS BEHIND
FOREIGN OIL DEPENDENCY

THURSDAY, JUNE 20, 2002

HOUSE OF REPRESENTATIVES,
COMMITTEE ON INTERNATIONAL RELATIONS,
Washington, DC.

The Committee met, pursuant to call, at 10:52 a.m. in Room
2172, Rayburn House Office Building, Hon. Henry J. Hyde (Chair-
man of the Committee) presiding.

Chairman HYDE. The Committee will come to order.

Today, the Committee holds a hearing on Oil Diplomacy: The
Facts and Myths Behind Foreign Oil Dependency. The national se-
curity of the United States depends on the reliable supply of energy
to support our needs. Fluctuating oil prices and instability in the
Middle East once again are prompting calls for energy independ-
ence for the United States.

The enticing prospect of freedom from the whims of foreign rul-
ers has been held by every President since 1973 and its infamous
Arab oil boycott. Our energy security is also directly linked with
the voracity of OPEC’s demands. OPEC, the Organization of Petro-
leum Exporting Countries, conspires to fix prices and restrict the
supply of crude oil to the world market in order to maximize prof-
its. We must devise alternate sources of energy and supplies to con-
front this threat. Yet barring radical changes in our lifestyles, the
economy and technology, our domestic resources alone will continue
to fall short of this goal.

As Americans, we count on energy to protect our security, to fuel
our cars, to provide heat, air conditioning, and light for our homes,
to manufacture goods, and to transport supplies. In all of these
needs, we, as consumers, pay the price for fluctuations in the global
energy market.

Gas prices are largely determined by the price of crude oil, which
has fluctuated greatly in recent months. Recently, prices at the
pump were as high as $1.73 per gallon for regular unleaded gaso-
line in Hawaii. Currently, in Chicago the same type of gas sells for
on average $1.58 per gallon. The U.S. Department of Energy re-
ports that this summer’s gas prices are expected to reach the third
highest on record.

The United States imports 52 percent of the oil it uses, and as
an oil-importing nation, our energy security is inextricably linked
with the political and economic security of our suppliers. Currently,
the riskiest factors include: Instability in the Middle East and Ven-
ezuela; Iran’s recent call to all Arab and Muslim nations to use oil
as a weapon against the United States; and Iraq’s recent suspen-
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sion of oil exports to the U.S., currently amounting to one million
barrels of oil per day.

U.S. energy security is not only affected by our imports, but our
domestic supplies are an important part of the equation as well.
We must examine why domestic production has been falling over
the past 2 decades. Are regulations so overbearing that they place
the energy security of the United States in jeopardy? By increasing
our domestic production of energy in both fuel types and efficiency,
we ensure our survival in the event of a catastrophic disruption of
world oil supplies.

I believe this may be accomplished through new technology
which is much more environmentally sound than in years past. I
am pleased that the President’s National Energy Plan calls for an
increase in the Strategic Petroleum Reserve as a means to address
an imminent disruption in supplies and as a national defense re-
serve.

Is energy independence possible or even advisable? Is diversifica-
tion of suppliers and types of fuel the answer to the U.S. national
energy security? Even if energy independence is not feasible in the
short term, greater energy security certainly is. I believe that the
means of achieving that lies close at hand in our own hemisphere,
and I would like to suggest, here and now, the creation of the
North American Energy Alliance.

Contrary to popular belief, a surprisingly large amount of our im-
ported energy, from oil and natural gas to electricity, comes to us
not from the volatile Middle East but from the Western Hemi-
sphere, primarily Canada and Mexico, with other Latin American
countries accounting for much of the rest. Canada is already our
largest source of imported oil, including crude oil and refined petro-
leum. It also supplies 93 percent of our natural gas imports. Elec-
tricity from Canada comprises a significant portion of the U.S. sup-
ply and is projected to grow strongly over the next few years. Our
imports of energy from Mexico are at a much lower level, but Mexi-
co’s potential export capacity is enormous, especially in the area of
petroleum.

Thus, many of the pieces needed for our energy security are al-
ready in place, waiting to be assembled. There is no reason why we
cannot work with our North American friends in the immediate fu-
ture to share expertise and investment in creating an integrated
energy market. With the adoption of a common vision of energy se-
curity, a commitment to removing the obstacles that hinder the de-
velopment of the continent’s vast energy resources, and the cre-
ation of an integrated energy infrastructure, energy resources can
be used for the common good between Canada, Mexico, and the
United States. This North American Energy Alliance would provide
our three nations with energy security. Maybe in just 5 years’ time
we would be in a much better position than we are today.

Additionally as exciting, looking further afield, other countries in
our hemisphere supply significant amounts of energy to the United
States, including Venezuela, Colombia, Ecuador, and Trinidad.
There is also tremendous potential for diversification in areas of
Africa (which already accounts for 13 percent of U.S. imports), Rus-
sia and the Caspian region.
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In a century likely to contain many unpleasant surprises and
new challenges, the importance of U.S. energy security can only in-
crease. In achieving energy security through diversification, how-
ever, we must be mindful of a few things. We must assist emerging
energy suppliers in cultivating a responsible natural resource de-
velopment program which supports sound economic and social de-
velopment for the betterment of the population. This mutually ben-
eficial partnership will enhance our energy security while providing
sorely needed revenues for health care, education, and infrastruc-
ture abroad.

Because we have a great number of witnesses, I am going to ask
that all Members except Mr. Lantos reserve their opening state-
ments and have them placed in the record. Your cooperation with
this request will help us move things along so we can benefit from
the vast expertise of our panels.

We have an excellent lineup of witnesses. I believe they will illu-
minate all of these issues before us, and we surely look forward to
their testimony. I now yield to the Ranking Member, Mr. Lantos,
for his opening statement.

Mr. LanTOS. Thank you very much, Mr. Chairman. I shall be
very brief.

Let me first express my appreciation for your holding this very
important hearing. Since the horrific events of last September, we
have held a number of important hearings to assess how we can
most effectively defeat global terrorism. Until today, we have not
examined how our reliance on Middle Eastern oil handicaps our
ability to combat international terrorism.

Mr. Chairman, today America’s dwindling oil reserves provide
less than half of the oil our economy uses. This leaves us heavily
dependent on the Middle Eastern regimes that control the vast ma-
jority of the world’s known oil reserves. Many of these regimes are
either actively hostile to the United States, as is the case with
Iran, Iraq, and Lybia, or unsteady, autocratic regimes beholden to
Islamic fundamentalists like Saudi Arabia.

Not surprisingly, many of these same regimes funnel oil revenues
into support for global terrorist organizations. The Saudi royal fam-
ily, for instance, pumps millions of dollars into radical religious
schools and mosques across the Middle East that spread the puri-
tanical teachings of the Wahabbi sect of Islam. These schools
preach hate toward America. Many of these schools trained the
very al Qaeda terrorists who struck America on September 11th.

Mr. Chairman, our dependence on Middle East oil severely un-
dermines our ability to combat international terrorism. Fearing an-
other Arab embargo, some of our diplomats kowtow to Middle East
autocrats and permit their antidemocratic, anti-American practices
to go unanswered. It is distressing that U.S. foreign policy in the
Middle East is often held hostage to oil interests.

The question we must ask ourselves is how can we break free of
this crippling dependence? The title of today’s hearing is “The
Facts and Myths Behind Foreign Oil Dependency.” The fact is that
we will remain beholden to these Middle Eastern suppliers until
we scale back America’s addiction to oil. The myth is that we can
drill our way out of dependency.
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The Administration’s plan stresses decreasing our dependence on
foreign oil. Underlying the logic of the plan’s supply side approach
is the fantasy that we can significantly reduce our reliance on im-
ported oil simply by bringing more domestic production on line. But
simply saying that increased domestic drilling will reduce our de-
pendence on foreign oil does not make it so. According to the De-
partment of Energy’s own analysis, domestic oil production is in a
steep and steady decline as the easily accessible sources of Amer-
ican oil have already been tapped. The Department of Energy esti-
mates that Saudi Arabia, the other Gulf states, Iran and Iraq, com-
bined hold about 65 percent of the world’s proven oil reserves while
our share amounts to no more than 3 percent.

The love affair with old-technology, gas-guzzling automobiles is
the main reason we are becoming more and more dependent on
Persian Gulf oil. The 217 million cars, buses, and trucks on our
roads consume 67 percent of the oil we use.

The Administration’s plan, in my judgment, lacks a program
with firm timetables to utilize currently available technologies to
make our gas-guzzling vehicles less dependent on oil. It also lacks
a National Renewable Portfolio Standard to speed the replacement
of fossil fuel with renewable energy sources, and the plan lacks ef-
fective incentives to conserve power use in both homes and busi-
nesses. These shortcomings in the Administration’s energy plan
will guarantee increased dependence on the regimes that bankroll
terrorism.

Mr. Chairman, the Administration’s energy plan was written be-
fore the events of September 11th. It is imperative, in my judg-
ment, that we adapt our approach to support our war effort, not
to undercut it. And although the Administration has yet to revisit
its energy plan, I continue to hope that sooner or later common
sense and logic will prevail. It is in this spirit of hope that I look
forward to hearing our witnesses today. Thank you, Mr. Chairman.

Chairman HYDE. Thank you, Mr. Lantos. I would also like to
thank the American Petroleum Institute for submitting a state-
ment for the record of this hearing. Without objection, the record
shall remain open for 7 days in order to receive further statements
or comments.

I have entreated the membership not to give opening statements
because we want to get to our witnesses. One Member has asked
me fervently for some time to be permitted to make an opening
statement, and I am inclined to make an exception if the rest of
the Members will tolerate the exception.

Ms. BERKLEY. Mr. Chairman.

Chairman HYDE. Who is speaking?

Ms. BERKLEY. I appreciate having an exception made for some-
body, but I have spent a considerable amount of time and effort on
an opening statement, and I, too, would like to deliver one.

Chairman HYDE. Okay. The opening statements will be made a
part of the record, and I am now pleased to introduce our distin-
guished witnesses on Panel 1. It is a pleasure to welcome today the
Honorable Spencer Abraham, who was sworn in as the 10th Sec-
retary of Energy, January 20, 2001, following his confirmation by
the U.S. Senate. Secretary Abraham is well known to us as the
former Senator from Michigan, who served the Congress for over
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7 years prior to his appointment as Energy Secretary. A forceful
voice for free enterprise, Senator Abraham endorsed policies that
promote and enhance America’s competitiveness and global leader-
ship, and was a leader in the Senate in support of free trade and
legal, regulatory, and tax reform.

Secretary Abraham has served as co-Chairman of the National
Republican Congressional Committee, Chairman of the Michigan
Republican Party, and Deputy Chief of Staff to Vice President Dan
Quayle. He holds a law degree from Harvard University. A native
of East Lansing, Michigan, Secretary Abraham and his wife, Jane,
live in both Michigan and Virginia with their three children. We
very much appreciate your appearance with us today, Mr. Sec-
retary. We also welcome the Honorable Alan Larson, Under Sec-
retary of State for Economic, Business and Agricultural Affairs at
the U.S. Department of State. In a term of appointment beginning
November 1999, Under Secretary Larson serves as the Senior Eco-
nomic Adviser to Secretary Powell with responsibilities that in-
clude an entire range of international economic policy. Since joining
the Department of State in 1973, Mr. Larson has served in senior
positions dealing with economics, trade, finance, energy, sanctions,
transportation, and telecommunications. He has been U.S. Ambas-
sador to the Organization for Economic Cooperation and Develop-
ment in Paris and has served in the U.S. embassies in Jamaica,
Zaire, and Sierre Leone. He has a Ph.D. in economics from the Uni-
versity of Iowa, is married and has three children. We thank you
for coming today, Mr. Larson.

I ask both of you to summarize your statements in around 5 min-
utes, give or take. We will be flexible, but we aim for that, and
your full statement will be made a part of the record. Secretary
Abraham.

STATEMENT OF THE HONORABLE SPENCER ABRAHAM,
SECRETARY, U.S. DEPARTMENT OF ENERGY

Secretary ABRAHAM. Mr. Chairman, thank you very much, and I
thank the Members of the Committee for having us here today. In
the interest of time, I will try to briefly summarize my statement,
but I want to just say up front that I am pleased to be here with
Under Secretary of State Al Larson. Our Department enjoys a close
and productive working relationship with the State Department on
a number of international energy issues, and I very much welcome
his participation with me at this panel.

Since Members may have some specific questions about some of
the energy forecasts, which are included in the statement which we
have issued, I would like to also acknowledge and introduce Mary
Hutzler, who is here with me. She is the Acting Administrator of
the Energy Information Administration, and she is available to re-
spond to potential questions that might arise in her area.

Mr. Chairman, oil currently accounts for close to 40 percent of
total U.S. energy consumption, and as our economy grows over the
next few decades the demand for oil will also grow. According to
the Energy Information Administration (EIA), U.S. demand is ex-
pected to rise from an annual average of 19.7 million barrels a day
in 2002 to over 26 million barrels per day in the year 2020. At the
same time, forecasts indicate, as was mentioned in some of the
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opening statements, domestic oil production will likely see little, if
any, growth.

Today, therefore, 52 percent of the oil we use in America is im-
ported from foreign sources. Our most recent EIA forecast suggests,
as again was acknowledged in some of the opening statements, that
our dependence could grow to 62 percent by the year 2020.

Crude oil prices are determined by worldwide supply and de-
mand and are obviously influenced by the Organization of Petro-
leum Exporting Countries’ policies on production quotas. In recent
years, as I think is well known, that organization, OPEC, has tried
to keep world oil prices in a target price band of $22 to $28 per
barrel. OPEC’s ability to influence oil prices worldwide arises be-
cause its members possess a preponderance, over 90 percent, of the
world’s spare oil production capacity. There are currently around 7
million barrels per day of excess crude oil production capacity in
the global oil market, and almost all of it is in the Middle East
OPEC countries.

OPEC has attempted to keep the price of oil within its target by
a series of production cuts. In total, those production quotas have
been reduced by 5 million barrels per day, although leakage has re-
sulted in an effective cut of about 4 million barrels per day during
the time frame in which these reductions have occurred.

Our National Energy Policy recognizes that our significant de-
pendence on imported oil has serious economic and national secu-
rity implications. Our approach to international oil markets is
based on the following principles. First, we must continue to cham-
pion free markets. Second, we believe the genius of American tech-
nology will allow us to dramatically increase our efficient and clean
use of energy, including oil. And third, we must expand and diver-
sify our sources of supply, both domestically and internationally, by
expanding opportunities for increased investment, trade, explo-
ration, and development beyond the traditional markets of the last
50 years.

Each of these principles is reflected in a variety of Administra-
tion initiatives and actions which have been taken over the last
year to implement the President’s National Energy Plan. First, it
is important to note that the National Energy Plan places a pri-
ority on increased energy efficiency and conservation. For example,
in January, our department and I announced the FreedomCar Pro-
gram, which implements our long-term vision of a dramatic reduc-
tion in our dependence on petroleum through the development and
deployment of hydrogen fuel cells in automobiles, literally taking
us beyond the current approach to motor vehicle implementation
and operation to a day in which hydrogen fuel cells, powered not
by petroleum products, would penetrate the market significantly.

Second, we are working on a number of ways to increase domes-
tic oil production. Advanced technology for exploration and develop-
ment, for example, add to all our oil reserves from new and exist-
ing oil fields every year. And obviously, as I think everybody in
Congress is well aware, our plan calls for the use of the most ad-
vanced exploration and drilling technologies in a tiny, remote por-
tion of the Arctic National Wildlife Refuge, known as ANWR, to in-
crease domestic production in the future.
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The National Energy Plan also places great emphasis on identi-
fying and developing energy opportunities around the world. With
respect to the global market, we are moving in a variety of direc-
tions. We believe that while we must maintain and strengthen our
friendships around the world, we must begin to work in the first
instance, as the Chairman indicated in his remarks, with our
neighbors here in our own hemisphere to build a stronger partner-
ship.

The centerpiece of our hemispheric partnership is a new program
with Canada and Mexico called the North American Energy Initia-
tive or Working Group, which was launched by President Bush and
quickly supported by President Fox and Prime Minister Chretien.
This group has already begun to develop the policies needed to en-
hance North American energy trade and interconnections and,
most of all, energy security. We are also working with our other
partners in the hemisphere to advance integration and research de-
velopment on a regional scale. Over the past year we have had the
opportunity to meet with our counterparts from Mexico, Canada,
Bolivia, Brazil, Ecuador, Colombia, Peru, and Venezuela, all of
whom are determined to develop and expand their vast energy re-
sources.

We also continue to be active in the International Energy Forum,
IEF, a multilateral effort to enhance relationships between oil pro-
ducing and consuming nations. This fall I intend to attend and par-
ticipate in the next meetings of the IEF in Osaka. A key focus of
those efforts and of the IEF is a joint effort to improve the trans-
parency, timeliness, and accuracy of the data that guides global oil
markets.

We are developing a strong, bilateral relationship with Russia,
now the second largest world oil producer and exporter. As you
know, Presidents Bush and Putin just signed a joint statement
launching our Strategic Energy Initiative. I was in Russia last year
helping to lay the foundation for this enhanced cooperation. In our
view, rising Russian production significantly increases the supply
diversity in the world oil market.

In addition, the United States has a strong interest in oil field
and infrastructure development in the Caspian region. With the de-
velopment of oil field and pipeline capacity and proven reserves
equal to or exceeding those in the United States, the Caspian re-
gion could be producing three and a half to 4 million barrels per
day by the year 2010.

We are also working closely with our other friends in major con-
suming countries to address our common energy challenges. Last
month, as directed by the National Energy Plan, I hosted a meet-
ing of energy ministers from the G—8 nations. To strengthen our
joint insurance against the damage that oil supply problems can in-
flict, we reaffirmed our dedication to maintain a response readiness
for supply emergencies, emphasizing the importance of emergency
oil reserves and our commitment to coordinate on their use. We
further agreed to work together to meet growing energy demand by
encouraging the investment that would be needed in energy devel-
opment, production, and infrastructure as well as in improved en-
ergy efficiency.
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On another front, I just returned 2 weeks ago from cohosting the
U.S.-African Energy Ministerial held in Morocco and attended by
some 40 African energy ministers. Energy from Africa plays an in-
creasingly important role in our energy security, accounting for
nearly 15 percent of America’s oil imports, and provides the basis
for economic development in Africa. We are very encouraged by the
resolve of African nations to allow for private sector investment in
the development of energy resources and to streamline regulations
so that resources can be developed more efficiently.

