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 Energy Policy: The Search Continues 

We must count ourselves among the world’s most 

fortunate people – and not only because we meet here in 

Aspen. Who would have dreamed that in this 21st century all 

of us – or at least some of us – would get to dust off and re-

present the papers we presented in this Forum decades 

ago?  

 I believe Stephen Sondheim had moments like this in 

mind when he wrote: 

  Back in business 

  And ain’t it grand, 

  Let the good times roll… 

  Back again like a boomerang, 

  Same old stand, same old gang, 

  Back in business with a bang, 

  Let the good times roll. 

 So here we are, even though only the most cynical 

among us could possibly have believed that the government 

would still be groping for an energy policy decades after we 

had told its energy policy-makers just what to do! 

 But failure is not a disqualifier in the energy policy-

making business. So, as Frank Sinatra says, “Let me try 

again”. 
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Any “policy” worthy of that name has two ingredients: it 

has a clear goal, and it bravely selects the means of 

achieving that goal. The administration has mixed neither of 

those ingredients into the stew that it calls its “National 

Energy Policy”.1 

 The goal, as stated by the vice president, is “to promote 

dependable, affordable and environmentally sound energy 

for the future.”2 Presumably, that is so that we can all bake 

apple pie affordably while praising our mothers. 

 To say that our goal is a “dependable”  supply – 

President Bush prefers the phrase “a steady supply”3 – of  

“affordable” energy is to say nothing. If prices are left free to 

respond to the forces of demand and supply; if those prices 

are competitively determined and incorporate all of the 

external  costs of production and consumption; and if no 

subsidies are doled out to producers or consumers, any 

supply of energy will be adequate in the sense that it will 

provide all the energy that everyone is willing to buy at the 

prices set in the market. 

  

                                   
1 National Energy Policy, Report of the National Energy Policy Development Group (hereinafter 

NEPDG), May 2001. 
2 Ibid., Transmittal letter signed by Vice President Dick Cheney, May 16, 2001. 
3 Ibid., p. xv. 
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I leave to politicians the question of whether that supply 

is “affordable”. Prices will never be low enough to satisfy 

most politicians from consuming states, or high enough to 

satisfy inefficient producers, be they high-cost producers of 

oil and gas, subsidy-suckled producers of energy from 

renewable sources, or those living proofs that moral hazard 

exists, executives eager once again to build nuclear plants. 

 But only a retired (involuntarily, no doubt) Gosplan 

economist, or a failed Eastern European politician – both 

mercifully consigned to the dustbin of history – would 

confidently pursue the goal of “affordability” by setting 

energy prices below the market-dictated equilibrium level. If 

market prices are judged to be too high to be affordable by 

some chosen group, better to give them money – money to 

spend or not, as they wish – than directly to subsidize their 

energy consumption. 

 In short, the so-called goal of the latest edition of a 

National Energy Policy is more a wish than a goal, so vague 

as to be unattainable, but having the virtue of giving the 

great unwashed (no – not Californians who can no longer 

afford to heat water for their baths, but as Henry Peter  
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Brougham is thought to have used it some 150 years ago) 

the sense that the government knows where it is going. 

 The means selected to achieve the undefined goal 

hardly constitute a policy: they are more a list than a policy. 

Among other things, and in no particular order, it calls for: 

1. More nuclear plants; 

2. More drilling for oil and gas; 

3. More pipelines, transmission lines and other bits of 

energy infrastructure; 

4. More renewables; 

5. More conservation; 

6. More subsidies for various producers and 

researchers. 

 There is more of this “more”, but you get the point: 

faced with Yogi Berra’s fabled fork in the road, the 

administration took it. 

 But the absence of a clear goal and the refusal to 

choose among available policy options are the smaller part 

of the problem. The larger part is that even if some energy 

genie were to grant the administration all of its wishes, we 

would not achieve what should be our objective: freedom to 

set our own foreign policy and to manage our economy 

without fear that an oil cartel will again inflict a decade of  
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stagflation on American citizens. I would suggest to you that 

such a goal is far more important than solving the California 

energy crisis, or working out a détente between 

environmentalists and consumers, or reforming licensing 

procedures – all worthy goals, but none crucial to the 

nation’s economic and political independence.  

 The unpleasant fact is that we do not have an “energy 

crisis” in the sense in which that term is generally  

understood. Californians may be poorer for awhile, and 

Texans richer, but that’s hardly a crisis – indeed some in this 

room undoubtedly consider it a positive social good. We may 

end up paying a bit more for gasoline, or facing more 

volatility at the pump, but that is hardly the end of the world.  

 These issues seem to me interesting, and important to 

all of the players involved – witness the massive attendance 

at this meeting and the new spring in the steps of long-

neglected energy policy mavens – but they are trivial 

compared to the real energy crisis: the fact that a small 

group of cartelists has the power to throw our economy into 

recession, and to dictate our foreign policy. 

