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Most imports of essential commodities which are in competition
with domestic products have at times become the subject of
controversies. These controversies arise from the obvious fact that
different segments of the importing country's economy amd seaurity are
differently - and usually conversely - affected by any given level
of imports.

In the economic sector, the imported commodity is bound to benefit
the consumer, since it must have some price, quality or service
advantage over its domestic competitor in order to maintain a
significant volume. Furthermore, it is bound to cause an increase in
the importing country's export trade. The converse factor of this
overall economic advantage is the decline of the domestic competitor's
share of the market. This may range all the way from total
elimination of the domestic industry to merely a deceleration of its
accustomed rate of growth.

The two;fold effect of essential imports on national security is
perhaps less obvious and not as traditionally recognized nor as
traditionally expounded, but it is there, nevertheless. All imports
conserve domestic national resources or channel them into more
efficient industries, while, at the same time, strengthening the
importing country's foreign trade policy, which is now universally
recognized as an important instrument of national security. The
converse factor here is the importing nation's increasing dependency
on foreign supply sources which may not be available under
circumstances adversely affecting the country's national security.

In this country the federal government is charged with preventing
any such adverse affect of imports on national security, under section
{ of the U, S. reciprocal trade law. However, there is a national
securlity aspect to most economic considerations and an economic aspect

in most national security matters. Thus, in order to carry out its



assigned duty, the government must attempt to establish the approximate

point at which the total advantages to the national welfare of the

importation of an essential commodity begin to be outweighed by the
total disadvantages to it. In a free economy, it is only when this
"peril point" has been reached, or when there is reasonable certainty
that 1t will shortly be reached, that the government should actively
intervene in any import controversy. If it intervenes without regard
to this specific peril point, which can be fixed only on the basis

of the most careful economic and strategic analysis, it may cause
severe harm to the best interests of our national security, since
restricting imports. prematurely, that is while their total effect

on the national welfare continues to be favorable, can be just as
damaging as fallure to act after such imports have become a threat to
the community.

We will now briefly examine the current oil import issue within
the framework of these considerations, looking first at the economic
and then at the national security effects of the current levd of oil
imports.

Firsg, the economic advantages of oll imports. These are so well
recognized that we need not restate them here in great detail.
Imported oil, on the whole, can be landed cheaper on the U. S. East
Coast and West Coast than domestic oil, despite the existing duty rate
equal to about 3% for medium and light crude oil and 11% for heavy
crude and fuel oil, This fact is reccgnized gé-all parties involved.
It is further recognized that this disparity between domestic and
foreign pricces is bound to grow since all signs indicate that the
domestic crude oill industry has reached the phase of diminishing
return inherent in the life cycle of all extractive industries, which

occurs when the same amount of productive effort yields a progressively
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smaller volume of output. The steady long-term decline of the quantity
of o0il found per foot drilled or per well completed is characteristic
of this development. On the other hand, production in most other
major oll countries, being comparatively new and undertaken on a
smaller scale, has not yet reached this stage, but rather is still
ascending toward the point of optimum return, Thus, there is no
question that, purely from the price point of view, the consumer
derives clear and growing benefit from each barrel of imported oil,
compared to a barrel of domestic oil in those areas where imports
can be lald down cheaper than domestic oil. (As of now, this can be
done only in the East Coast states and as far inland as Lake Erie, in
the three West Coast states and in northern Minnesota and Wisconsin.
In all other parts of the U. S. foreign oil is at present not competing
with the domestic product).

There 1s also general agreement that the proved reserves of the
major foreign oil-producing countries are considerably larger than
those of the United States, both in absolute terms and in relation to
current output, so that the question of how long foreign supply areas
can continue to ship oil to the U. 3. is moot. |

Another positive effect of oil imports about which there is no
dispute is its benefit to the U. S. exporter. Since oil is our
second largest import commodity, currently earning foreign nations
about $1.2 billion annually which they can and do use to buy goods
from the United States, it certainly contributes significantly to our
export trade, and thus to our total economic strength,

Yet, while there is general agreement on the economic benefits of
oll imports, an explosive area of disagreement exists on the question
of what, if any, harm oil imports cause to the economy. Such harm

as may be done would primarely affect the domestic oil producer, who
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is, therefore, the principal petitioner gmainst unrestricted imports.
His main opponent is, of course, the oil company with 1ts own foreign
oil production and/or with refineries in any of America's three oll
import regions.