Next month we will be participating in the fifth Asia-Pacific Eco-
nomic Cooperation, or APEC, energy ministers meeting in Mexico
City. A major feature of this meeting on regional energy coopera-
tion will be the endorsements of actions under APEC’s Energy Se-
curity Initiative. Under the initiative we hope to include enhancing
the transparency of the global oil market, and sharing ideas on en-
ergy emergency preparedness.

We also recognize the importance of providing strong insurance
against the possibility that the flow of international oil could be in-
terrupted. The Administration early on reaffirmed the importance
of maintaining a strong Strategic Petroleum Reserve (SPR), and at
the President’s direction we recently began filling the SPR to its
700 million barrel capacity. Today, the SPR contains 571 million
barrels of oil, and that oil can be released at a maximum rate of
about 4.2 million barrels per day. We can, of course, make that
happen in about 13 days from the point of a Presidential order.

Finally, on the international front, we continue to play a leader-
ship role in the International Energy Agency (IEA). Together, IEA
members’ oil stocks total nearly 4 billion barrels, 1.2 billion of
which are under direct control of member governments, and the re-
maining 2.6 billion or so from commercial stocks.

Mr. Chairman, I believe this Administration has made very
strong progress in a short 18 months in formulating a long-needed
National Energy Policy and in successfully implementing in full or
in part nearly all of the 85 administrative or executive branch rec-
ommendations which were contained in it. To have a truly com-
prehensive plan, we need legislative action as well, and so I would
like to take this opportunity to congratulate the House of Rep-
resentatives for the prompt passage of a balanced and comprehen-
sive energy bill by an overwhelming, bipartisan majority last year.
With the Senate version complete, we are hopeful that the House-
Senate conference will produce energy legislation for the Presi-
dent’s signature before the end of this year, and when that occurs,
we will have taken an important step toward ensuring America’s
energy security by providing reliable, affordable, and environ-
mentally sound production and distribution of energy policies for
the future.

Mr. Chairman, I want to thank you for giving me the opportunity
to make this statement. I look forward to taking questions.

[The prepared statement of Mr. Abraham follows:]

PREPARED STATEMENT OF THE HONORABLE SPENCER ABRAHAM, SECRETARY, U.S.
DEPARTMENT OF ENERGY

Mr. Chairman and Members of the Committee: I am pleased to appear before you
this morning to discuss the important role that oil plays in our economy and the
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Administration’s efforts to ensure a secure and prosperous energy future for all
Americans.

I. OUTLOOK

Energy is the lifeblood of our economy and, for over a century, oil has played a
dominant role. Oil currently accounts for close to 40 percent of total U.S. energy
consumption. However, while the U.S. economy grew significantly (63 percent) after
1985, oil consumption grew much more slowly (25 percent). Thus, our economy is
far less dependent on oil than it was in 1973, the year of the Arab oil embargo.

Nonetheless, as our economy grows over the next few decades, our demand for oil
will also grow. According to the Energy Information Administration (EIA), U.S. de-
mand is expected to rise from an annual average of 19.7 million barrels per day
(bpd) in 2002 to over 26 million bpd in 2020. At the same time, forecasts indicate
U.S. domestic oil production will likely see little, if any, growth. Increasingly, there-
fore, the United States will rely on foreign sources to meet its oil needs. Today, 52
percent of the oil we use in America is imported from foreign sources. The most re-
cent EIA forecast suggests that our dependence on imports could grow to 62 percent
by 2020 (Figure 1 in the Appendix).

In 2001, the United States had net imports (total imports minus exports) of al-
most 10.9 million bpd of petroleum (which includes crude oil and refined products).
More than one-fourth of the imports came from our North America Free Trade
Agreement (NAFTA) partners, Canada and Mexico (Table 1). An additional 665,000
bpd came from North Sea producers. OPEC producers accounted for 47 percent of
U.S. gross oil imports in 2001, with Saudi Arabia and Venezuela ranked as the sec-
ond and third-largest foreign oil suppliers, respectively, to the United States.

Over the next two decades, U.S. petroleum net imports are expected to increase
by more than 6 million bpd as U.S. oil consumption rises (Figure 2). U.S. imports
of OPEC oil are expected to increase by almost 4 million bpd, with imports of Per-
sian Gulf oil increasing by slightly over 2 million bpd. The expected growth in non-
OPEC imports into the U.S is projected to come from Canada, Mexico, West Africa
(particularly Angola), Latin American producers, and Caribbean Basin refiners.

Table 1. Major Sources of U.S. Petroleum Imports, 2001*

(all volumes in million barrels per day)

Total Petroleum Crude Oil Refined Product
Canada 1.83 1.36 0.47
Saudi Arabia 1.66 1.61 0.05
Venezuela 1.55 1.29 0.26
Mexico 1.44 1.39 0.05
Nigeria 0.89 0.84 0.04
Irag 0.80 0.80 0.00
Norway 0.34 0.28 0.06
Angola 0.33 0.32 0.01
United Kingdom 0.32 0.24 0.08
Algeria 0.28 0.01 0.27
U.S. Virgin Islands 0.27 0.00 0.27
Kuwait 0.25 0.23 0.01
Total Imports 11.87 9.33 2.54

Source: Energy Information Administration
*Table includes all countries from which the U.S. imported more than 200,000 barrels per day in
2001. Totals may not add due to independent rounding.

Crude oil prices are determined by worldwide supply and demand, and are influ-
enced by the Organization of Petroleum Exporting Countries’ (OPEC) policies on
production quotas. In recent years OPEC has tried to keep world oil prices in a tar-
get price band of $22-28 per barrel for the OPEC crude oil basket, which cor-
responds to a $24-$30 price band for the U.S. benchmark, West Texas Intermediate
(WTI) oil. OPEC’s potential to influence oil prices worldwide arises because its mem-
bers possess over 80 percent of the world’s excess oil production capacity.
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There is currently around 7 million bpd of excess crude oil production capacity
in the global oil market (Figure 3), almost all of which is in the Middle East OPEC
countries (Figure 4). In 2001, the Middle East (excluding North Africa) accounted
for approximately two-thirds of the world’s proven conventional oil reserves; 35 per-
cent of world oil production capacity; 30 percent of world oil production; and about
83 percent of excess world oil production capacity (Figure 5). Middle Eastern oil also
has the lowest production costs in the world (Figure 6).

In the past, crude oil price increases have occurred in response to crude oil short-
ages caused by, for example, the Arab oil embargo in 1973, the Iranian revolution
in 1978, the Iran/Iraq war in 1980, and the Persian Gulf conflict in 1990. The price
increases of 1999-2000 were due principally to OPEC crude oil production cuts that
began in 1998. In addition, higher demand from recovering Asian economies caused
more competitive bidding for crude oil supplies in the international market. With
decreased petroleum demand following September 11th, and a weakened global
economy, OPEC decided to cut crude oil production as of January 1, 2002 to forestall
anticipated oil price declines. Since February 2002, oil prices have risen 25 percent.
In total, OPEC has reduced its production quotas since the beginning of 2001 by
kE; rélillion bpd, although quota cheating has resulted in an effective cut of 4 million

pd.

Crude oil represents the largest share of the retail cost of gasoline, comprising 46
percent of the average price in 2000 and 38 percent in 2001 (Figure 7). The other
components of gasoline price also vary over time and by region. For 2001, taxes
(Federal and State) comprised almost 30 percent of the gasoline price, distribution
and marketing costs comprised 13 percent, and refining costs and profits comprised
16 percent. Regional variations are due to local taxes, different formulations of gaso-
line due to environmental requirements, competition in local markets, and proximity
of refineries to crude oil supplies.

Even when crude oil prices are relatively stable, gasoline prices normally fluc-
tuate due to factors such as seasonality and local retail station competition. Addi-
tionally, gasoline prices can change rapidly due to crude oil supply disruptions stem-
ming from world events or domestic problems, such as refinery or pipeline outages.
Prices of basic energy (gasoline, electricity, natural gas, heating oil) are generally
more volatile than prices of other commodities because consumers are limited in
their ability to substitute between fuels when prices fluctuate.

The most recent EIA forecast projects the imported average crude oil price in 2002
to be $23.66 per barrel, and the West Texas Intermediate (WTI) price to be $26.14
(Figure 8). In the United States, gasoline is projected to average $1.35 per gallon
in 2002, with summer prices for regular grade averaging $1.41 and peaking in Sep-
tember at $1.43.

II. PRINCIPLES GUIDING THE PRESIDENT’S NATIONAL ENERGY PLAN

Our growing reliance on imported oil was a major consideration in the develop-
ment of the President’s National Energy Policy (NEP). The NEP recognizes that our
significant dependence on imported oil has serious economic and national security
implications.

The Administration’s National Energy Policy:

« Provides a long term, comprehensive strategy;

¢ Advances new, environmentally friendly technologies to increase energy sup-
plies and encourage cleaner, more efficient energy use;

¢ Aims to raise the living standards of the American people by integrating our
energy, environmental, and economic policies; and

* Recognizes that energy security is a fundamental component of national secu-
rity and a prerequisite to continued economic growth.

Our approach to international oil markets is based on the following principles:

We must champion free markets. Free trade and free markets are at the heart of
our vision of a healthy international energy system. Experience has shown that free
markets are best at delivering the outcomes that are most favorable for producers
and consumers. Issues of oil supply, demand, and price are thus best settled by the
free market, with the government’s role primarily limited to addressing market bar-
riers and market failures. Finally, oil markets work best when coupled with trans-
parent exchanges of information and equal opportunities for participation by all
countries.

We must balance increased production with a renewed focus on the clean and effi-
cient use of energy. The genius of American technology allows us to dramatically in-
crease our efficient and clean use of energy, including oil. However, even the most
aggressive energy efficiency and conservation programs will not be enough by them-
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selves to eliminate entirely the use of imported oil. Thus, we must increase domestic
production to reduce our reliance on imported oil and ultimately strengthen our en-
ergy security.

We must expand and diversify our sources of supply. To meet our long-range en-
ergy needs, we must expand and diversify our sources and types of energy. To as-
sure energy security, we need to maintain a diversity of fuels from a multiplicity
of sources.

We must expand international engagement with consumer and producer nations.
Opportunities for increased investment, trade, exploration, and development are in-
creasing every year, far beyond the traditional markets of the last 50 years. To pro-
mote greater diversity of supply from a multiplicity of sources, we must promote in-
creased trade and investment. And we must continue to cooperate with other con-
sumer nations regarding a coordinated response to potential major supply disrup-
tions.

We must promote energy development as a necessary condition for successful eco-
nomic development. Access to clean, reliable and affordable energy is important to
economic development not simply for our nation, but for developing nations every-
where. We are working internationally to advance clean energy development in
many venues, including the World Summit on Sustainable Development in August.

III. IMPLEMENTING THE NATIONAL ENERGY PLAN

Each of these principles is reflected in a variety of Administration initiatives and
actions taken over the last year to implement the President’s National Energy Plan.

The National Energy Policy places a priority on increased energy efficiency and
conservation to extend the use of our energy resources, to enhance our standard of
living, and to advance our environmental objectives.

For example, the Department of Energy recently announced the FreedomCAR pro-
gram, which implements our long-term vision of a dramatic reduction in our de-
pendence on petroleum through the development and deployment of hydrogen fuel
cells in automobiles. In addition, the Administration supports significant tax incen-
tives to reduce the price of the highly efficient electric, gas/electric hybrid, and fuel-
cell vehicles now coming to market. The Administration has also begun to develop
new CAFE standards based on sound science and passenger safety.

To increase domestic oil production with improved exploration and drilling tech-
nology, the NEP calls for the development of domestic resources like the Arctic Na-
tional Wildlife Refuge (ANWR). A small portion of ANWR could supply us with the
equivalent of about 36 years of the annual imports we currently receive from Iraq.
Failure by Congress to support ANWR may be seen by other countries, some of
which do not wish us well, as an indication that we are not serious about reducing
our dependence on imported oil.

To increase and diversify domestic supplies of oil and gas, the Administration,
among other actions, has:

¢ Streamlined the process by which permits are granted for important energy
projects, such as pipelines and refineries; and

¢ Accelerated the leasing of non-restricted Federal lands where environmentally
appropriate.

To strengthen our energy security, the NEP also calls for identifying and devel-
oping energy opportunities around the world. We are working in every corner of the
globe to encourage new cooperative trade arrangements and to develop new re-
sources.

With respect to the global market, our Administration is moving in a new direc-
tion. We believe that while we must maintain and strengthen our friendships
around the world, we must begin to work—in the first instance—with our neighbors
here in our own hemisphere to build a stronger partnership. We do not believe that
the United States has all the answers to the energy challenges that face us, but we
do know that by working together with Canada, Mexico, and our other neighbors
in the Hemisphere, we can achieve the kind of energy security needed to support
a robust economy.

The centerpiece of our hemispheric partnership is a new program with Canada
and Mexico, called the North American Energy Initiative, which was launched by
President Bush and quickly supported by President Fox and Prime Minister
Chretien. This group met recently to begin to develop the policies needed to enhance
North American energy trade and interconnections, and most of all energy security.
The members of this group all recognize this as an essential foundation for the
stronger hemispheric friendships we see in the future.
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We are also working with our other partners in the Hemisphere to advance inte-
gration and resource development on a regional scale. Over the past year, we have
had the opportunity to meet with our counterparts from Mexico, Canada, Bolivia,
Brazil, Ecuador, Colombia, Peru and Venezuela—all of whom are determined to de-
velop and expand their vast energy resources. In order to expand this cooperation,
we are reviewing a proposal from Florida International University to establish a
center that offers an opportunity to advance our objective of significantly improving
cooperation between the United States and the countries of this hemisphere on a
broad range of energy issues.

We continue to be active in the International Energy Forum (IEF), a multilateral
effort to enhance relationships between oil producing and consuming nations. I plan
to attend and participate in the next IEF meeting in Osaka, Japan in September.
A key focus of the IEF is a joint effort to improve the transparency, timeliness, and
accuracy of the data that guides global oil markets. This initiative, begun by the
United States, has garnered broad support from both producers and consumers.

We are developing a strong bilateral relationship with Russia, now the second
largest world crude oil producer and exporter. As you know, Presidents Bush and
Putin just signed joint statements launching our strategic energy initiative, and I
was in Russia last year laying the foundation for this enhanced cooperation. We are
working with the Russian government and oil companies to enhance our relation-
ship by launching a commercial energy dialogue and holding a Commercial Energy
Summit in Houston later this year. We are hopeful this cooperation with Russia will
lead to increased investment opportunities and lasting results. In our view, rising
Eussian production significantly increases the supply diversity in the world oil mar-

et.

In addition, the United States has a strong interest in oil field and infrastructure
development in the Caspian Sea region. The Caspian basin has proven reserves in
the 17-33 billion barrel range (to put this in perspective, Persian Gulf proven re-
serves amount to approximately 679 billion barrels), with possible oil reserves of
about 233 billion barrels. With investment in oil field and pipeline capacity and
proven reserves equal to or exceeding those in the U.S., the Caspian Sea region
could produce 3.5 to 4.0 million bpd by 2010. The United States has been a strong
supporter of oil and gas development in the region, urging governments to provide
the necessary legal, fiscal, and regulatory environments to safeguard the large in-
vestments required to develop these new resources.

The United States also has been a strong proponent of new pipeline capacity to
transport oil in an east-west corridor to reach world markets. Late last year, I at-
tended the inauguration ceremony for the Caspian Pipeline Consortium (CPC) that
opened its pipeline from Kazakhstan to the Black Sea, providing direct access from
Kazakhstan to export markets. We continue to support a new pipeline—the Baku-
Thbilisi-Ceyhan pipeline—that will be able to carry 1 million bpd from the landlocked
Caspian to world markets.

We are also working closely with our other friends in major consuming countries
to address our common energy challenges. Last month, as recommended by the Na-
tional Energy Policy, I co-chaired with my Canadian counterpart a meeting of en-
ergy ministers from the G-8 countries in Detroit. The meeting was a great success,
establishing a strong foundation of cooperation on which we can build in the years
ahead. To strengthen our joint insurance against the damage that oil supply prob-
lems can inflict, we reaffirmed our dedication to maintain our response readiness
for supply emergencies, emphasizing the importance of emergency oil reserves and
our commitment to coordinate their use. We agreed to work together to meet grow-
ing energy demand by encouraging the investment that will be needed in energy de-
velopment, production and infrastructure, as well as in improved energy efficiency.

I have just returned from co-hosting the U.S.-African Energy Ministerial held in
Morocco, attended by some 40 African energy ministers. President Bush highlighted
the importance of this meeting and the U.S.-African Energy Ministerial process in
the NEP. At that meeting, we met with government and industry to discuss ways
to improve energy trade and facilitate energy sector development to better serve
U.S. and African economic growth and development.

Energy from Africa plays an increasingly important role in our energy security
(accounting for nearly 15 percent of America’s oil imports) and is a key engine for
economic development in Africa. We are very pleased with the resolve of African na-
tions to facilitate private sector investment in the development of energy resources
and to streamline regulations so that resources can be developed most efficiently.
In Morocco, the U.S and African countries reaffirmed a commitment to good govern-
ance and stable regulatory structures and discussed additional steps to encourage
private investment in the energy sector.
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Next month, I will participate in the fifth Asia Pacific Economic Cooperation
(APEC) Energy Ministers Meeting in Mexico City. A major feature of this meeting
on regional energy cooperation will be the endorsement of actions under the APEC
Energy Security Initiative, which the United States originally proposed in 2000 and
which was endorsed by APEC Leaders last year in Shanghai in their Statement on
Counter-terrorism. Shorter-term actions under the initiative include enhancing the
transparency of the global oil market and sharing ideas on energy emergency pre-
paredness. Longer-term actions include cooperation on energy efficiency, renewable
energy, and alternative fuels.