 That crisis – the real one – dictates that our goal must 

be to break or at least to minimize the power of the oil cartel.  
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This is not a new call for “energy independence”;4 we will  

always depend on foreign oil.5 It is, instead, a call for the 

introduction of competition into the now-cartelized world oil 

markets. Like all ingredients of any sensible energy policy, it 

attempts to extend the reach and influence of market forces, 

to displace monopoly, and to avoid subsidies and other 

governmental intervention of the sort that has proved 

counter-productive in the past. 

 If we accept as a goal liberation from foreign threats to 

our economy and our ability to conduct our foreign policy, we 

must break the OPEC cartel’s chokehold on the prices we 

pay for the oil we consume. No amount of drilling in Alaska 

or offshore, no amount of nuclear plant construction, no 

amount of conservation can do that, at least in a time frame 

that has any significance for energy policy.  

 You are all too familiar with data as to OPEC’s portion 

of world output and reserves for me to recite those data  

 

 

                                   
4 “Let us set as our national goal … that by the end of this decade we will have developed the 

potential to meet our own energy needs without depending on any foreign sources.” President 

Richard M. Nixon, “Address to the Nation about Policies to Deal With the Energy Shortages,” 

November 7, 1973. 
5 The NEPDG estimates that by 2020 Gulf oil producers will supply between 54% and 67% of the 

world’s oil. National Energy Policy, p. 8-4. 
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here. You are all too familiar with the inability of even the 

largest strategic reserve to overcome the inability of our 

politicians to figure out how to use it, for me to repeat the 

history of the SPR.6 You are all too familiar with the failure of 

past efforts to persuade our Arab friends to abandon their 

extortionate pricing practices for me to recount them here, or 

to have any need to suggest to you that recommendation 

that “the President direct the Secretaries of State, Energy 

and Commerce work to improve dialogue among energy 

producing and consuming nations”7 is vacuous in the 

extreme. 

 Let me turn now to some suggestions as to how we 

might free ourselves from OPEC.8 But to keep my anti-

government credentials in order, I must first consider the  

possibility of doing nothing -- or its equivalent, demeaningly 

begging for mercy from what our president calls “our friends” 

in various OPEC capitals.  

  
                                   
6 Anyone who wants to be convinced that there is no hope that we will learn how to manage the 

SPR need only turn to the National Energy Policy, at p. 8-17. “The NEPD Group recommends 

that the president reaffirm that the SPR is designed for addressing an imminent or actual 

disruption in oil supplies, and not for managing prices.” 
7 National Energy Policy, p. 8-18. 
8 Portions of what follows are contained in my “Breaking the Oil Cartel,” Outlook, September 

2000, Vol. 2, No.2, published by the Hudson Institute. 
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 Support for a do-nothing strategy comes from the 

fact that cartels have a history of collapsing when members 

begin to cheat on their quotas, or when the artificially high 

prices set by the cartelists attract non-members into the 

industry, augmenting supply and producing a price collapse. 

Both cheating and new entry have characterized the oil 

industry in the past, so why not apply the famous dictum, 

attributed to Ronald Reagan, "Don't do something, just stand 

there," a policy that often served the nation well during 

President Reagan's terms in office. 

 There are three reasons for rejecting this strategy. The 

first is the new-found cohesiveness of OPEC, which may 

prove a lasting result of a long period of $10 oil.  

 Second, while waiting for the cartel to collapse,  

American consumers will pay a very substantial annual toll, 

and suffer the macroeconomic consequences induced by the 

payment of such a "tax" -- slower growth and higher inflation 

being the most notable. 

 Third, although best estimates are that there remain 

substantial undiscovered reserves of oil in non-OPEC areas, 

it is not safe to rely on new entrants to become sufficiently 

important to drive down prices in an industry in which 

incumbent cartelists sit on vast quantities of non-producing,  
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low-cost reserves. Potential newcomers to the oil game 

and those who finance them, and existing players who have 

to decide on their exploration budgets, are well aware that, 

should their exploration activities threaten the cartel, it can 

open its valves and make the new entrants' projects 

uneconomic. That doesn't mean that drillers are completely 

insensitive to the lure created by higher prices, but it does 

suggest that they respond more slowly and less completely 

to oil price run-ups than they would if the threat of OPEC 

predation did not loom over their spreadsheets.9 

 So, too, with developers of alternatives to oil-using 

technologies. These entrepreneurs have long complained 

that they find it difficult to get financial backing because 

potential investors know that the Saudis and their cartel 

colleagues can at any time force oil prices down and make 

promising alternative technologies uneconomic. Indeed, 

even a threat to step up production can discourage entry. 