Though these two interest groups are on different sides of the
fence on the question of imports, there are, nevertheless, some
important areas of agreement between them: (1) the importers
definitely do not wish to see the domestic oil industry destroyed
under any circumstances, if for no other reason than that virtually
all oil importers are also domestic producers; (2) the domestic
producers do not advocate, or even desire, a complete elimination of
all oil imports. This applies particularly to imports of heavy crude
0il, asphalt crude and residual fuel oil which account together for
nearly 45 percent of our total oil imports (heavy crude accounts for
some 20 percent of crude oil imports), The bulk of this heavy foreign
0il could be replaced from domestic sources only by using our lighter
crude oils which are more expensive, since price ¢ifferentials between
various types of olil are largely determined by their respective
gravities. For the specific, limited uses to which residual fuel oil
(the main product made from heavy crude) can be put, this would mean an
inefficlent use of a domestic natural resource as well as an even
higher price differential than exists generally between foreign and
domestic oil, This was fully recognized by the most famous spokesman
for the domestic oil producing industry, Gen., Ernest O; Thompson of
the Texas Railroad Commission, who stated before a Congressional
Committee in 1955, "...we could favorably import products that cannot
be economically made from our high gasoline-content crude.,"

Thus, the main controversy between the two groups centers on the

more than 800,000 barrels of competitive medium and light crude oil



which enter this country daily from abroad.

There 1s no doubt that each barrel of this imported oil displaces
a barrel of domestic crude oil., There is also no doubt that,
particularly in the last ten years, imports have increased at a
faster rate than domestic production. In 1946, imports of medium and
light crude oil (25 degrees gravity and above) were equivalent to
only 2.7% of domestic production. By 1950, the ratio had risen to
6.2%. In 1956, it came close to 10%, and for 1957 it will undoubtedly
be still higher, Thus, there can be no argument with the domestic
iIndustry's claim that it is losing a growing share of its traditional
market to imported oil.

But what we are interested in is not the domestic oil industry's
share of the market, but whether or not it has been directly injured
by forelgn competition. Only if this has happened, or is about to
happen,i. e, only if the industry's output, earnings, employment,
capital expenditures have declined or if at least one of the above
series has done so, do we have evidence of injury and, thus, of the
negative economic effect of oil imports. Decline of the total market
share is not, by itself, indicative of such injury. The last
manufacturer of horse-drawn utllity carriages must have had 100% of
the existing market when he went out of business. On the other hand,
it 1s typical for manufacturersof successful new products to lose part
of their share of the market once a demand for their product has been
created, since others will then begin to compete with them. The number
of T, V. set manufacturers has multiplied rapidly since 1946, so that
the share of the market of each has certainly shrunk. Yet, it remains
one of our healtiest and most dynamic industries because of the vast
increase in demand which gave both the original producers and the

newcomers a steadily mounting sales volume.
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Thus the fact that a particular domestic producer's group changes
its share of the market is, by itself, no indicator of whether the
group's economlc strength is waxing or waning., However, the trend of
i1ts actual output certainly is such an indicator.

In a dynamic economy, the only true sign of economic health is
growth in real terms, The domestic oil producing industry has been
characterized by this type of growth throughout 1ts entire 99-years
history. Taking the period from 1920 to 1957, the compound average
annual growth rate amounted to 4.9 percent, which is considerably
higher than the comparable growth rate for total U. S, industrial
production or for U, S, energy requirements. Yet, durling this entire
37~year period, U, S. crude oll producers had to face the competition
of imported oll, For 13 of these 37 years, crude oll imports were
subjected to the relatively mild restriction of a 21¢ per barrel duty
rate., For the other 24 years, there was either no restriction or one
that was so mild as to pose, admittedly, no effective barrier to
crude oil imports, Since it may be asked whether this long-term
overall increase of 4.9 percent does not hide a decline in more recent
times as a result of the upswing in crude oil imports in the postwar
period, a break-down is given of the compound annual rate of increase
of domestic erude oil production into 5-year periods (with the

exception of the last period which covers a seven-year span):

Period Compound Annual Rate of Growth
1920-1925 T, 1%
1925~1930 343
1930-1935 D
1935-1940 6.3
1940-1945 4.9
1945-1950 2.9
1950-1957 h,2

These figures show that domestic production increased throughout

the 37-year period under analysis. It shows further that the annual

increase in the latest period is very close to the long-term rate for
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the entire period.