All of these international activities ultimately promote our common goal of energy
security. But, given our dependence on imported oil, we also recognize the impor-
tance of providing strong insurance against the possibility that the flow of inter-
national oil could be interrupted. The Administration early on reaffirmed the impor-
tance of maintaining a strong Strategic Petroleum Reserve (SPR). At the President’s
direction, we recently began filling the SPR to its 700 million barrel capacity. Today
the SPR contains 571 million barrels of oil. This oil can be released at a maximum
rate of 4.2 million bpd, and we can begin delivering oil to the market within 15 days
of the President’s order.

We continue to play a leadership role in the International Energy Agency (IEA).
Created following the 1973 oil crisis, the IEA includes 26 member countries that are
committed to holding emergency oil reserves and to taking common effective meas-
ures to meet oil supply emergencies. Together, IEA members’ oil stocks total nearly
4 billion barrels, 1.2 billion barrels of which are under direct control of member gov-
ernments, with the remaining 2.6 billion barrels from commercial stocks. IEA mem-
bers have the ability to draw down these stocks at a rate of over 8 million bpd (in-
cluding the SPR). At the G-8 Energy Ministerial in May, we agreed on the impor-
tance for net oil importing countries to maintain emergency stocks and to use them
when necessary to respond to major physical supply disruptions. We also recognized
the value to all of us when other countries, including those in Asia (whose demand
is projected to increase sharply), build similar stocks.

III. CONCLUSION

We are committed to ensuring that America’s energy needs are not held hostage
by politically unstable foreign suppliers. We are taking the necessary steps to en-
courage increased domestic production, while protecting the environment and diver-
sifying our sources of energy. As our economy expands, however, demand for energy
will increase, and our dependence on foreign suppliers will continue to rise. We are
committed to protecting our economic well being and our national security through
an emphasis on energy efficiency and conservation to reduce energy consumption,
continued reliance on the efficiency of the free market, diversification of foreign sup-
pliers, increased domestic production, and emergency preparedness for potential
supply disruptions.
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Petroleum Supply, Consumption, and Imports, 1970-2020
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Figure 3

World Excess Oil Production Capacity
1970-2002
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Figure 4
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Figure 5

Middle East as a Percent of World Energy
Indicators — 2001
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Figure 6

Oil & Gas Lifting and Finding Costs for U.S.
Major Energy Companies by Region, 2000

$14
$12 1 wiidiing Cass
$40 - e pamn T

sG o B o Y e &
s4.. I T sranv
$0 -

LEIRing Costs

Dollars per barrel

Einding Costs: The cost of adding oil and gas reserves

Lifting Cogts: The cost associsted with the extraction of oil
or ges from a producng property.

Source: Energy Information Administration



17

Figure 7

What We Pay For in a Gallon
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Figure 8
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Chairman HYDE. Thank you, Secretary Abraham. Secretary
Larson.

STATEMENT OF THE HONORABLE ALAN P. LARSON, UNDER
SECRETARY FOR ECONOMIC, BUSINESS AND AGRICUL-
TURAL AFFAIRS, U.S. DEPARTMENT OF STATE

Mr. LARSON. Mr. Chairman, Mr. Lantos, and respected Members
of the Committee, it is a great honor to be here with you and with
Secretary Abraham.

Energy security policy has two main goals: First, to assure that
reliable supplies of energy are available at reasonable prices so
that we can foster the growth and prosperity of our economy; and
secondly, to ensure that America’s foreign policy cannot be held
hostage by foreign threats to use control over oil supplies as a
weapon. In formulating an international energy security policy, we
need to deal with hard facts about international oil markets. First
of all, as has been recognized, some two-thirds of proven world oil
reserves are in the Middle East; and secondly, the United States,
as well as our important allies in Europe and Japan, rely on im-
ports to meet a large and growing part of their oil needs. Third,
because oil markets are global, oil supply disruptions that initially
affect other importing nations will have aftershocks. Sharp in-
creases in oil prices can act as a tax on our economy, and in the
past this has often led to recessions. And fourth, significant
amounts of oil are controlled by problem states.

In order to address these realities, the Administration’s National
Energy Policy includes a robust international strategy with three
broad elements. First, as has been mentioned, the United States
must promote increased and diversified production of energy from
a range of friendly and reliable producing countries. Mr. Chairman,
as you pointed out, it is good news that Canada is our single most
important energy supplier. And, in fact, roughly half of U.S. daily
oil imports come from the Western Hemisphere.

Other new sources of oil can potentially bolster our energy secu-
rity in the future. As the chart illustrates, forecasts for oil capacity
growth show that the Caspian states, Africa and Russia, will be
among the fastest growing sources of new oil production, and our
diplomatic engagement reflects the importance of these countries in
our energy future. We are making strong and successful efforts in
the Caspian to develop multiple pipelines from this area to ensure
that it can become a rapidly growing and reliable supplier to world
markets. As Secretary Abraham mentioned, the President has also
initiated a stronger energy relationship with Russia.

Cooperation with our partners and allies on energy preparedness
is a second important part of our international policy. The sharp
and unanticipated interruptions in oil supplies in the 1970s had se-
vere economic consequences. The value of coordinated use of oil
stocks was demonstrated in 1991 during Operation Desert Storm
when the rapid, incredible response of the United States and our
allies deprived Saddam Hussein’s attempt to use oil as a political
weapon.

As you can see from this chart, the United States, Japan, and
Germany hold almost 90 percent of the total public stocks that
would be available to use in a disruption, and they would make the
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biggest part of a concerted effort on the part of the United States
and our industrial country allies to respond to an interruption.
Spare production capacity, especially in Saudi Arabia, is another
factor that mitigates the risks associated with supply disruptions.
And I think it is important to point out that in the last 2 years
Iraq has either interrupted its supplies or threatened to on three
occasions, and in each case a combination of the readiness of the
United States and our partners to be able to respond through
stocks and assurances from Saudi Arabia that it would use its
spare oil production capacity to offset such disruptions has mod-
erated very significantly the response of markets to these threats.

A third element of a successful international strategy is to work
with major suppliers to foster responsible production policies that
ensure that adequate supplies of o1l are available to meet the needs
of a growing world economy. Given the Middle East’s huge reserve
base, we are encouraging countries such as Kuwait, Algeria, Qatar,
United Arab Emirates, and Saudi Arabia to open up sectors of their
energy economies to foreign investment.

Mr. Chairman, with the present technology the United States
cannot achieve total oil self-sufficiency at an acceptable economic
price, and even if we could, the import reliance of our key allies
would still make oil an important concern for the United States.
What we can do through a strong domestic and international en-
ergy security policy is to ensure that the United States’ economy
and American foreign policy cannot be held hostage by foreign en-
ergy suppliers. That is the goal of our energy security policy, and
I think it is a very important step toward energy independence.
Thank you.

[The prepared statement of Mr. Larson follows:]

PREPARED STATEMENT OF THE HONORABLE ALAN P. LARSON, UNDER SECRETARY FOR
EcoNoMmICc, BUSINESS AND AGRICULTURAL AFFAIRS, U.S. DEPARTMENT OF STATE

Chairman Hyde, Mr. Lantos, respected Committee members, I am delighted to be
here today with Secretary Abraham to discuss the international aspects of U.S. en-
ergy security.

HARD FACTS ABOUT THE INTERNATIONAL OIL MARKET

A number of hard facts must be factored into the formulation of an energy secu-
rity policy. These hard facts include:

¢ Two-thirds of proven world oil reserves are in the Middle East. In contrast,
the United States has 2 percent of proven world oil reserves;

¢ The United States, as well as Europe and Japan, rely on imports to meet a
large and growing portion of our oil needs;

¢ Because markets are global, energy market disturbances that initially affect
others will transmit aftershocks to us through prices and other economic link-
ages;

¢ Significant amounts of oil are controlled by problem States.

Taken together, these facts mean that an effective energy security policy must
have important international dimensions, including:

1. Policies to promote increased and diversified production of energy from a
range of foreign suppliers, especially those in more secure areas.

2. Effective international measures to respond to physical oil supply disrup-
tions, through the coordinated use of strategic stocks and the encouragement
of spare oil production capacity.

3. Dialogue to encourage major oil producing countries to maintain responsible
production policies that give full weight to their interest in preserving a
growing world economy and a less volatile international oil market.
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Energy security policy has two main goals. First, to ensure that our economy has
access to energy on terms and conditions that support economic growth and pros-
perity. Second, to ensure that the United States and its foreign policy can never be
held hostage by foreign oil suppliers.

Energy security is a timely and appropriate topic. Earlier this year Iraq made yet
another futile attempt to damage the world economy through an oil production shut-
down, its third embargo in less than two years. The Iraqi action overlapped with
a short oil supply interruption caused by labor unrest in Venezuela. These two dis-
ruptions removed close to 3 million barrels per day from the market and remind
us that the international oil market can be both volatile and unpredictable.

THE NATIONAL ENERGY POLICY (NEP) FRAMEWORK

Energy security must be a national priority. As one of its first priorities upon en-
tering office, the Bush Administration addressed the energy challenges facing our
country and the world. A little over a year ago, the Administration issued the Na-
tional Energy Policy (NEP) report. In discussing the report, American Ambassadors
conveyed to host government officials that energy security is a priority of U.S. trade
and foreign policy, and that energy cooperation would be an important measurement
of our overall relationship.

This morning, I want to share with you some of the key international aspects of
our policy, particularly those dealing with our energy security strategy.

DIVERSE AND RELIABLE SUPPLIES ENHANCE U.S. ENERGY SECURITY

Energy policies that rely on market forces have made our economy more flexible
and responsive. We use energy more efficiently; since 1970, America’s energy inten-
sity (the amount of energy it takes to produce one dollar of GDP) has declined by
40 percent.

New technologies, such as deep water drilling and enhanced oil recovery, are re-
ducing the environmental effects and the economic costs of accessing technically
challenging oil and gas reserves in the United States. For example, it is estimated
that enhanced oil recovery techniques could add 60 billion barrels to existing fields
nationwide. Deregulation of electricity markets, when implemented effectively, has
brought a significant fall in electricity prices as a result of competition.

The U.S. is itself a leading energy producer. The United States produced 72 of
the 98 quadrillion BTUs of energy that we consumed in 1999.

The United States is the world’s second largest natural gas producer and its third
largest oil producer.

We are virtually self-sufficient in all energy resources except oil, of which we im-
port 52 percent of our needs. Estimates indicate that over the next 20 years, U.S.
oil consumption will increase by 33 percent or more than 6 million barrels a day.
Depending on many factors, including the policies we adopt, the Energy Information
Administration estimates that imported oil could grow to 62 percent of our total oil
consumption by 2020.

Other developed regions are also dependent on foreign oil. Europe currently im-
p;)rts 52 percent of its oil needs. Japan imports 98 percent of its oil needs. (Chart
1

These high levels of imports by friends and allies, as well as by the United States,
means that energy security cannot be defined as self-sufficiency. With 2 percent of
the world’s proven oil reserves, the United States is unlikely to ever again be self-
sufficient in oil.

It is in our national interest to limit our import dependence through market-ori-
ented policies to increase domestic efficiency, conservation, and production. How-
ever, oil imports will be an unavoidable component of the energy supply mix of the
United States. Under current circumstances, significant reduction of oil imports
could not be achieved without severe effects on our industries and a significant re-
duction in the buying power of American families. Through an effective energy secu-
rity policy, however, we can do much to ensure that oil imports do not erode the
independence of our foreign policy nor the security of our economy.

About half of our imported oil comes from four countries, Canada, Venezuela,
Mexico and Saudi Arabia.

Canada is our leading supplier of imported natural gas, electricity and oil. All
three flow across the border in both directions. The Canadian energy sector is har-
vesting the enormous potential of its heavy oil reserves, which are already on
stream at close to 600,000 barrels per day and whose full potential anchors Canada
as a pillar of North American energy security. World-scale oil and natural gas
projects are also underway in Atlantic Canada, which is now the fastest growing
source of natural gas, by pipeline, for New England. Canada’s vast resources, mar-
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ket based energy policies, and our interconnected energy infrastructures, contribute
significantly to U.S. energy security and to the shared economic health of our two
nations.

Managing such a large trading relationship is a top Administration priority. Next
week the State Department will host the Energy Consultative Mechanism, which
brings officials from both governments together to address trade, regulatory, and
market developments.

Mexico is one of our leading energy and trading partners. The U.S. is by far the
leading market for Mexican manufactured exports, which are now about 10 times
the value of Mexico’s oil exports. Mexico clearly understands the importance of a
healthy U.S. and global economy to its economic well-being. Our energy trade is not
a one-way street. We import crude oil and electricity from Mexico, and are a net
exporter of refined petroleum products and natural gas to Mexico. The agenda of
our Bi-National Commission meetings, an annual meeting led on our side by the
Secretary of State, and including U.S. and Mexican cabinet-level representation, in-
cludes energy.

The two-way nature of North American energy trade highlights the importance
of addressing energy cooperation trilaterally, which is why we participate in the
North American Energy Working Group.

Venezuela historically has been a secure and reliable energy supplier to the
United States. We have worked hard to build a more productive energy relationship
with Venezuela. We participate in frequent consultations with Venezuelan energy
officials. I met last week with the President of the Venezuelan state oil company
PDVSA and the Vice Minister of Energy and Mines; they reaffirmed to me Ven-
ezuela’s commitment as a reliable energy supplier to the United States. To meet its
goal of expanding oil and gas production, Venezuela must take steps to improve its
investment climate.

In recent years, dramatic improvements in exploration and production technology,
notably through deepwater offshore exploration have opened up new sources in the
Atlantic Basin, Canada, the Caribbean, Brazil and the entire western coast of Afri-
ca. Developments in the Caspian Basin and Russia also promise to open up signifi-
cant amounts of new production for world oil markets.

Forecasts for oil capacity growth by country (provided in Chart 2) show that Cas-
pian States, Nigeria, Canada and Russia will be among the fastest growing sources
of new oil production capacity. Our diplomatic engagement on energy issues in each
of these regions and countries is intense. Let me provide you with just a few con-
crete examples that demonstrate what we are doing to achieve these energy goals.

In light of its large possible oil reserves of about 233 billion barrels, we are mak-
ing strong and successful efforts to develop multiple pipelines so that the Caspian
Basin can become a rapidly growing area of new energy supplies that will be deliv-
ered reliably to the world market. Detailed engineering of the Baku-Tiblisi-Ceyhan
oil pipeline is nearing completion. We expect that the consortium of companies will
approve the development and award construction contracts this summer. Similarly,
the Shah Deniz gas pipeline from Azerbaijan to Turkey is moving through the de-
tailed engineering phase toward the corporate approval stage later this year.

At the recent U.S.-Russia Summit, the President initiated a stronger energy rela-
tionship with Russia, now the world’s second largest crude oil producer. Russia is
developing new oil and gas fields, including multi-billion dollar projects, with U.S.
and other foreign investors. We welcome strengthened energy ties with Russia, and
their new energy production in the coming years will enhance U.S. and global en-
ergy security. Our bilateral energy dialogue with Russia will focus on facilitating
commercial cooperation both within and outside Russia and addressing bottlenecks
that keep Russian energy from reaching world markets.

In other countries where energy production is likely to expand rapidly, such as
Nigeria and Kazakhstan, we have negotiated bilateral energy cooperation frame-
work agreements. These agreements will help promote development of the energy
and related sectors in accordance with international standards of responsible eco-
nomic, social, and environmental management, while helping to open new opportu-
nities for American firms.

The Administration has recognized Africa’s emerging role as a major energy sup-
plier. We are seeking Congressional concurrence to reopen a diplomatic mission in
Equatorial Guinea to support the growing presence of American citizens working in
the energy sector and to better monitor human rights developments. I also partici-
pate in the Joint Economic Commission meetings with Nigeria, and we have ex-
panded the focus of that mechanism to deal with the energy sector.

Part of our engagement in Africa is to encourage transparency. This is why we
are supporting the World Bank’s monitoring role in the Chad-Cameroon pipeline
and elsewhere. We also strongly support the OECD Convention to prohibit bribery
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in international business transactions, an agreement that internationalizes the
main elements of the U.S. Foreign Corrupt Practices Act.

Part of our engagement in Africa is to encourage transparency. We have a strong
policy interest in assisting oil-producing countries to channel their energy resources
into solid and sustainable economic development that will benefit their populations.
Unfortunately, the record shows that when this does not happen, there is conflict
and rampant corruption. That is why we are supporting the World Bank’s moni-
toring role in the Chad-Cameron pipeline and elsewhere.

We are also keenly focused on the protection of human rights. Together with the
British and Dutch Governments, we have partnered with oil, gas and mining compa-
nies and human rights groups on a “Voluntary Principles on Security and Human
Rights” process. These Principles are designed to provide practical guidance to
strengthen human rights safeguards in company security in the extractive sector.

The Asia Pacific region is the world’s fastest growing consumer of energy and a
source of significant energy resources. The U.S. leads the Energy Security Initiative
of the Asia Pacific Economic Cooperation (APEC) group, which is helping the region
to diversify energy sources through the promotion of gas and renewable energy, to
build new petroleum reserves, and to stabilize energy markets in cases of natural
disasters or terrorist attacks.

The Middle East holds two-thirds of proven world oil reserves. (Chart 3). Given
its huge reserve base, the Middle East will be among those regions adding sizeable
new oil productive capacity to world markets, and we are encouraging initiatives by
Saudi Arabia, Kuwait, Algeria, Qatar, the UAE and other suppliers to open up areas
of their energy sectors to foreign investment.

For example, Saudi Arabia invited foreign companies to help develop its natural
gas sector. Foreign investment is expected to exceed $25 billion, and U.S. companies
have won lead roles.

DEALING WITH OIL SUPPLY INTERRUPTIONS

The sharp, unanticipated interruptions in oil supplies in 1973 and in 1979 were
followed by severe economic consequences for the U.S. and world economy. We
learned from these painful experiences the value of strategic oil stocks.

The U.S., as the world’s largest oil importer, has made major investments in stra-
tegic oil stocks. The value of these stocks was highlighted during “Operation Desert
Storm.” In the weeks before the “Desert Storm” military action, member govern-
ments of the International Energy Agency (IEA), announced that they would make
available to the market 2.5 million barrels per day once fighting began. The United
States contributed 1.125 million barrels per day, followed by large contributions
from Japan and Germany. The IEA’s credible commitment calmed the market and
in concert with the advent of allied military action, oil prices actually declined
sharply once Desert Storm began, depriving Saddam Hussein the oil weapon.

The National Energy Policy report sets out our policy that these strategic stocks
are to be used in case of actual, physical shortfall. The President directed that the
Strategic Petroleum Reserve (SPR) be filled up to its 700 million-barrel capacity, in
3 deliberate and cost-effective manner. The current fill rate is close to 150,000 b/

At a draw rate of 2 million barrels per day, the SPR alone could provide enough
coverage to counter a disruption for 286 days. Privately held stocks would also be
available to cushion a disruption.

International Energy Agency (IEA) member nations are required to hold stocks
equal to 90 days or more of each nation’s net imports. Presently, IEA countries hold
some 3.7 billion barrels of oil stocks.

The United States, Germany, and Japan hold almost 90 percent of total IEA pub-
lic stocks and would make up the biggest part of a sustained drawdown.

The maximum drawdown rate for IEA public crude oil stocks is up to 12 million
barrels per day in the first month and around 8 million b/d in the following two
months. (Chart 4).

The maximum drawdown rate of public oil stocks is made up of 4.2 million b/d
from the SPR, 2.3 million b/d from Japan, 2.3 million barrels per day from Ger-
many.

U.S. investment in oil stocks was made in partnership with the Congress. Com-
bined with the stocks of our IEA allies, these strategic stocks send an important sig-
nal to global economic markets that we are prepared to manage the unexpected. To-
gether, consuming governments are ready to do their part to provide stability and
reliability to the market in the event of a major supply disruption.

Because of the credibility of our strategic oil stocks, we have the ability to deter
some potential supply disruptions. For example, this April, with our IEA allies, we
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sent clear signals to market participants that a sustained, or widened, Iraqi embar-
go could be countered by International Energy Agency member countries. Iraqg’s at-
tempts to blackmail the international community did not work.

Both producers and consumers know that the use of oil as a political weapon is
unacceptable, and the lesson from instances in the past is clear, it does not work.

Recent additions to Asian oil stockpiles, led by the newest International Energy
Agency member, Korea, bolster world energy security. The IEA is working hard to
encourage large non-IEA countries, such as China, to hold stocks and thereby, pro-
vide additional security to world oil markets.

Saudi Arabia, the world’s largest oil producer, has pursued a policy of investing
in spare oil production capacity, and diversifying its export routes to both of its
coasts. These enormous investments allow Saudi Arabia to credibly assure markets
that it has the spare production capacity to mitigate supply disruptions. Saudi Ara-
bia has used this capability effectively.

IMPROVED GLOBAL MARKETS ENHANCE ENERGY SECURITY

We enhance our own global security by working cooperatively with key countries
to expand the sources and types of global energy supplies.

The National Energy Policy underscores the need to deepen our dialogue with
major oil producers on our shared interests in accurate information related to oil
markets and in stable markets. This is consistent with Saudi Crown Prince
Abdullah’s call for deepened producer-consumer understanding.

This enhanced dialogue with oil producers can contribute toward a well-func-
tioning oil market. Responsible producers and consumers have a shared interest in
improving the transparency, timeliness, and accuracy of the data that guide global
oil markets.

Responsible oil producers with large reserves also have a significant stake in sta-
ble markets. Unstable oil markets have dramatic roller coaster effects on the public
finances of oil producers. And as history has shown, surges in oil prices tend to re-
duce economic growth, stimulate new production and lower prices and demand for
OPEC oil in subsequent quarters.

The Administration believes that market forces should play a larger and larger
role in determining oil prices.

Just as the world is emerging from a global slowdown, oil producers and con-
sumers can best reinforce mutual interests by sending the market signals that the
economic recovery—and the recovery in oil demand growth—will be sustained.

OPEN ENERGY SECTORS AND TRADE ENHANCE ENERGY SECURITY

A tremendous amount of capital will be needed to increase energy production and
enhance our energy efficiency. The United States welcomes the benefits and con-
tributions that large international investments have made in our energy sector.

Major foreign investors in our energy sector include a European based oil major,
the largest energy producer in the U.S., and a leading Russian company that has
moved to acquire a robust retailer network in the United States. State-owned firms
from Saudi Arabia, Venezuela, and other major oil producers hold significant refin-
ery and distribution ventures here as well, deepening our shared energy ties, and
our interest in stability.

U.S. openness to foreign investment has made us one of the world’s most competi-
tive economies, and has provided us with capital and jobs for our people. Invest-
anents (li)y major producers also enhance our security of supply and their security of

emand.

American energy firms are world leaders, and their investments and services in
energy producing countries enhance market linkages and energy security.

Promoting energy investments and trade is a core element of our engagement
with major oil-producing countries. We will use our membership in multilateral or-
ganizations and negotiations such as the Asia-Pacific Economic Cooperation (APEC)
forum, the World Trade Organization (WTO), the Organization for Economic Co-
operation and Development (OECD), and the Free Trade Area of the Americas
(FTAA), to reduce barriers to trade and investment.

Additionally, we vigorously support American trade and investment through a va-
riety of programs offered by the Export-Import Bank, Trade and Development Agen-
cy (TDA) and Overseas Private Investment Corporation (OPIC).

PROBLEM COUNTRIES REQUIRE EXCEPTIONAL TREATMENT

While our general energy security approach is to actively support the global open-
ing of trade and investment opportunities, there is a set of problem countries whose
policies and actions are of such concern that we bar or restrict American firms from
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most commercial activities with these states, including exploring for or developing
energy resources, or, in most cases, buying or importing their oil. These countries
include major oil producers such as Libya, Iran and Iraq, as well as Sudan, Cuba,
and to a more limited extent, Burma. Libya, Iran, Iraq, Sudan and Cuba are des-
ignated State Sponsors of Terrorism.

In dealing with these nations, we balance our desire to diversify our energy
sources with our very real concerns about the security threats that these nations
pose to the international community.

With the Iran Libya Sanctions Act (ILSA), Congress set out a policy to discourage
the development of petroleum resources in Iran and Libya that could be used to sup-
port international terrorism and to acquire Weapons of Mass Destruction (WMD).

The Secretary of State and other Administration officials have worked hard to
sensitize our friends and allies about the depth of our concerns. While some of our
allies don’t agree with our focus on the energy sector, they share our goals of stop-
ping terrorism and the spread of WMD.

I mentioned earlier that Iraq has periodically suspended its exports in a futile at-
tempt to cause economic harm and to gain political advantages. We must anticipate
that Iraq will continue to be a wild card in world oil markets.

An important component of our Iraq policy is working with friends, allies, and the
UN Security Council. The UN recently passed a unanimous resolution (1409) that
will simplify humanitarian imports for the Iraqi people under the Oil for Food Pro-
gram and will tighten controls on military-related imports.

Revenues from the purchase of Iraqi oil do not go to the regime, but are used to
buy humanitarian goods under the UN’s oil-for-food program and to pay for dam-
ages caused by Iraq’s invasion of Kuwait.

CONCLUSION

Energy security is a priority of U.S. policy. The National Energy Policy recognizes
that energy security has both domestic and international components. On the inter-
national front, we seek to enhance cooperation with both consuming and producing
governments to mitigate the impact of supply disruptions, to diversify sources and
fuel mixes, to promote energy trade and investment, and to improve the functioning
of the global energy market. Reliable, affordable, and environmentally sound energy
supplies support U.S. and world economic growth. They are the result of a well-exe-
cuted, market-based, forward-looking National Energy Policy.

Thank you for your attention.



T T t T t
=X R £ N EN N R = N e\° 2
ccccccccccc
mmmmmmmmmm



26

CHART 2

Anticipated Oll Production Capacity Growth for
Selected Countries Through 2010

Miltion barrele per day
Casplan States”
[ Nigera - ]
= e ——
[ Canada — —
Venezuela R
r Russia® ﬁ.
Brazii T
[ © Kuwalt ———
iran I
( Saudi Arabla ﬁ
Algeria * .
E Mexico _
China -
| Norway I
ux | I
-1.0 -0.5 4] 05 1.0 1.6 @ 20 2.5 3.0

“lneludes Kazakhslan, Azerbaijan, and U,
tDoes not include Casplan part of Russia.

Note: CIA and State Depariment figuras, based on oil indusiry forecasts.

UNCLASSIFIED

Ot Posign CenlaMPG JREITIAL 608



27

CHART: 3

%19
}se3 a|pPIN \ %9
: ‘as'd
pue adoin3g uis)yseq

%S
BOpIaWY YION

PPPPPP
{{{{{{{{

%6
eauRWY YINOS

%0 eIy

18Y10

Z007/1/1 ‘uoiday Aq saAIISNY |10 PAA0AJ PO



28

CHART 4

Maximum Drawdown Profile for IEA Public Stocks

Months
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Chairman HYDE. Thank you very much, Secretary Larson. We
will now have 5-minute question periods. I again entreat the Mem-
bers to try to hold their questions to 5 minutes. Making a long
statement and then asking a question as you are about to run out
of time is not favored by the Chair. This does not apply to Mr. Lan-
tos. The color of his hair permits him to do anything he wants in
this room. Mr. Lantos.

Mr. BLUMENAUER. Mr. Chairman, I object to any discrimination
on the basis of hair. [Laughter.]

Chairman HYDE. Well, you have a well-founded objection. Mr.
Lantos.

Mr. LANTOS. Thank you, Mr. Chairman. Mr. Secretary, as you
know, raising what we refer to as CAFE standards, corporate aver-
age fuel efficiency standards, could dramatically reduce our de-
pendence on imported oil. Why has the Administration opposed
calls for raising CAFE standards? Do you have any viable alter-
native that would save as much in our need to import as a modest
increase in current CAFE standards?

Secretary ABRAHAM. Mr. Lantos, the Administration has not op-
posl({ed raising CAFE standards. Actually, the position which we
took——

Mr. LANTOS. That is news to me. Are you announcing a new pol-
icy? My impression has been that the Administration is adamantly
opposed to raising CAFE standards.

Secretary ABRAHAM. That really is not the correct statement of
our position. The position which we took in the National Energy
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Plan and which we have adhered to since then is one that called
actually for Congress to end the moratorium Congress had placed
on the appropriation of funds to the Department of Treasury to
carry out a new round of CAFE standards setting. We asked for
that to be ended so that the Department of Transportation could,
in fact, reexamine CAFE. We also were pleased that finally the Na-
tional Academy of Sciences concluded its review that had been
called for in a congressionally requested study in the 2000 congres-
sional session to take into account such factors as the implications
on safety of changing standards. And so it is my understanding
that NTSA and the Department of Transportation now have the
funds and are engaged in the process which is statutorily called for.

What we did oppose was the notion of having the Congress estab-
lish through legislative action a specific CAFE standard, and, as
you know, there were calls both in the House and the Senate
where, in fact, votes took place on that, and I would just note that
both the House and the Senate rejected an approach in which we
would set CAFE standards legislatively at a much higher level
than they are today. So I do not think our position is either incon-
sistent with where the House and Senate came down, and, in fact,
we have asked for the ability to move forward and to go
through——

Mr. LANTOS. Do you personally favor increasing CAFE stand-
ards?

Secretary ABRAHAM. I believe that the Department of Transpor-
tation should set CAFE standards under the process that is set up
for them to do so.

Mr. LANTOS. You have no personal view on whether it would be
desirable to increase CAFE standards?

Secretary ABRAHAM. Every time this question is asked people
also mention I come from the state of Michigan and suggest that
perhaps

Mr. LanTOS. I have not said that.

Secretary ABRAHAM. I know. I am waiting for that. I knew that
would come in here sooner or later. But actually I supported the
policy that called for an end of the moratorium to allow for the De-
partment of Transportation to, in fact, bring about new standards.
I think that we have gone a fairly lengthy period without a review
of that. As long as the process includes considerations with respect
to safety and the other factors the National Academy of Science
raised as being considerations, I think it is an appropriate time to
do so.

Mr. LANTOS. Mr. Secretary, I was waiting for a word to appear
in your testimony, and unless I missed it, it did not, and the word
is Enron. The Administration energy plan cited, I quote, rolling
blackouts and brownouts in California as evidence for the need for
more drilling in places like ANWR. Now we are learning that the
California shortages may well have been manufactured by firms
such as Enron. What do you think is the responsibility of Enron
and other such outfits in creating artificial shortages and manipu-
lating the market?

Secgetary ABRAHAM. I do not think such behavior should be per-
mitted.

Mr. LANTOS. Was it present during this period?
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Secretary ABRAHAM. Pardon?

Mr. LaNTOS. As the Administration observed brownouts and
blackouts in California, it blamed it on many other factors. It did
not blame it on the sickening, outrageous behavior of Enron and
similar firms. Do you now see that they played a role in what hap-
pened in the California energy market?

Secretary ABRAHAM. First of all, I want to clarify one statement
that was made. The Administration never argued that drilling in
Alaska should be justified because of brownouts and blackouts in
California. They relate to different energy issues. But as to the
question that you are posing, I believe that if, in fact, the actions
which have now been revealed after FERC’s (Federal Energy Regu-
latory Commission) investigation and the memos that have been
released took place, that these well could have contributed to the
problems in California. I do not know the extent to which they
were a part of that problem. We will find that out as FERC con-
tinues its investigation.

But I would note for the Committee’s consideration that it was
only after the appointees of President Bush took over as the Chair-
man and in one of the other positions on FERC that these inves-
tigations were, in fact, launched. Before we took office, it was the
previous Administration’s view that the blackouts and brownouts
were not a function of behavior by these companies. The informa-
tion, we are acting on it as the FERC has identified it. And I would
say this, that it is important to note that, in fact, under the current
FERC commission the very kinds of behaviors we now have identi-
fied were in large measure proscribed by new rules FERC adopted
last year.

Mr. IssA. Mr. Chairman, I would note that the gentleman’s time
has expired.

Chairman HYDE. Yes. The gentleman’s time has expired, but we
are very liberal with the Ranking Member.

Mr. Issa. Then, Mr. Chairman, I would call to your attention
Rule 11 in which this line of questioning is beyond, at the discre-
tion of the Chair, this evidence and questioning is beyond the scope
of our authority as the International Relations Committee, and I
would ask the Chair to rule that this is an inappropriate question
to be asked in that it is not pertinent to the discovery and over-
sight of this Committee.

Chairman HYDE. The court overrules the objection.

Mr. LANTOS. May I pursue one more item, Mr. Chairman?

Chairman HYDE. Surely.

Mr. LANTOS. Thank you very much, and I thank my colleague for
his intervention.

Mr. Secretary, as you well know, this body overwhelmingly
passed the Iran-Libya Sanctions Act (ILSA). Why hasn’t the Ad-
ministration used ILSA as it is supposed to do as a weapon in the
war on terrorism? What is your timetable in deciding what, if any,
sanctions will be imposed on European and Canadian energy firms
that have clearly violated law?

Secretary ABRAHAM. Congressman, my agency does not have re-
sponsibility with regard to the decision making on the sanctions
policies; the State Department does. I would say my understanding
is that it is under consideration, so maybe——
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Mr. LANTOS. I am addressing it to Mr. Larson.

Mr. LARSON. Thank you. We believe that the Iran-Libya Sanc-
tions Act sets out a policy for the United States of opposing certain
types of energy investments in Iran and Libya, and it gives the ex-
ecutive branch a range of tools to press our case with other coun-
tries about the ways in which these investments have the potential
to strengthen the capabilities of these countries to acquire weapons
of mass destruction, the tools to deliver those weapons, and pos-
sibly revenues to support terrorist activity.

During the last Administration when the SOUTHPARS case
came to then-Secretary Albright, she made the determination, first
of all, that there was no action that we could take under ILSA that
was going to stop that investment from going forward, but she also
believed that by using the leverage and the authority of ILSA that
it should be possible to press our European partners to make even
stronger commitments to address issues of weapons of mass de-
struction and counterterrorism in their conversations with the Ira-
nians. That is an approach that this Administration has continued
to pursue.

Mr. LANTOS. Since it is a failed approach, can you explain why
you ?are pursuing the failed approach of the previous Administra-
tion?

Mr. LARSON. With great respect, Congressman, I do have a dif-
ferent opinion about whether it is a failed approach. We have
pressed very strenuously, including in the most recent U.S.-EU
summit meeting here in Washington in May, the view that the Eu-
ropean Union should make counterterrorism and the fight against
weapons of mass destruction a central element of their dialogue
with Iran and condition future economic cooperation with Iran on
satisfactory results.

Now, we have a different view than the Europeans about wheth-
er they should be facilitating or allowing investments by big oil
companies in Iraq. Our national policy is that we should not. We
believe they should not. They have a different opinion. But they
have been working with us in pursuing this counterterrorism and
WMD (weapons of mass destruction) agenda in their dealings with
the Iranians.

Chairman HYDE. Mr. Paul of Texas.

Mr. PAUL. Thank you, Mr. Chairman. I have two questions, one
for Mr. Abraham dealing with the market and one for Mr. Larson
dealing with foreign policy. The question dealing with the market
is I do not know why we do not move toward a freer market rather
than a national planning board approach to energy. We do not have
national planning for automobiles, PC computers, televisions, fiber-
optics, and they are plentiful, and the price is low. In the seventies
after government regulation and price controls really messed
things up, instead of saying that we needed less planning, we de-
veloped this agency or department called the Department of En-
ergy, and since then we are more dependent, not less dependent.

So I make the case for the marketplace, supply and demand, and
that takes care of everything. It can take care of the environment
if you have respect for property rights. It can take care of alter-
native fuels. Instead, we create problems that we have to subsidize
the corporations to develop alternative fuels. So I just do not like
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the words “free markets” applied to current policy because, quite
frankly, it is not, and we should not accept that. And I think the
free market could solve our energy problem just like it solves our
other problems.

In dealing with foreign policy, because we mess up our energy
policy, we have this so-called great need to defend our oil, and it
drives our foreign policy. Whether it is in Colombia to protect a
pipeline, whether it is in Venezuela to have our CIA involved,
whether it is in the persistent occupation of the Persian Gulf
(which does not serve our interests), whether it is in the expansion
of our occupation of Central Asia, whether it is in our control of
where and how the oil comes out of the Caspian Sea, and possibly
our presence in Afghanistan, may all possibly be related to energy.
So I see one mistake compounding another. In the eighties, when
there was some deregulation, prices of oil went down to $10, and
I think that is what we need. We need deregulation. We need the
market and that will take the pressure off our government to pro-
tect our oil and our oil companies and all of these special interests
around the world. I would like your response.