Of course, since U. S. oil demand increased at an even faster rate
during this period, about 6.0 percent annually, the domestic oil
industry would doubtlessly have risen at this higher rate, had it not
been for oil imports. Thus, the growth of the domestic o0il producer
was definitely slowed down by competitive imports, but it continued,
nevertheless, to maintain a rate which must be considered healthy by
all existing standards of American business.

The increase was even sharper in value than in volume since domestic
0ll prices have advanced steadily throughout the last fourty years:

In the mid-1930s, when oil production came first under the control of
state regulatory bodies, the average price per barrel was approximately
$1.00, while at present it is $3.15. Of course, much of thils increase
reflected the general rise in all cost factors as well as the higher
cost of finding oil., However, there is no evidence whatsoever that

net profits derived from domestic crude oll production have declined

in the period under discussion. Certainly, total net profits of the
producing element of the domestic oil and gas industry have been on

the rise for the last several years. This is shown by the Chase
Manhattan Bank's annual review of 33 U, S. oil companies. The net
income (after taxes) of the domestic producer segment in this group

has increased every year for the period 1953-1956. Even more striking
has been the increase in annual capital expenditures for the production
segment of the U. S. o0il industry. With the single exception of the
recession year of 1949 (when there was a very slight dip) these
expenditures have increased in every one of the 1l postwar years
(1946-1956), No interruption at all was recorded during this period

in the annual growth of the oil and gas producing sector's fixed gross

assets which rose from $8.9 billion in 1946 to $26 billion last year.



The tripling of such a gigantic amount in the space of 1j years

does not suggest that this industry is on the decline. Neither does
the employment record of this particular sector which rose from a
monthly average of 189,000 employees in 1939 to 220,000 in 1946, to
254,000 in 1950 and to 348,000 in 1957,

Measured by the above yardsticks, which are customarely employed
to judge the health of any industry, the domestic oil and gas industry
1s continuing its dynamic expansion, despite the increase in competit-
ive imports.

It may be objected that all of the above cited figures refer to bot
01l and natural gas production and thus give no indication of the
true state of the crude-oll producing sector alone which is the only
one directly affected by oil imports,

Yet, natural gas and crude oil are Jjoint products. They are found
by the same companies using the same methods, under the same
geological conditions and one third of all natural gas comes from’the
same wells as crude oil. Thus, the economic concept of joint-product
operations requires us to consider total revenues from all operations
of the domestic hydrocarbon producer (i.e. his "product-mix") in
determining whether or not he has been injured.

The economic importance of the products other than crude oil to
the domestic producers is shown by the fact that in 1956 they marketed
10.1 billion Mcf of natural gas at an average value of 10.8¢ per
Mcf as well as nearly 800,000 barrels daily of natural gas liquids
(which the producer extracts from the "wet" natural gas at the
wellhead). The combined well-head value of these two gaseous
hydrocarbons amounted to an estimated $1.,70 billion, compared to $7.26
billion for the wellhead price of domestic crude oil, Thus, the

two gaseous products contributed nearly 20% of the gross income of
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value percentage figure has considerably more meaning than the more
often quoted volume relationship of crude oil imports to domestic
crude oil output which amounted to 13% in 1956, Only the value
figure expresses the true economic impact of competitive imports on the
domestic producing industry. This impact can not be measured by
relating it to any One domesﬁic product of this industry;since, as we
have seen, all of them are sold in the same market.

To sum up, it would appear that an industry whose sales volume and
value have grown steadlly at a faster rate than either the general
economy or the total market (energy consumption) which it serves, in
the face of a long-term period of nearly unfettered imports, can not
be saild to have been economically harmed by such imports. This 1s
borne out still further by the fact that the earnings and assets of
this industry have also continued to grow. Furthermore, the domestic
producers are not solely dependent on crude oil production for their
income but also on gaseous hydrocarbons, the demand for which has been
growing at a more rapid rate than that of crude oil.¥*

On the other hand, it must be recognized that the‘existing price
differential between foreign and domestic crude oil is very likely to
grow in the long run, thus strengthening the 1lncentive to import crude
0il. In the indeterminate future, this trend could theoretically
lead to an actual decline of domestic hydrocarbon production, in the
face of rising market demand. If and when there is clear evidence
that such a situation exists, or is imminent, if may be an

indication that the level of oil imports has reached the peril

¥ Preliminary figures for 1957 indicate that the rise in the volume
of domestic crude oil output was almost nil, compared to 1956, but
the rise in value amounted to 11.5%. In the natural gas sector both
volume and value increased significantly, the one by 6 and the other
by nearly 10 percent.
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