Secretary ABRAHAM. Well, I would just comment in terms of the
energy policy that as I said in our statement, I think any reflection
on the National Energy Plan that has been offered by a lot of its
critics is that it is too free market oriented, that it offers the argu-
ments that we should pursue a more free market approach to en-
ergy policy. One of the things that characterizes virtually all of the
meetings, at least that I have been having on an international
basis in all of the discussions about these international energy
issues, is that we need to let the free market work and that that
will, in fact, be the surest mechanism by which newly emerging en-
ergy sources are going to be developed.

We stress, and I will leave it to Secretary Larson to comment on
his meetings, but we always try to stress the argument that in the
absence of transparency of market systems, countries who are ask-
ing us for help to get more investment are going to find that it does
not happen. We try to remind people who appeal to our Depart-
ment and say they want more American investment; we say it is
not going to work if you do not have a free market, if you do not
have predictable, transparent rules, and we try to stress that. And
I am not saying that in every venue we have made progress on
those fronts, but I think if you look just in the tone as well as the
advocacy in our energy plan, that that is the thrust of what we
tried to offer last year.

Mr. LARSON. I could give the Congressman a quick response to
your points on foreign policy. First of all, I think that even if we
did not import a drop of oil, we would still be very concerned about
oil issues because of the effect of oil price spikes on our economy
and the effect of oil disruptions on the economies and perhaps the
policies of our major allies in Europe and Japan.

Secondly, what we have tried to do in some of the places you
have cited are to pursue policies that we think do advance both
economic and broader interests. Let me take the Caspian just as
an example. There is a tremendous amount of oil and gas potential
in that region. The real issue was could it be exploited, and could
it be brought out to western markets. And given the geography of
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the region, one of the possible approaches would be to have that
energy come out primarily through Iran. There would be very seri-
ous and adverse consequence for us were that to happen, and that
has been one of the reasons why the United States has worked
very, very hard to provide the political foundation for the develop-
ment of independent, multiple pipelines, including one that runs
from Baku to Thilisi to Ceyhan in Turkey, because it is a way of
assuring that that energy can get out and that it does not have to
transit a country that might try to use its control over the trans-
portation network as a source of leverage.

So I think these are the sort of foreign policies that we would
want and would be interested in pursuing even if we could reduce
dramatically our reliance on imported oil.

Chairman HYDE. Mr. Sherman of California.

Mr. SHERMAN. Thank you, Mr. Chairman. Given the rule on
opening statements, I have so many concepts I would like to bring
to the attention of the Committee and our distinguished witnesses
and then ask them to respond at the end. But with the Chairman’s
cautionary note of using that as a technique to exceed 5 minutes,
I would ask that you and your staff prepare written responses to
the many questions that will be embedded in the following. I do
want to also associate myself with Mr. Lantos’s opening statement.

We obviously need conservation, and we need new technology. I
would hope that the Administration would not just be in favor of
a process to give us CAFE standards but would come out imme-
diately for the end to the discrimination against cars and in favor
of trucks, SUVs, and vans. All commuters ought to make the same
contribution to energy conservation. It is disappointing that at the
beginning of the Administration you proposed a budget that would
reduce expenditures on technology research designed to make us
more energy independent, but after September 11th and other
events I think the Administration realizes how important that
technology is.

I think that we will be dependent upon imported oil for the next
30 to 50 years. There is, however, no world oil shortage. There is
a world market for oil, and even if all of the safe oil was coming
to us, safe like Mexico, Canada, or domestic production, the ques-
tion would be how much do we have to pay for it because there will
always be enough safe oil to furnish the U.S. market. The problem
is that our friends in Canada, Mexico, and Texas want to charge
us the same price that Kuwait is charging Japan, and at some
point that oil price becomes so high as to disrupt our economy or
even create shortages.

I would like to follow up on the Chairman’s view but to add that
we need to see long-term contracts at fixed prices in the mid-
twenties as to the price per barrel of oil so that our friends in Can-
ada and Mexico and we agree that in spite of changes in world
prices we will have that stability. The Caspian Central Asian re-
gion is important, but I disagree with the Secretary when he lauds
the Baku-Ceyhan pipeline. That pipeline is almost an act of hos-
tility toward Armenia as it goes right around Armenia and creates
what would be a military target in the event of new hostilities. In-
stead, in the absence of being able to solve the Nagorno Karabakh
issue, and I hope we can, I would hope that we would be pushing
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pipelines through Russia rather than those that come within just
a few inches of Armenia or that we go with a peace pipeline di-
rectly through Armenia.

I join with Mr. Lantos in his concern that I would express is the
absolutely pitiful approach that we have taken with Europe on the
Iran issue. Europe has begun new trade talks with Iran. They are
very important. Europe will force the World Bank to loan hundreds
of millions of dollars to Iran. I brought that to the attention of the
President last week and the Secretary last week as well. And all
we will do is send a protest letter, we will vote no, and then we
will have tea with the European diplomats. It is time for the Ad-
ministration to have clear and explicit threats against Europe if
they are going to finance the construction of nuclear weapons that
would be smuggled into the United States and kill not 3,000 Amer-
icans but perhaps three million. You cannot just vote no, send a
strong letter, and have tea.

The final issue I would like to bring up is the importance of mas-
sively expanding the Strategic Petroleum Reserve (SPR). Without
objection, I would like to enter into the record at this point, I think,
an excessively timid but at least first step research study by CRS
in what it would take to have a SPR full with 1.4 billion barrels
of oil. I think we have got to think of two, three, four billion barrels
of oil as the only solution to what I expect will be 30 years of Amer-
ican dependency on imported oil and 30 years of disruption and
warfare in the Middle East.

I talked to seniors in my district who wonder why the Social Se-
curity Trustees have invested only in paper assets. They envision
the idea that Social Security Trustees perhaps need huge caverns
of gold bars. Perhaps black gold would be the more credible invest-
ment for the 21st century. And if, as this study points out, it would
cost us perhaps over $4 a barrel to build the storage capacity, it
would take us a while to do this. Obviously, we would have to pay
for the oil. We would have to build pipelines.

Chairman HYDE. The gentleman’s time has expired.

Mr. SHERMAN. I hope to get a written response not only on the
idea of 1.4 billion barrels but perhaps even 3 billion barrels in the
SPR, and I thank the Chairman for his indulgence.

Chairman HYDE. Do the witnesses wish to respond briefly to the
questions, or would you rather do it in writing?

Secretary ABRAHAM. I would be happy to do it in writing.

Chairman HYDE. All right.

Secretary ABRAHAM. I do not know whether I will remember each
of them.

Chairman HYDE. I do not like to leave a lot of questions hanging,
but there was no time for your response. All right.

[The information referred to follows:]

RESPONSE SUBMITTED IN WRITING BY SECRETARY SPENCER ABRAHAM TO QUESTION
ASKED BY THE HONORABLE HENRY J. HYDE, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF ILLINOIS, AND CHAIRMAN, COMMITTEE ON INTERNATIONAL RELA-
TIONS

EXPANSION OF THE STRATEGIC PETROLEUM RESERVE

The energy policy bill currently being considered by Congress (H.R. 4) directs that
the Department of Energy conduct a study within 180 days of enactment on increas-
ing the capacity of the Strategic Petroleum Reserve (SPR). The size of the reserve
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currently is authorized up to one billion barrels and current capacity is about 700
million barrels. Inventory is about 580 million barrels and is increasing daily
through an exchange agreement for transfer of offshore royalty-in-kind (RIK) oil
from the Department of the Interior to the Department of Energy, then delivered
to the SPR. Using this arrangement, the SPR expects to be filled to its 700 million
barrel capacity in 2005.

In anticipation of direction from Congress or the Administration, the Department
has begun the initial phase of a study to determine the optimal size of the Strategic
Petroleum Reserve. This preliminary work is being done now in order to be able to
complete the study, which would normally take about one year, on time. The initial
phase includes preparing assumptions, i.e., reviewing the system model used on pre-
vious size studies, and development of a membership list for an interdepartmental
study group. Completion of this phase, anticipated for the end of this fiscal year,
will leave the Department in a position to proceed on a comprehensive size study.

Expansion studies of the SPR historically indicate an optimum Reserve size some-
where between the current inventory and one billion barrels. While much larger in-
ventories would clearly improve our energy security posture, the cost of very large
expansions would impose great burdens on the Treasury. Assuming a cost of $30
per barrel of oil, an expansion to 1.4 billion barrels from the currently planned 700
million barrel size would require $21 billion for oil, without the consideration of con-
struction costs. In light of current demands on resources for homeland security, it
is unlikely that a doubling of the Reserve size would be appropriate at this time.

Mr. LARSON. I could give a bullet response and respond in writ-
ing.

Chairman HYDE. Very well.

Mr. LARSON. On the pipelines, our policy is multiple pipelines. I
was making reference to one, but we agree that there should be
several opportunities, and I just wanted to underscore that point,
sir.

Chairman HYDE. Mr. Smith of Michigan.

Mr. SMITH. Mr. Chairman, thank you very much, and I welcome
the witnesses, especially Spence Abraham. I think our country is
fortunate to have you tackling some really challenging goals in en-
ergy. I was Director of Energy during the Arab oil embargo for the
United States Department of Agriculture and as such became a
member of Nixon’s oil policy commission. Since the 1970s we have
increased our GDP by about 147 percent. The increase in energy
use only went up 42 percent, so we are on the right track as far
as increasing our efficiency in using energy. However, at that time,
like Ron mentioned, we were nervous. We started setting prices.
We were importing 35 percent of our petroleum energy, and so we
decided to be more conservation minded. We went into tremendous
expense in research to become less dependent. Now we are ap-
proaching 60 percent of our petroleum energy being imported.

I put language in the energy bill, and I think it is important that
we move ahead with the energy bill, that emphasizes additional re-
search. One of my questions is on nuclear energy, which we in-
cluded as a priority for research as well as clean coal and other po-
tential energy sources. What needs to be done, Secretary Abraham,
in terms of developing and moving ahead with the construction of
more nuclear-power plants, do we need evaluation of the safety? Do
we need something passed by Congress that reduces the nervous-
ness of those energy companies that might build a nuclear plant in
terms of liability? Is this still a potential? What is your vision on
this?

Secretary ABRAHAM. Well, I think that in terms of what govern-
ment can do that we have tried to focus on three components in
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the energy plan, one being the issue of the disposition of nuclear
waste, which is, of course, one of the areas we have worked in.

The second, which I think clearly affects investment decisions, is
the question of liability and the fact that we have not reauthorized
the Price-Anderson legislation which has created an uncertainty
that needs to be addressed. Now, the House has acted in a free-
standing bill, I believe, to do so. The Senate incorporated Price-An-
derson reauthorization in their energy bill. So I hope that when the
energy bill is finished that that can be addressed because it will,
I think, take much of the uncertainty and unpredictability out of
the decision making.

Mr. SMITH. Are you suggesting the possibility of legislation to
somehow limit liability in terms of the suits that would be brought
against

Secretary ABRAHAM. Well, to clarify liability, we have had Price-
Anderson in place, but it has expired, and so I think the uncer-
tainty is what will follow it. Will it be a reauthorization of the ex-
isting liability provisions or something new? I think until those
who make investment decisions know what the new structure will
be that that has been a factor. So I think finishing the energy bill
is a key part of this.

The other thing we are doing in the Department is to focus re-
search dollars, and we have this year in our budget submission ad-
vocated a new program we call Nuclear Power 2010. Our approach
is to basically direct a fair amount of research toward addressing
some of the issues that seem to be impediments to new plant con-
struction: safety, siting issues, some of the licensing challenges.

Mr. SMITH. I need to interrupt you because I am sure

Secretary ABRAHAM. The clock is running.

Mr. SMITH [continuing]. The Chairman is going to interrupt me.
Secretary Larson, if we were to go into Iraq after Saddam Hussein
or something, is it a given that other Arab countries would reduce
their supply of oil to the world and to us?

Mr. LARSON. I do not think it is a given, no. I think that if this
scenario that you outline were taking place, we would want to do
two things in the energy area. One would be to make sure that our
major oil-consuming country partners and friends were prepared to
take any necessary action to put more oil stocks on the market if
there was a threat of disruption. And, second, we would want to
make sure that friendly suppliers were in a position to at least
maintain, and hopefully to increase, their production.

Chairman HYDE. Mr. Blumenauer.

Mr. BLUMENAUER. Thank you, Mr. Chairman. I respectfully have
a different view of the notion that we are achieving tremendous
progress in the area of energy after 18 months. We continue to use
more oil, and we continue to waste more oil than anybody in the
world. And as you have mentioned in your presentations, it has se-
vere implications for the economy and for national security. Some-
thing that has not been mentioned, but hopefully the Administra-
tion is starting to change its position on, is that our oil dependency
may actually have implications for the future of the planet with
global climate change.

It seems a little disingenuous to argue that somehow we are
going to now study improving vehicle mile performance. I note that
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the European Union is going to have fuel efficiency in the neighbor-
hood of 42 miles per gallon, and American exports to the EU are
going to meet that standard. The Japanese are somewhere in the
neighborhood of 35 to 36 miles per gallon in a shorter time frame.
I am also troubled that you have rolled back the energy efficiency,
for example, for air conditioning appliances earlier.

Where is the leadership and the urgency from an Administration
that is willing to say in many other cases stop studying things,
move forward? Under the guise of urgency and threats to the na-
tional security we are doing all sorts of things that have severe im-
plications. Why can’t we get a little urgency behind an effort to
have some leadership for improved vehicle efficiency to be able to
at least meet the challenge that American producers are going to
meet in Europe?

Secretary ABRAHAM. Well, let me begin by saying this. Remem-
ber, we inherited a government which had not had an energy plan
of any sort for a decade or more. We came to office with no Na-
tional Energy Plan, no policies in place.

Mr. BLUMENAUER. Reclaiming my time for a second, with due re-
spect, I served here. I watched the Republican-controlled Congress
that you were a part of put in place the moratorium on even study-
ing improved vehicle mileage. You were a part of that, and the Re-
publicans were in control.

Secretary ABRAHAM. You were part of the Congress, and it was
passed on a bipartisan basis in the House and Senate. It was not
a single-party vote, point one. Point two: We called for the end of
that moratorium. We are prepared to move ahead. One does not
pass CAFE standards or that rule-making process in 1 week. We
are at least willing to go forward and do that, and at the same time
we coupled it with two other provisions of our energy plan: Number
one, our proposals for significant tax incentives for the purchase of
hybrid and more fuel-efficient vehicles, and, number two, the pro-
gram we announced in January, the Freedom Car Program, which
is designed to look beyond fuel-efficiency standards to a day in
which we would, in fact, utilize fuel cells, hydrogen fuel cells, we
believe, as a replacement for the current operating system so that
our dependency on oil would in the case of motor vehicles be dra-
matically reduced. So we are not sitting still, and I resent the im-
plication that we are. We have been moving ahead on all of those
fronts, and in most of those instances nothing had been happening.

Mr. BLUMENAUER. As I mentioned, under the leadership of the
Republican-controlled Congress we had those moratoria imposed.
But taking a lead from what Mr. Lantos was trying to coax from
you, your personal opinion, do you think, as Secretary of Energy,
as somebody who represented the great state of Michigan and saw
the technological capacity, do you personally think the great effi-
ciencies that we have seen in the last 10 years have made this
equipment more efficient? Instead of being used to improve fuel ef-
ficiency, it has been used to increase the horsepower and the “get-
up and go.” Do you think that we can now move aggressively to
have much higher fuel efficiency standards without a long, in-
volved——
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Secretary ABRAHAM. Well, as I pointed out, on a bipartisan basis
the House and Senate rejected that approach, but let me just say
this.

Mr. BLUMENAUER. I am asking your opinion as Secretary of——

Secretary ABRAHAM. My approach is as I have outlined. I support
moving ahead for new standards. It is up to Transportation to set
them, and I will support them when they are done. I believe that
we need to go beyond the thinking of the current type of motor ve-
hicle operating system, which is why we changed the approach that
was being taken in terms of transportation research from the
PNGV program that was headed toward really no significant, in
my judgment, improvements, and instead have replaced it with the
kind of concentration on fuel cell hydrogen technologies and the in-
frastructure to support it that will allow us to transcend the motor
vehicle as we know it today and the dependency on petroleum
products that it brings about.

Those are new initiatives from our Department, and I, as a Mem-
ber of the Congress, supported and worked hard for the PNGV pro-
gram, but I recognized when I became Secretary and looked at
where we were that that was not going to get us to the kind of
more fuel-efficient or, in fact, to transcend the petroleum-driven
type of operating system that we are going to need in 30 or 40
years when, as a number of Members of the Committee have indi-
cated, the dependency on oil would be even higher. So that is the
approach we are trying to take.

Chairman HYDE. Mr. Rohrabacher.

Mr. ROHRABACHER. Thank you very much, Mr. Chairman. I feel
compelled, as we have been seeing so much politics being played
at this hearing, to jump into the fray.

Chairman HYDE. Unaccustomed as you are.

Mr. ROHRABACHER. Let me just note that the shortage of elec-
tricity in California was not caused by some conspiracy aimed at
California. Otherwise, the conspiracy would have been aimed at
other states, and other states would have suffered as well. It was
due to the incompetence of our Governor, who is up for reelection
this year, so we will leave it at that.

And let us note that there is a lot of playing of politics with en-
ergy, and you just cannot sit here and talk about gas-guzzling cars
and call for some sort of restrictions on the American people’s right
to own a big car and then vote against ANWR and then say you
are in favor of American independence from potential hostile oil-
producing states in the Gulf region. I would commend the Adminis-
tration for its courage in pushing the development of new oil and
gas and energy resources in the United States, and I would suggest
that the people listening to this debate today realize what we are
really talking about on the other side are restrictions on the stand-
ard of living of the American people.

Look, if somebody is opposed, as the Governor of California and
others, to the development of energy in their state or the develop-
ment of energy in the United States, nuclear energy—they are op-
posed to that, opposed to oil, opposed to coal—you cannot just be
opposed to all new energy sources that are currently available to
us and expect us to be independent of those states that could be
hostile to American interests in the Gulf.
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I would suggest America’s interest, Mr. Lantos, lies exactly with
that, increasing domestic supply and increasing supply, and there
is nothing wrong with that. Let us increase supply so we are not
as dependent on, for example, the Saudi Arabians, who seem to be
not only unstable but allied with some of the people who are—at
least some of the people in Saudi Arabia seem to be allied with peo-
ple who are hostile to our way of life to the point that a lot of the
people who were involved in this attack on us on September 11th
were Saudis.

Mr. LANTOS. Would my friend yield for a moment?

Mr. ROHRABACHER. I certainly would.

Mr. LANTOS. I appreciate it very much. Just to keep this issue
of ANWR in some realistic framework, according to the Depart-
ment of Energy, if we proceed with ANWR, it will reach its high
point of its production cycle in 2027, at which time it would be able
to provide 2 percent of our energy needs. So whether we favor it
or do not favor it, it is a negligible portion of our anticipated energy
requirements. I thank my friend.

Mr. ROHRABACHER. Reclaiming my time, ANWR would provide
us, for example, 30 years of annual import that we are getting from
Iraq today. Eventually we will get to that. And the reason why
ANWR and other oil opportunities are not being utilized today is
because of people playing politics 10 and 15 and 20 years ago.
There was a big debate on whether we would have an oil pipeline
in Alaska at all. People playing up to radical environmentalism and
people playing politics in that way are not going to make this coun-
try any safer and any more oil independent.

So today I would like to just throw this to the Secretary. What
about supply? Isn’t supply an important part of the equation rather
than just trying to put restrictions on the size of the automobiles
Americans can drive?

Secretary ABRAHAM. As I said in my opening statement, our plan
was based on both improvements in energy efficiency and conserva-
tion on the one hand and increasing supply on the other. Within
the area of supply we need to diversify the sources. And just for
the record I would just point out that if one looks ahead 20 years
in terms of energy demand in this country, in the absence of struc-
tural and efficiency gains on the consumption side, our energy de-
mand in this country would increase by 70 to 80 percent.

Our energy plan contemplates offsetting more than 60 percent of
that increase with conservation, efficiency, and structural changes
and less than 40 percent, in fact, about a third, through increases
in production, part of which we believe has to come from within the
United States. If you look backward over the past 10 years, what
you see is almost no increase in the domestic production of energy,
and that, in fact, is a troubling statistic.

Chairman HYDE. The gentleman’s time has expired. The Chair
notes that we have a second panel of very important witnesses that
the Chair is anxious to get to. There is a 1 o’clock conference for
Republicans on some important matter, which I think they will
want to attend, and so I am going to arbitrarily limit the ques-
tioning of this panel to Ms. Berkley and Mr. Issa, with the indul-
gence of Mr. Royce and Mr. Chabot and Mr. Delahunt. We will go
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to you two for questions, and then we will excuse this panel and
get to our next panel. Ms. Berkley.

Ms. BERKLEY. Thank you, Mr. Chairman, for holding this very
important hearing. Welcome, Secretary Abraham and Under Sec-
retary Larson. It is a pleasure to have you. Five minutes, although
I appreciate the 5 minutes, is simply not enough time to convey the
concerns and fears that my constituents have about this Adminis-
tration’s energy policy. I would appreciate if you could respond to
some questions that I have regarding the energy policy, a policy
that, quite candidly, baffles me and poses major health, environ-
mental, and economic hazards to the people that I represent in Ne-
vada.

This Administration, and I think we are all in agreement that we
need to get away from foreign energy sources, this Administration,
of course, is well aware of the numerous problems in the Middle
East. Nations with strong anti-American sentiment, undemocratic
regimes, pervasive deadly terrorist activities—these are not nations
obviously upon which we should be dependent for our energy
needs. So I agree with the Administration’s position and desire to
get away from our dependence from foreign oil sources, energy
sources.

Where I part company with the Administration is on the solu-
tion, and, of course, a key component of the Administration’s en-
ergy policy is increasing reliance on nuclear power. I know that the
Administration is well aware that nuclear power produces deadly
nuclear waste. You are also well aware that al Qaeda and other
terrorist groups are looking for dirty bomb material. Yet with all
of that knowledge, this Administration is actively lobbying to ship
77,000 tons of deadly, high-level nuclear waste across this country
to store at Yucca Mountain, Nevada, a location, I might add, that
experienced an earthquake a week ago that registered 4.4 on the
Richter scale. That is thousands of shipments of nuclear waste
across 45 states near the homes, churches, synagogues, schools,
hospitals that millions of Americans live near. These waste trans-
ports are exactly the type of target-rich environment al Qaeda is
looking for. In the wake of 9/11 we cannot afford, and I am sure
we are not that naive to believe that we are safe from people who
would give up their lives to end ours.

Our government’s own statistical models show we can expect be-
tween 50 and 300 accidents involving nuclear waste. People make
mistakes. Accidents happen, but an accident involving nuclear
waste can be catastrophic, exposing whole communities to radiation
and utterly destroying the environment for nearly a quarter of a
million years. And I might bring to your attention, although I am
sure I do not have to, that on May 26th a barge crashed into Inter-
state 40. The bridge collapsed in eastern Oklahoma, knocking down
more than 500 feet of roadway. That bridge was on a major trans-
portation route for nuclear waste. Had instead of 10 cars gone in
the river one truck carrying canisters of nuclear waste, those can-
isters would now be at the bottom of the river, unretrievable, I do
believe.

Now, my concern, and the questions I would like you to answer
for me, is exactly how much does this Administration plan to ex-
pand the nation’s nuclear energy production over the next 10 to 20
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years? What will we do with the continuing creation of nuclear
waste? Even if we transport the 77,000 tons safely, which I do not
believe we can, we will continue to generate nuclear waste at the
nuclear reactor sites. What are we to do with that nuclear waste?
Are we going to find another site? Are you going to expand Yucca
Mountain to include this as well? And after all of this expenditure
estimated by the Department of Energy’s own numbers, $50 billion
to $350 billion, to put this nuclear waste in a hole in the Nevada
desert we will not have solved the problem of nuclear waste in this
country because we will still have it, and we will have it for
250,000 years.

Ought we not be spending that money to put it into renewable
energy sources? Let us harness the sun, harness the wind. Let us
put more money, not the paltry 3 percent that has been proposed
in Fiscal Year 2003 for renewable energy sources—why not instead
of putting those billions into a hole in the Nevada desert, ought we
not be spending that money searching for renewable energy
sources? That is all I have to say.

Chairman HYDE. That calls for a yes or no.

Secretary ABRAHAM. We are for all of the above. Mr. Chairman,
I would be happy to try to answer and comment. I do feel com-
pelled to comment on several of the points that were made in addi-
tion to the specific issue that was raised by the congresswoman, if
I could have a few minutes to do so—I know the time ran over—
or I could do it in writing.

Chairman HYDE. Well, Mr. Secretary, they have just called a
vote, so I do not think:

Secretary ABRAHAM. Could I submit in writing, then, a response?

Chairman HYDE. Absolutely.

Ms. BERKLEY. I would be pleased to accept these answers in writ-
ing, and I appreciate the fact that you called ahead of time and
asked, but I wanted to hear your opening remarks before I sub-
mitted questions.

Chairman HYDE. We will run over and vote and then come back.
Unless Mr. Issa would like to waive his question period, we could
release this panel.

Mr. IssA. Mr. Chairman, if I could have just 2 minutes, I would
be that brief, that we could then adjourn.

Chairman HYDE. All right. Go ahead, and then we can release.

Mr. IssA. Thank you, Mr. Chairman. I will submit my questions
and ask for your answers in writing so that we waive that portion
of it. I am pleased to know that the Committee on International
Relations has broadened its jurisdiction to include such domestic
issues as Yucca Mountain. I would like to disassociate myself with
the gentlelady from Nevada for good and valid reasons. I would
like to commend the Administration for their making the tough
and often politically unpopular decision to take the waste products
of 30 years of nuclear production plus the remainders of the Cold
War and move them to places that are comparatively far safer.

I would like to ask just one question that I think needs to be
asked. If the Administration’s position has been that we need to
have greater, both domestic and worldwide, production and greater
energy alternatives and greater conservation, then, in fact, isn’t it
this body that has made the Under Secretary and Secretary Abra-
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ham’s job of international relations more difficult because every
time we import more oil, need more of the world’s supply, do not
conserve, and do not find domestic sources and domestic alter-
natives to oil we, in fact, tie your hands in diplomacy?

Mr. LARSON. Thank you. As a person who has served in the Ad-
ministrations of both parties and worked on this issue for a num-
ber of years, I think the hard realities we talked about at the be-
ginning have been something that successive Administrations have
faced. I think that all of the things you mentioned, Congressman,
are things that we have to do, and there is no silver bullet to get
energy security. We have to work on the domestic agenda, both
production and conservation, and on the international agenda of di-
versified supply. We have to be prepared to deal with disruptions
if they happen, and we do have to realize that this is a bipartisan
national security issue. It is something that affects the ability of
the United States to run an independent foreign policy. I think the
sorts of policies that we have been pursuing do prevent us from
being held hostage, but I think we have to continue to work on this
if we are going to have an independent foreign policy.

Mr. IssA. Thank you, and thank you for your indulgence, Mr.
Chairman.

Ms. BERKLEY. Mr. Chairman.

Chairman HYDE. Very well. Before I yield to you, I just want to
say that I think Yucca Mountain and the disposal of nuclear waste
has a direct bearing on the international problem of energy. Nu-
clear energy is one solution to our dependence on foreign petro-
leum, and the consequences of nuclear energy domestically are in-
extricable from the overall problem, so I do not think it was far re-
moved to permit discussion of Yucca Mountain.

And now Ms. Berkley has some three or four words to impart.

Ms. BERKLEY. Mr. Chairman, thank you for your graciousness.
And, Mr. Issa, if you think this is so commendable, I would gladly
let you keep this nuclear waste in San Diego and keep it out of the
state of Nevada.

Chairman HYDE. Mr. Schiff?

Mr. ScHIFF. Mr. Chairman, thank you, and I will keep this very
brief. I know we are rushing off to catch a vote. Mr. Secretary, Mr.
Under Secretary, I appreciate your testimony today. I want to
make a very brief point and then pose a question that maybe you
can submit an answer in writing, and that point is this.

I believe in the technological capability of the American people,
their entrepreneurial ability, and I know you have that same faith
in our ingenuity, in our scientific prowess. I am concerned we are
missing a great opportunity to set a goal of dramatic reduction in
our dependence on fossil fuels over the next decade. This is a dra-
matically attainable goal that would reduce our dependence on for-
eign sources of oil. It would negate the need to even debate the
rancorous issues of exploration of drilling in Alaska or elsewhere.

If we accept the same premise that we have with the star wars
missile defense, that there is nothing technologically this country
cannot do, then to incentivize to develop new technologies, renew-
able energy sources, hybrid vehicles, this is a win-win answer for
this nation’s future. It develops new industries, new profit centers.
It reduces our dependence on oil. It cleans the air and the environ-
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ment. It is such a winner for this country, and it is so techno-

logically doable, I just want to add my voice to those that would

urge, regardless of how the votes may line up at the moment in

dConﬁress, this is the best thing for this nation’s future. And we can
o this.

I would just ask in terms of your written response that you give
me an indication of what role in terms of our future energy sources
do you think in the next 10 or 20 years we can cultivate from alter-
native sources, and then if you would compare that with how much
money in the current energy bill we are devoting to that new en-
ergy technology. I would like to see if there is a match there be-
tween where we are putting our resources and where we think our
future is.

Secretary ABRAHAM. I would be happy to. I just would note for
the record that the submission which our Administration made for
this year’s budget in the areas of energy efficiency and renewable
energy is the largest request Congress has received from any Ad-
ministration in over 20 years. And so we share that view that tech-
nology is the key. What we are trying to do is to look at those tech-
nologies that get us beyond the current debate, and I will be glad
to share some of those ideas.

[The information referred to follows:]

RESPONSE SUBMITTED IN WRITING BY SECRETARY SPENCER ABRAHAM TO QUESTION
ASKED BY THE HONORABLE ADAM B. SCHIFF, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF CALIFORNIA

This Administration shares your interest in reducing U.S. dependence on im-
ported oil. Our policy, as presented in the National Energy Policy, will increase and
diversify our nation’s sources of traditional and alternative fuels in order to furnish
families and businesses with reliable and affordable energy, to enhance national se-
curity, and to improve the environment. As I stated for the record at the time of
the hearing, the Department’s Office of Energy Efficiency and Renewable Energy,
in the President’s FY03 Budget Request, is seeking more funding for these purposes
than Congress has appropriated for any year in the past 20. Part of this budget is
devoted to developing alternative energy supplies and transportation efficiency ad-
vances that will reduce our need for imported oil.

As is discussed in the National Energy Policy, natural gas and propane offer the
greatest potential for market growth in the short term. Ethanol vehicles offer tre-
mendous potential if ethanol production can be expanded. Electric vehicles could
reach large numbers in the future if technology breakthroughs help bring costs
down and increase driving distance. Fuel cell vehicles operating on compressed hy-
drogen offer long-term potential.

With an eye to the mid- to long-term, DOE’s research focuses primarily on devel-
oping bio-resources to produce ethanol, hydrogen supply and fuel cell vehicles. In
addition, our research on advanced engines and drive trains, such as hybrid electric
vehicles, may double or triple the efficiency of current vehicles. This will give us the
future tools needed to lessen our need for oil imports.

I look forward to working with you on the current energy bill to ensure that we
are investing in new technologies that will lessen our future need for imported oil.

Chairman HYDE. The Committee stands in recess. The first panel
is released from your imprisonment, and we thank you for your tes-
timony. We will start with the second panel right after the vote.
Thank you.

[Whereupon, at 12:17 p.m., a brief recess was taken.]

Chairman HYDE. The Committee will come to order. Our second
panel today is led by Dr. Daniel Yergin, Chairman of Cambridge
Energy Research Associates, who is a highly respected authority on
energy policy and international politics and economics, having re-
ceived the United States Energy Award for Lifelong Achievement
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in energy and the promotion of international understanding. He
has written several highly acclaimed books, the latest, receiving
wide attention for its analysis and narrative of how the world is
changing its mind about markets, has received the Pulitzer Prize
for general nonfiction.

Dr. Yergin is a board member of the United States Energy Asso-
ciation, a member of the National Petroleum Council, and a mem-
ber of the U.S. Secretary of Energy’s Advisory Board. He is a trust-
ee of the Brookings Institution, a commentator for Marketplace
Radio. Dr. Yergin received a B.A. from Yale and a Ph.D. from Cam-
bridge University, where he was a Marshall Scholar. He holds hon-
orary degrees from the University of Houston and the University
of Missouri.

Our second panelist is the Honorable Frank Gaffney, Jr., Found-
er, President, and Chief Executive Officer of the Center for Secu-
rity Policy, a not-for-profit, nonpartisan, educational corporation es-
tablished in Washington, DC under Mr. Gaffney’s leadership, the
Center has been nationally and internationally recognized as a re-
source for timely, informed, and penetrating analysis of foreign and
defense policy matters.

Mr. Gaffney also contributes actively as a columnist or contrib-
uting editor for the Washington Times, Defense News, Investors
Business Daily, National Review Online, American Spectator On-
line, and other online reviews. He is featured weekly on nationally
syndicated radio and appears frequently on national and inter-
national television programs. His op-ed articles have appeared in
the nation’s leading newspapers, such as the Wall Street Journal,
the Washington Post, the New York Times, and many others.

Mr. Gaffney was nominated by President Reagan to become As-
sistant Secretary of Defense for International Security Policy, in
which capacity he served until the close of the Administration. He
chaired the prestigious, high-level group, NATO Senior Political
Military Committee, and represented the Secretary of Defense in
key U.S.-Soviet negotiations. During his career he also served as
Deputy Assistant Secretary of Defense for Nuclear Forces and
Arms Control Policy, as a professional staff member on the Senate
Armed Services Committee, and as an aide to the late Henry M.
“Scoop” Jackson, the Senator from Washington. He holds a master
of arts degree in international studies from Johns Hopkins Univer-
sity School of Advanced International Studies and a bachelor of
science in foreign service from Georgetown University School of
Foreign Service. We look forward to hearing from you, Mr. Gaffney.

As our final panelist, we welcome the former Deputy Secretary
of the Treasury and former U.S. Ambassador to the European
Union, the Honorable Stuart Eizenstat, now a partner of the law
firm Covington & Burling. Ambassador Eizenstat’s work focuses on
international business transactions and regulations and on resolv-
ing international trade problems.

Ambassador Eizenstat has held a number of key positions during
his 15 years of government service. He was President Carter’s
Chief Domestic Policy Adviser, Executive Director of the White
House domestic policy staff. In addition to serving as Deputy
Treasury Secretary, he was Under Secretary of State for Economic,
Business, and Agricultural Affairs and Under Secretary of Com-
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merce for International Trade. He received the highest depart-
mental awards for his service from Secretary of State Christopher,
Secretary of State Albright, and Secretary of the Treasury Sum-
mers. When he served as Ambassador to the European Union, Am-
bassador Eizenstat had a prominent role in the development of key
international initiatives, including the negotiation of the trans-At-
lantic agenda with the European Union, development of the trans-
Atlantic business dialogue among European and U.S. CEOs, the
negotiation of agreements with the European Union regarding the
Helms-Burton Act and the Iran-Libya Sanctions Act, the negotia-
tions of the Japan Port Agreement, and the negotiation of the
Kyoto Protocol on Global Warming.

Ambassador Eizenstat earned a B.A. cum laude and phi beta
kappa in political science from the University of North Carolina at
Chapel Hill and received his J.D. from Harvard in ’67. He has prac-
ticed law for 20 years in Atlanta and Washington, and we thank
you for coming today, Mr. Ambassador.

I would ask you to each summarize, if you can, in give or take
5 minutes. Your full statement will be made a part of the record,
and I am really grateful for your patience. We will start with Dr.
Yergin.

STATEMENT OF DANIEL YERGIN, Ph.D, CHAIRMAN,
CAMBRIDGE ENERGY RESEARCH ASSOCIATES

Mr. YERGIN. Mr. Chairman, Members, I am very pleased and
honored to be here and be part of this distinguished panel on oil
diplomacy. I think we can say that the era of energy security began
when Winston Churchill converted the British Navy from coal to oil
on the eve of the First World War. At that time, this meant shift-
ing from dependence on Welsh coal to Persian, that is, Iranian oil.
He gave a maxim that is still a maxim today, that “security and
certainty in oil lie in variety and variety alone.” That underpins
this hearing today.

Energy security concerns are on the table again. It turns out that
for a decade we had an exaggerated sense of security, including en-
ergy security, and we are coming to terms with the new reality.
Why has energy security come to the fore? Again, we have heard
some of the reasons today: the rise in U.S. oil imports, turmoil in
the Middle East, market pressures. And there is something that we
did not hear—that there is a new concern, in addition to the tradi-
tional concerns about the flow of oil—about the security of our en-
ergy infrastructure within our country, which is part of the overall
focus on homeland security.

Although forgotten during the new economy mania, our $10.3
trillion economy actually rests on an energy foundation. Some 93
percent of that foundation is provided by oil, natural gas, coal, and
nuclear power. It is quite a range. Oil, at 20 million barrels a day,
provides 40 percent of the total, natural gas is 23 percent. This
goes right down to wind, though growing, and solar, which are be-
tween Y10 and %10 of 1 percent. Overall, the U.S. consumes about
a quarter of the world’s oil, while we are about a third of the
world’s GDP.

The simple reason that U.S. oil imports are going up is that U.S.
demand has been increasing for many years more rapidly than pro-
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duction, which is increasing only modestly. Oil is a strategic com-
modity. The issue is not whether we should or should not import
oil, but how to avoid being in a position that makes us vulnerable
to disruption. Unless we are able to imagine some Draconian regu-
lations or a series of technological breakthroughs that are not now
apparent, the practical question does not revolve around substan-
tial reductions in imports. Rather, the first challenge is simply to
stabilize them. There is no simple answer or simple formula. Con-
servation has a significant role. Stabilizing or increasing domestic
oil production is also important, and alternatives and new tech-
nologies are very important.

What I would like to do is just offer eight common-sense observa-
tions about energy security that I think are lessons of the last 25
or 30 years. Number one: Recognize there is only one oil market.
We are part of it. Number two: Churchill’s maxim about variety
still holds true today. One of the key guarantors of security is di-
versification of supplies, which has been a major U.S. policy. Three,
emergency stocks, such as the Strategic Petroleum Reserve, are a
front-line defense against disruption, but it is important that their
value not be undermined and devalued by turning them into mar-
ket management schemes that confuse temporary price volatility
with serious disruptions. And as part of that, too, spare capacity
of the world oil market is very important.

Fourth, the oil market is much more flexible than it was in ear-
lier decades. Intervention and controls can be highly counter-
productive. Stu Eizenstat has lived through that experience. And
after all, when we look back, we can see that the famous gas lines
of the 1970s were largely home made, the result of controls that
prevented moving gasoline to where it was needed from places
where it was not needed. Fifth, we need to be pursuing cooperative
energy relations with other importing countries.

Sixth, we have got to keep in mind that government can do a lot
to allay panic—which is one of the threats of disruption—with
good-quality information and also facilitating the exchange of infor-
mation. Seventh, we ought to remember, and this is important to
this Committee, that most oil exporting nations recognize the mu-
tuality of interests between producers and consumers, and they are
deeply interested in security of demand, and so good relations are
a key element of energy security. And finally, a healthy, techno-
logically driven domestic energy industry is part of energy security.
So is a commitment to research and development and innovation
across a broad spectrum that takes into account current and future
environmental considerations.

What is the basic picture? The Middle East provides about 30
percent of total oil production. Sixty-six percent of reserves are con-
centrated there. When we look out at Cambridge Energy, we see
world supplies over this decade growing by over 20 percent. Some
of the most noteworthy growth will be in Eurasia, which means
Russia and the Caspian, West Africa, Latin America. The deep
water Gulf of Mexico is also important, and I would caution this
Committee, given some of the things I have heard, about being too
pessimistic about U.S. supplies. But at this point it still appears
that the largest growth will be in the Middle East. This growing
capacity around the world, over 20 percent—will be necessary to
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meet growing demand, led by countries like China and India.
China today is the world’s third largest oil importer.

But we need to remember that prospects for future oil supplies
are not fixed. They will be determined by economics, by politics, by
public policy, and technology. Whatever part of the world one is
talking about, one critical factor will be the stability and reason-
ableness of the investment environment and its openness to foreign
investment.

The second thing that needs to be taken into account is the time
frame. We have a $10.3 trillion economy. There is no qulck button
to push on energy. An inevitable “law of long lead times” seems to
govern when it comes to oil and gas development. Projects unfold
over 10 or 15 years. This reinforces the need to shape the invest-
ment environment that meets the needs of both host governments
and international companies over time.

Just to give a few key numbers, and then I will stop, one is, as
we look out over the next 10 years, we see Middle East production,
based upon what we know today, increasing by about 7 million bar-
rels a day. Very significant is growth in Russian oil and Caspian
oil production by about 50 percent—that is, by 4 million barrels a
day. There is a conjunction of the modernization of the Russian oil
industry and our new strategic relationship between Russia and
the United States, and this is one of the important reasons to con-
tinue strengthening and broadening our political and economic re-
lations with the Russian government and with Russia in a very im-
portant area where the U.S. Government can make a contribution.

West Africa, another source of growth, can grow by almost 60
percent. Many issues are there to be dealt with, including helping
to strengthen state institutions, improving political relations with
West African countries, and developing domestic and regional gas
markets.

Mr. Chairman, you spoke about Latin America and the hemi-
sphere. We can see growth there, but there are important issues
about this post-reform environment in Latin America, issues about
investment in Venezuela in particular and how countries go about
sorting out and balancing their needs.

I began my remarks by quoting a British Prime Minister, Win-
ston Churchill. I would like to conclude by quoting another British
Prime Minister. I was talking with Margaret Thatcher when we
were doing our Commanding Heights project, and at the end of the
conversation she said to me, “Do not forget Thatcher’s Law.” Since
I did not know what Thatcher’s Law was, I asked her, and she
said, “Thatcher’s Law is the unexpected happens. Prepare for it.”
And that seems to be pretty good advice when we are talking about
energy security. Thank you.

[The prepared statement of Mr. Yergin follows:]

PREPARED STATEMENT OF DANIEL YERGIN, PH.D, CHAIRMAN, CAMBRIDGE ENERGY
RESEARCH ASSOCIATES

I. INTRODUCTION

I am very pleased and honored to be invited by the Committee on International
Relations to participate in this very important hearing on “Oil Diplomacy.” I am
here in my individual capacity as an analyst of these issues, and am not rep-
resenting Cambridge Energy Research Associates or it is views, nor those of any
other organization with which I am affiliated. Energy security is a subject that has
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much engaged me for over 25 years. It constitutes one of the major themes of The
Prize: the Epic Quest for Oil, Money, and Power.

I would like to begin by observing that energy security has recurrently been an
issue since the rise of industrial society more than a century ago. The precise begin-
nings may well have been when Winston Churchill, as First Lord of the Admiralty,
converted the Royal Navy from coal to oil on the eve of the First World War. As
a result, the Royal Navy moved from Welsh coal as the source of its propulsion to
Persian-Iranian—oil. Confronted by this new risk, Churchill articulated a principle
of energy security that is no less apt in the first decade of the twenty-first century:
“Safety and certainty in oil lie in variety and variety alone.”

Over the century since Churchill’s decision, energy security has persistently come
to the fore. It was a very critical dimension in World War II. In the decades after
World War II, there were five Middle East crises that either disrupted or threatened
to disrupt the world oil supply system.

Of course, we are not in a crisis situation today. But energy security is front and
center again—for the first time since the Gulf Crisis a decade ago. At that time,
the imminent threat was that the breadbasket of world oil production—the Persian
Gulf—would fall under the sway of Saddam Hussein, enabling his regime to trans-
late oil into political, economic, and military power—and into weapons of mass de-
struction.

A decade later, energy security concerns are once again on the table. Events dem-
onstrate that, with the end of the Cold War and the resolution of the Gulf Crisis,
we passed into a decade of exaggerated confidence about security. That includes en-
ergy security.

My objectives in today’s hearing are three-fold.

First—to provide the Committee with a clear framework for understanding our
national energy position.

Second—to identify key axioms for thinking about energy security.

Third—to relate our international relations in various regions—including Russia,
West Africa, and Latin America—to the future of oil supply.

We need to begin, however, by asking why energy security has come to the fore
again:

Rise in U.S. Oil imports. A quarter century ago, at the time of the 1973 oil crisis,
the United States imported 36 percent of its oil. Today, it’s 56 percent.

Turmoil in the Middle East. There is growing concern that the Middle East could
be destabilized by a number of factors—Iraq, terrorism, al-Queda, demographic
pressures, Israeli-Palestinian conflict, generational change.

Market pressures. Energy price spikes in recent years have—in this post-new
economy world—reminded us of the importance of energy.

Vulnerability. To all this, add a new concern in addition to the traditional con-
cerns about the flow of oil—the security of our energy infrastructure, part of the
overall focus on homeland security.

II. OUR ENERGY POSITION

Our $10.3 trillion economy rests on an energy foundation. Some 93 percent of that
foundation is provided by oil, natural gas, coal and nuclear power. (Oil—at about
20 million barrels per day—alone provides 40 percent of the total. Natural gas is
23 percent). Another 2 percent is hydropower; and biomass also provides 3 percent.
Wind, though growing, and solar provide one-tenth of one percent—the equivalent
of about 75,000 barrels per day. It is noteworthy that the United States consumes
about a quarter of the world’s oil, while its GDP is about a third of total world GDP.

Imported oil meets over 50 percent of our total oil consumption. (See Table 1) Sev-
enty percent of our imports come from the following six countries. Two are Middle
Eastern; three, Western Hemisphere; one, West African.

Table 1—U.S. Oil Imports—1st Q 2002

(million barrels per day)

Canada 1.84 mbd
Saudi Arabia 1.50 mbd
Mexico 1.47 mbd
Venezuela 1.45 mbd
Iraq .83 mhd
Nigeria .53 mbd

Source: USDOE, Monthly Energy Review
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The simple reason that United States oil imports are going up is that U.S. de-
mand has for many years been increasing more rapidly than production, which is
increasing only modestly.

The prospect of rising oil imports has caused concern in the United States ever
since we became a net importer in the late 1940s. After all, the United States pro-
vided six out of seven of all barrels of oil used by the Allies in the Second World
War. For 30 years, “energy independence” has been a recurrent cry. Yet, during
these years, we have become more integrated in into the world economy in many
ways that have contributed to higher standards of living and higher employment.
This integration emerged as one of the major themes of our new PBS series, Com-
manding Heights: the Battle for the World Economy. Some of the more startling ex-
amples: U.S. foreign trade doubled during the 1990s and is now equivalent to 25
percent of GDP, compared to 10 percent a couple of decades ago. Americans made
200 million overseas phone calls in 1980. By the end of the 1990s, that number was
over 5 billion. One out of seven U.S. manufacturing workers is employed by a non-
U.S. owned firm.

Oil, however, is a strategic economy. The issue is not whether we should import
oil, but, rather, how to avoid being in a position that makes us vulnerable to disrup-
tion. Unless we are able to imagine some draconian regulations or a series of tech-
nological breakthroughs that are not now apparent, the practical question does not
revolve around substantial reductions in imports, but rather about stabilizing them.

But how to do that? There is no single answer or formula.

Conservation has a significant role. We have already made a good deal of
progress. Today, the amount of oil used per unit of GDP is only half of what it was
in the 1970s.

Stabilizing or increasing oil production is also important. Technology has meant
extraordinary strides in the capabilities and efficiency of oil production within a
strong environmental framework. The deepwater Gulf of Mexico is the major reason
that U.S. is increasing—offsetting strong declines elsewhere. But the ability to con-
tinue to increase production will depend, more than anything else, on policy deci-
sions made on access to resources.

New technologies, particularly in the transportation sector, will be important—al-
though this will only unfold over time, as the U.S. vehicle fleet cannot quickly turn
over. While there is much discussion about the fuel cell, it does not seem imminent
as a competitive technology in transportation. It appears that we will see the big-
gest medium-term impact from hybrid vehicles—part internal combustion, part bat-
tery-driven.

III. PRINCIPLES OF ENERGY SECURITY

Being that the United States will be a large oil importer—the world’s largest—
for some years to come, what are key principles for thinking about energy security.
Based upon the experience of the United States over the last 30 years, I would offer
the following common-sense observations:

1. Recognize that there is really only one oil market. The United States is part
of a global oil market, an extraordinarily huge logistical system that moves
77 million barrels of oil around the world every day. Our security resides in
the stability of the overall market.

2. Churchill’s maxim of 90 years ago still holds true—diversification of supplies
is one of the key guarantors of security and this has been an important ele-
ment of United States policy since the 1970s.

3. Emergency stocks, such as our Strategic Petroleum Reserve, are a front-line
defense against disruption. But their value should not be devalued and un-
dercut by turning them into a market-management schemes that confuse
temporary hikes—seasonally-induced or the result of regulatory-induced bal-
kanization of the gasoline market—with a serious disruption.

4. The oil market is far more flexible than it was in earlier decades. Interven-
tion and controls can be highly counter-productive, hindering the system
from readjusting. As tough as it is, resisting the temptation to micro-manage
markets can be one of the most significant contributions of public policy.
After all, the famous gas lines of the 1970s were largely home-made—the re-
sult of controls that prevented moving gasoline to where it was needed from
places where it was not needed.

5. Pursue cooperative energy relations with other importing nations, whether
they be the other industrial nations, the new “globalizers” like China and
India that will be the most rapidly-growing importers of oil, or the poor na-
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tions. These can be pursued on a multilateral basis, as with the Inter-
national Energy Agency, or bilaterally.

6. Government can allay the panic that creates self-fulfilling prophecy through
quality information and by facilitating the exchange of information within
the industry that makes possible more rapid adjustment.

7. Most oil exporting nations recognize the mutuality of interest and are deeply
interested in “security of demand”—stable commercial relations with their
customers, whose purchases often provide a significant part of their national
revenues. Thus, we should be maintaining strong dialogues on a consistent
basis with the exporting nations.

8. A healthy, technologically-driven, domestic energy industry is part of energy
security. So is a commitment to research and development and innovation
across a broad spectrum that takes into account current and future environ-
mental considerations.

IV. TODAY’S OIL SUPPLY—AND TOMORROW’S

The following table provides the basic outline of share of world oil production and
world oil reserves. (See Table 2) As is evident, the Middle East provides about 30
percent of total world liquids production. One of the most noteworthy features since
the 1970s is the significant growth in non-OPEC production. Reserves is a different
story. A far larger share of world oil reserves—66 percent—is concentrated in the
Persian Gulf region.

Table 2—Regional Shares (per cent)

World Liquids
Production Reserves
North America 17.6 5.4
us. 9.9 2.1
Canada 3.1 0.4
Mexico 45 2.8
Middle East 29.8 66.6
Saudi Arabia 11.6 255
Iran 4.9 8.7
Iraq 32 11.0
Kuwait 2.8 9.3
Africa 10.0 73
Asia/Pacific 9.5 43
Latin America 8.6 9.3
Europe 8.7 1.9
Eurasia 11.0 5.4
Russia 9.0
Other 4.0

Source: Cambridge Energy Research Associates and Sun Micro-
systems, Global Oil Trends 2002

We see significant growth in world oil supplies over the rest of this decade—meas-
ured in terms of additions to capacity, something on the order of a 22 percent in-
crease. (See attached graphic/table “World Liquid Productive Capacity”). Some of the
most noteworthy growth will occur in Eurasia (Russia and the Caspian), West Afri-
ca, and Latin America. The deepwater U.S. Gulf of Mexico is also very important.
But the largest growth, at least this point, looks to be in the Middle East. (See at-
tached graphics, “Shifts in World Productive Capacity” and “Shifts in World Liquid
Capacity”)

The overall growth in capacity will be required to meet rising demand from devel-
oping countries, led by China and India. (China’s oil consumption has doubled since
1990, and today China is the world’s third largest oil consumer—and is rapidly mov-
ing up on Japan).

But we need to remember that the prospects for future oil supplies are not fixed.
They will be determined by economics, politics, public policy, and technology. What-
ever the part of the world one is talking, one critical factor will be the stability and
reasonableness of the investment framework and its openness to foreign investment.
The second thing that needs to be taken into account is time frame. There is no
quick button to push. An ineluctable “law of long lead times” seems to govern when
it comes to major oil and gas development. Projects unfold over five or ten or fifteen
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years. At every stage, the investors are managing risks. This reinforces the need to
shape investment environments that meet the needs of both host governments and
international companies over time.

V. RUSSIA AND THE CASPIAN

Russia and the Caspian have taken on new significance for the world oil market
over the last year. Waves of optimism and pessimism about the potential contribu-
tion of the former Soviet Union have swept over the world oil market in the last
decade. At one point, there was expectation that the Caspian region might be a new
“el dorado,” a new Persian Gulf. At other points, there was focus on the decline of
output from the Russian Federation.

CERA’s forthcoming study—The New Game: Russia, The Middle East, and World
Oil—identifies several factors that have come together to strengthen the confidence
about potential sizable growth from this area.

¢ The Russian oil industry is going through considerable modernization, as it
shifts from an industry that was the remnant of old Soviet ministries towards
that of independent oil companies seeking to operate at world standards. New
technology, new organization, and new attitudes are turning around the pro-
duction outlook. Observers are noting a shift in the outlook of the industry
toward an emphasis on efficiency and cost reduction. Transportation bottle-
necks are in the process of being reduced, although they are still significant.
The results can be seen in the sharp increase in production last year and this
year, as well as an increasing appreciation in the scale of reserves.

¢ After years of frustration and disappointment, Russia is now a higher priority
for significant investment on the part of Western companies that want to di-
versify their resources. As time goes on, world capital markets may well at-
tribute higher value to Russian oil reserves than they do today.

¢ The August 1998 financial crash in Russia was a great shock to Western in-
vestors. Russia has had several years of solid economic growth since, however,
combined with continuing market reform. This strengthens the confidence of
western investors and creates a more solid basis for economic and political co-
operation.

¢ The new strategic relationship between the United States and Russia pro-
vides a context for a growing energy relationship. And, in turn, the energy
relationship is a significant dimension of the overall relation.

What does this add up to in terms of additional oil production? Based upon what
is known today, we see strong oil growth coming out of Russia and the Caspian—
from 9 million barrels per day today to 13.2 million barrels per day—a 50 percent
increase. In addition, Russia has an enormous role as the “Saudi Arabia of natural
gas,” supplying large volumes to Western Europe and, in the years ahead, to grow-
ing economies of East Asia.

Of course, there could be further surprises that throw either Russian or the Cas-
pian off the new track. But it certainly has much stronger foundations than in the
past. The growth of oil supplies from Russia and the Caspian can be one of the most
important new contributions to stability in world oil markets—especially in the face
of non-OPEC declines elsewhere. The United States has many reasons to pursue
continued strengthening and broadening of our political and economic relations with
Russia. By developing further those relations in general, and working with the Rus-
sian government to facilitate energy development, the U.S. government can make
one of its most important contribution to energy security.

VI. WEST AFRICA: AT THE THRESHOLD

The upstream oil and gas industry in West Africa is at a threshold. After several
years of steady, but unspectacular gains in oil output, West Africa is on the cusp
of becoming a leader in global oil production growth. West Africa’s potential is mani-
fested by large oil discoveries in recent years offshore Angola, Equatorial Guinea
and Nigeria. Most new oil field developments are offshore, but not exclusively. Once
the Chad-Cameroon pipeline is completed, a billion barrels of hitherto untapped oil
reserves in southern Chad will begin to be exported to the global market. Many
American oil companies hope to participate in West Africa’s growth.

How significant is West Africa’s potential? West African oil production capacity
could increase from 4.3 million barrels per day (mbd) in 2002 to 6.8 mbd in 2010—
an increase of 58 percent. Based on CERA’s projections, approximately one out of
every seven barrels of global capacity growth could come from West Africa between
2002 and 2010. This growth could strengthen the diversification of United States
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oil imports and thus improve US energy security. The US is a natural market for
West African oil.

Angola and Nigeria account for the lion’s share of regional production capacity—
roughly 80 percent in 2002—but some of the smaller producers are likely to record
significant gains to 2010. Equatorial Guinea, which produced no oil until the mid-
1990s, could see production more than double from 0.25 mbd in 2002 to 0.55 mbd
in 2010. Chad could see its production grow from nothing to roughly 0.25 mbd in
the next several years. Oil has been discovered in Niger, but lack of an export pipe-
line is one of the factors preventing its reserves from being developed. Oil has yet
to be discovered in the waters offshore Sdo Tomé & Principe, but it is attracting
strong interest from oil companies as it makes preparations to license acreage.

West Africa’s potential is clear, but political and market factors could lead to re-
ality falling short of potential. The only certainty is that West Africa has tremen-
dous upstream growth prospects. If West Africa is to realize its potential for produc-
tion growth, three risks need to be successfully managed. A new CERA study, West
African Oil & Gas to 2020: Opportunity, Potential and Risk, identifies these risks:

¢ OPEC quota/Government policy. In all West African producers, government
policy—such as domestic content rules—could lead to slower than expected
growth.

¢ Marketing natural gas. Could the lack of market outlets for associated gas
production create indefinite delays for new oil field developments? If the gas
associated with an oil development can’t be re-injected or marketed, it could
threaten new oil field development. Developing outlets for gas production—
LNG, domestic/regional markets, gas-to-liquids—is essential for West Africa
to realize its growth potential. Gas could even spur real regional economic in-
tegration. A much discussed natural gas pipeline from Nigeria to Ghana
would, if it is built, represent a true milestone in regional integration.

¢ Political environment. Political instability—unexpected changes of govern-
ment or civil unrest or even war—could complicate exploration and develop-
ment by injecting delays and increasing uncertainty about who in government
makes the rules. Moreover, lack of political stability could result in simmering
conflicts over control of oil revenue that would preclude the use of such rev-
enue as an engine of economic growth and higher living standards.

The US government and international financial institutions could work together
with West African governments and oil companies to diminish some of the risks that
could lead to West Africa falling short of its potential for production growth. Such
policies could be focused on:

¢ Helping to strengthen state institutions. Weak government institutions in
West Africa often prevent oil revenue from being used as a catalyst of sus-
tainable economic growth and rising living standards.

¢ Improving political relations with West African countries. Strong ties between
US and West African governments can help expand oil company investments.
Strong ties would benefit other endeavors as well, such as security coopera-
tion.

¢ Developing domestic and regional gas markets. Given the large scale of nat-
ural gas reserves in West Africa-Nigeria’s gas reserves match those for oil-
gas could serve as the foundation for expansion of the region’s modest indus-
trial base. Abundant gas reserves also offer the possibility of rapid expansion
of power generation capacity. Development of regional gas markets, such as
the proposed Nigeria to Ghana gas pipeline, would lead to deeper economic
integration between neighboring states. A growing industrial base and rising
power supplies would create jobs and foster greater economic and social sta-
bility in West Africa’s oil producing states.

VII. THE WESTERN HEMISPHERE

A new decade for energy relations within the Western Hemisphere appears to be
upon us—one defined less by broad commitment to reform and opening of markets,
but rather more on tactical solutions. A number of factors are changing the perspec-
tive in Latin America—ranging from the economic collapse in Argentina, political
uncertainty in several countries, and the questioning of reform, to the global eco-
nomic slowdown and Latin perspectives on such problems as the California crisis.

Altogether, this adds up to a backlash against reform and market liberalization.
This suggests a new approach on the part of the United States towards energy rela-
tions with its neighbors to the South and this approach should begin with under-
standing the key issues for each of the countries.
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The US imports approximately 3.4 mbd of oil and oil products from Latin Amer-
ica. This represents approximately 30 percent of total oil and product imports.
Among the top 4 suppliers of oil and products are Mexico and Venezuela. The
United States also imports LNG from Trinidad and there are two LNG re-gasifi-
cation projects being considered in Mexico that would send some gas to the United
States. As importantly, there is a tremendous potential for new oil and gas supplies
in several countries in the region including Mexico, Venezuela, Brazil, Bolivia, Co-
lombia, Ecuador and Trinidad and Tobago. Venezuela alone has over 100 billion bar-
rels of proved reserves if—the Orinoco extra heavy reserves are considered. Clearly
Latin America represents an important future source of energy supply to the United
States, particularly when one considers that this supply is in close proximity to the
US; therefore transportation costs relative to Middle East supplies are lower. The
development of such supplies adds stability to the market. From the viewpoint of
the Latin American countries, energy exports constitute a very important source of
earnings.

Yet the large potential of Latin America is being undermined by serious political,
economic and regulatory issues in some of the key energy exporting countries. In
1999, CERA estimated that Latin America would produce upwards of 12.8 mbd by
2005. Its estimates have now dropped to about 11.3 mbd due to lower than expected
investments and low success rates.

The most extreme case is Venezuela. It used to be the largest exporter of oil to
the US but has now dropped to number four. Expectations are that liquid productive
capacity in Venezuela, and consequently exports from Venezuela, will actually fall
next year and remain flat in 2004. CERA estimates that capacity will average just
under 3 mbd in 2002, falling to about 2.8 mbd in 2003. This is due to a precipitous
decline in exploration and production investment both from the state owned oil com-
pany PDVSA and from the private sector. Rig counts, which were once as high as
110 have fallen below 40. Private sector investment has dried up due to the a com-
bination of high political risk under the regime of Hugo Chavez and the introduction
of draconian hydrocarbon law which some see as, effectively, a polite dismal of the
private sector.

Another difficult country in Latin America is Colombia, where exports to the US
have also declined due to drop off in liquid productive capacity from .7 mbd in 2000
to less than .55 mbd today. The security threat resulting form the guerilla attacks
have prompted a dramatic decline in private sector investment, and a significant
backing off by many large oil and gas companies in the face of this risk.

Mexico is a country that is committed to further reforms under President Vicente
Fox. But oil and gas sector remains closed to private sector investment. Clearly this
is constraining energy development. Of immediate concern, however, is the growing
need for imported natural gas supplies from the United States into Mexico. Devel-
oping new gas supplies is a key ingredient for Mexico’s future economic growth.

Another critical issue, beyond import/export issues, is the impact that inefficient
or insufficient development of hydrocarbon resources in these countries has on the
overall economic and political prospects. Mexico depends on hydrocarbons for over
35 percent of government revenues—for Venezuela, it’s nearly 60 percent of govern-
ment revenues. A decline in oil revenues means less money for education, health,
and social services. Any major fall in oil prices would have severe economic effects
on many of these countries,with significant political and social consequences. This
is something the US wants to avoid particularly in Mexico where poor economic con-
ditions lead to additional immigration pressures.

Realizing Latin America’s energy potential will require new investment from the
private sector. But that investment will be hindered by political, legal, and security
concerns. Solutions may not be found on a “hemispheric basis,” but on a basis that
addresses the specific situation of each country and helps each country address its
basic questions. Many of the energy-rich Latin American countries are grappling,
in one way or another, with a fundamental issue: how to maximize the value of hy-
drocarbons in the ground in order to provide a reasonable income stream for the
government and, at the same time, ensure the availability of reliable, reasonably-
priced supplies required to meet domestic demand and to fuel economic growth.

Chairman HYDE. Thank you, Dr. Yergin. Secretary Gaffney.
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STATEMENT OF THE HONORABLE FRANK J. GAFFNEY, JR.,
FORMER ASSISTANT SECRETARY OF DEFENSE FOR INTER-
NATIONAL SECURITY POLICY, PRESIDENT AND CEO, CEN-
TER FOR SECURITY POLICY

Mr. GAFFNEY. Mr. Chairman, thank you. I am going to try to
speak as quickly as I can in light of the time limits we are oper-
ating under. I would like to make four points about concerns that
I have bearing on national security with an energy perspective and
then five suggested areas that this Committee and American pol-
icymakers more generally might focus on to try to take corrective
action.

The first is the obvious concern that has been mentioned several
times this morning, and that is the distinct problem of our over-
dependence on foreign sources, particularly of oil and particularly
from the Persian Gulf. I think it is clear our ability to wage effec-
tively a global war on terror may be impinged upon, perhaps sig-
nificantly so, if our enemies are able to disrupt or otherwise inter-
fere with such energy flows.

Secondly, we are in the bizarre situation of relying among the
sources of Persian Gulf oil on Saddam Hussein, who President
Bush has, I think, properly determined must be replaced. It does
seem to me that our efforts to bring about regime change in Iraq
can only add urgency to the need to reduce the vulnerability of our
economy and that of our principal western trading partners to
probable, if we would hope, temporary disruptions of dislocations in
energy supplies from that region.

Third, something that Dr. Yergin just mentioned, I think we
have to keep our eye on China’s growing appetite for energy. The
fact of the matter is if you think about potential demand there, it
is simply staggering. As I understand it, if the Chinese economy
achieves per capita energy consumption levels comparable to those
of Japan, which I am told is approximately 16 barrels per day per
person, China alone would require some 70 percent of the world’s
current oil production. Should, on the other hand, the Chinese
reach contemporary American consumption levels, roughly 40 bar-
rels per person per day, the People’s Republic alone would require
more than the entire global production of oil. This is obviously a
formula for a conflict with China, and, indeed, it is not surprising
that the Chinese say, primarily for internal consumption, to be
sure, that a conflict with the United States is inevitable, and I
think that they are preparing for it.

It is also worth noting in that regard, as Dr. Yergin mentioned,
that they are working assiduously to develop relationships with oil
suppliers, most of them being what we call “rogue states.” They call
them “clients.” They are trading oil for advanced weaponry, in
some cases weapons of mass destruction-relevant technology.

Fourth, and finally in this respect, it has been mentioned, and
I think it is of great concern, we are waging a war against those
whose terrorist activities are made possible at least in part by the
proceeds of American and western oil purchases from the Persian
Gulf. Specifically, such purchases are clearly enabling Saudi sup-
port for our Islamist enemies. I would note that this is not a prob-
lem narrowly elsewhere in the world such as we have seen with
Wahhabist madrassas in places like Pakistan, Indonesia, and Ma-
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laysia. It is true here in the United States as well, where I under-
stand that perhaps as many as 80 percent of the mosques in this
country have their financing or their mortgages underwritten by
Saudi institutions and members of the royal family and so on.

I think we can no longer adopt, as we have, the sort of see-no-
evil attitude whereby we have tolerated the effort of the Saudi
Kingdom to channel internal opposition elsewhere by encouraging
virulent hostility toward America and her allies, most especially
Israel.

What is to be done? Very quickly, Mr. Chairman, and my col-
leagues, frankly, are vastly more knowledgeable about this, but
several things that I would commend to your attention. First, I
think there are opportunities, and more importantly, a gentleman
I would commend to your attention, Mr. John McCormack, an en-
ergy specialist in New York. There is an opportunity through
shrewd use of the Strategic Petroleum Reserve under certain cir-
cumstances, notably efforts by the Iraqis in the course of a war to
interrupt flows or perhaps the Saudis to manipulate prices, to
translate releases from our SPR in the near term for future energy
purchases at lower price levels. These so-called “oil time swaps”
may enable us to do two things: one, keep prices down somewhat,
but, more importantly, do precisely the kind of thing you are talk-
ing about doing in the North American Energy Alliance, as I think
you called it, and Dr. Yergin has talked about and others have, di-
versifying supplies particularly by promoting exploration and de-
velopment in places that are more reliable but at currently higher
prices.

Secondly, I think we need to do what we can in areas where con-
servation makes sense. It is hard to do this voluntarily under nor-
mal circumstances in a democratic society. You all know that better
than anybody. I think there are opportunities in a time of war for
America’s leaders to be asking their constituents to make sacrifices
as part of the war effort, particularly where it can be made clear
that the sums that we are now spending on energy in part are em-
powering the enemies we are now fighting. This is a no-brainer
that I think the public would respond to.

Thirdly, Jim Woolsey, a man I know you know very well, Mr.
Chairman, and others of the Committee, has done a lot of very in-
teresting work with the biotech industry in the area of using bio-
technology to greatly expand the potential of ethanol production,
using specifically genetically altered devices, cellulosic biomass, I
believe is the term, to get at the potential of using agricultural
products well beyond corn and other starches and including, by the
way, urban trash as sources of energy that can translate directly
into transportation fuel as a substitute for oil that we currently
have to import. I would commend his work and Senator Lugar’s,
by the way, in this field to you.

Fourth, it seems to me a no-brainer that we are going to have
to exploit nuclear power much more effectively in the future than
we have for the past 20 or 30 years. I commend personally the
Committee and your colleagues for approving the Yucca Mountain
repository, but I think we have got to move beyond that to a new
generation of safer technologies. I hope that some of the research
work that Secretary Abraham spoke about will, in fact, be brought
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on line as quickly as possible. Congress has a role to play there,
of course.

And finally, having spoken about energy steps that can be taken,
I think we clearly need to be making use of other instruments as
well to address the underlying problems I talked about a moment
ago. In particular, I believe we should not hesitate to bring to bear
on the Saudi government every form of pressure necessary to en-
sure that it ends officially sanctioned activities that incite and em-
power terrorism by its nationals and from its territory. An obvious
example is the authorized use of government-controlled media to
disseminate blood libels, fabrications, and other vicious, anti-Amer-
ican, anti-Israeli, and anti-western propaganda. In that regard, Mr.
Chairman, I would commend to your attention a very good profile
on Igal Carmone and the MEMRI organization, the Middle East
Media Research Institute, that appears in today’s Washington
Times. It is a source of excellent information, timely translations
of some of these materials from the Saudi government, Egyptian
government, and other controlled press and other sources.

Naturally, we should also be insisting that the Saudi government
perform far more comprehensively and effectively with respect to
the terrorist-related activities of private Saudi citizens and others
operating in and from Saudi Arabia.

You have your work cut out for you, Mr. Chairman. Thank you
for accommodating this and getting the rest of it in the record.

[The prepared statement of Mr. Gaffney follows:]

PREPARED STATEMENT OF THE HONORABLE FRANK J. GAFFNEY, JR., FORMER ASSIST-
ANT SECRETARY OF DEFENSE FOR INTERNATIONAL SECURITY POLICY, PRESIDENT
AND CEO, CENTER FOR SECURITY PoLICY

Mr. Chairman, I appreciate your courtesy in affording me an opportunity to con-
tribute to the Committee’s deliberations on the national security implications of U.S.
energy-related policies commerce and diplomacy in the 21st Century. Rarely have
such topics been more in need of your attention than at present.

ENERGY-RELATED CHALLENGES TO AMERICAN SECURITY

In the brief time available to me this morning, I would like to address four inter-
related areas of special concern from a national security perspective.

1) Over-reliance on the Persian Gulf: First, we and our allies are today heavily
dependent—in my view excessively so—upon foreign energy suppliers and, in par-
ticular, on oil from Persian Gulf sources. Our ability to wage effectively a global war
on terror may be impinged upon, perhaps significantly so, if our enemies are able
to disrupt or otherwise interfere with such energy flows.

2) Relying on Saddam Hussein: Second, incredible as it may seem, one of the larg-
est of our Persian Gulf suppliers is none other than Saddam Hussein of Iraq. I am
delighted that President Bush has determined that Saddam must be removed from
power and that Mr. Bush is preparing, albeit I fear far too slowly, to accomplish
that goal by force of U.S. arms. Obviously, American efforts to bring about regime
change in Iraq adds urgency to the need to reduce the vulnerability of our economy
and that of our principal Western trading partners to probable, if temporary, disrup-
tions or dislocations in energy supplies from the region.

3) China’s Growing Appetite for Energy: Third, even in the absence of such a vul-
nerability, the United States is likely to face increasing competition for energy from
the People’s Republic of China. The Chinese Communists have themselves increas-
ingly turned to foreign sources of oil in the hope of sustaining the PRC’s recent eco-
nomic growth rate—and their claim on power.

The potential magnitude of this problem is staggering. I understand that, if the
Chinese economy achieves per capita energy consumption levels comparable to those
of Japan (approximately 16 barrels per day per person