 

 

                                   
9 Consider the case of the North Sea, a producing region not officially in OPEC's control. Malcolm 

Brinbded, head of Shell UK, one of the largest North Sea operators, says that "At $16 the North 

Sea has a future." Financial Times, March, 23, 1999. But any company contemplating an 

expansion of its activities in that area must reckon with the fact that the cartel members can 

profitably produce oil at $5 per barrel, and might chose to open their taps if North Sea oil 

threatened to interfere with their pricing goals. 
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The Saudis, with almost 100 years of proved reserves 

and more to be found with little effort, are in the business for 

the long pull, and will do what it takes to discourage 

investors in new technologies from seizing their markets. 

Although the development of alternatives to oil as an 

automotive fuel are likely to continue, other technologies 

face an uphill battle in the face of OPEC's ability to pick price 

points that can change the economics of these alternatives 

from attractive to dismal. 

 These hard facts suggest that passivity is not an 

appropriate energy policy for America. Nor is the policy 

selected by the administration. The OPEC stranglehold 

cannot  be broken by drilling in previously off-limits areas; it 

cannot be broken by forcing people to sweat in summer, 

shiver in winter, and consign their fates to small, unsafe 

cars; it cannot be broken subsidizing nuclear plants or wind 

machines; and it certainly cannot be broken by supply-

constricting price control.  

 Instead, we need a policy that is aimed at making oil 

markets work better -- not as a perfectly competitive market 

would operate, but at least as an effectively competitive one 

would. Call it a market-based, oilcentric energy policy.  

 On the demand side, that means making the prices  
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that signal consumers, who must chose between use 

and abstinence, correctly reflect all of the costs (private and 

social) associated with a decision in favor of use. On the 

supply side, a market-oriented energy policy must seek to 

eliminate or, if that is impossible, counteract artificial 

constraints on the ability of supply to respond to price 

signals.   

 The first step in mounting a credible attack on OPEC's 

supply constraints is to recognize that Mexico is a key player 

in the recent trebling of oil prices. Although not a member of 

OPEC, Mexico brokered a deal between Venezuela and 

Saudi Arabia that eventuated in the sharp cutback in output 

that triggered the price rise. Both Venezuela and Saudi 

Arabia sell large quantities of oil to the United States. For 

years they worried that if they cut back their production, 

Mexico would step up its oil output and capture U.S. markets 

previously served by the two OPEC members.  

 When Mexico decided to participate in any supply 

curtailment to which  OPEC members might agree, its then- 

energy minister, Luis Téllez, brought previously antagonistic 

Venezuela and Saudi Arabia to the bargaining table, and 

cleared the way for  their agreement to close their valves by 

promising not to open his. Téllez has made no effort to keep  
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his role a secret. He told a Madrid gathering of oil 

industry executives and policy makers, "To stabilize prices 

and avert another financial crisis, it was clear that, for the 

short term, we would have to work with other oil producers to 

limit production. So, for the first time in Mexican history, we 

charted an aggressive diplomatic policy to bring together  

several important oil producers that had been at odds within 

OPEC."10 The result: a trebling of world oil prices. 

 Query: why is the American government, which has 

bailed out the Mexican economy when the peso collapsed 

and has bestowed the benefits of NAFTA on Mexico, 

reluctant to read the riot act to the Mexican government (and 

not only on oil matters: Mexico is also way behind in its 

promised deliveries of water from the Rio Grande11)? True: 

the benefits of NAFTA are not Mexico's alone. American 

consumers are also beneficiaries of the increased 

improvement in the international division of labor. But 

sometimes policy trade-offs must be made, and it would 

seem that the first step in an effective energy policy, one that  

 

                                   
10 Statement at Repsol-Harvard Seminar, Madrid, June 1999. The Wall Street Journal (February 

11, 2000) calls Mr. Téllez "one of the main architects of the global output cutbacks that have sent 

oil prices soaring...". 
11 The Economist, May 27, 2000, p.65. 
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aims to bring the price of oil closer to the level that would 

prevail in a free market, might well be to explain to the 

Mexicans that they cannot hope to sell the output of their 

maquiladoras, and their t-shirts, trainers and automobiles to 

us unless they also offer us oil at competitive prices. 

 Nor should we fail to explain that the health of our 

economy depends on an assured supply of competitively 

priced crude oil, and that only a healthy economy can 

provide jobs for immigrants, legal and otherwise. For 

president Fox to continue in the belief that we will permit him 

to export his impoverished, unemployed citizens while he 

refuses to export his oil, and to allow us to assist him in 

increasing those exports, seems to me the opposite of 

sensible policy. 

 The temporarily lost benefit of low-cost Mexican 

consumer goods and hard-working immigrants would surely 

be more than offset by the lower oil prices that would result 

from such a demonstration of our willingness to use our 

massive purchasing power and job market to persuade 

Mexico that it is not in its long-term interests to facilitate and 

participate in the exploitation of the American consumer. 

 A similar approach might be taken to Kuwait, a nation 

on which Saddam Hussein still has designs. Kuwait  
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possesses about 10% of the world's proved reserves of 

oil, but accounts for only some 3% of world output. It is one 

of the OPEC members with large amounts of spare 

production capacity, giving it the ability to turn on its taps on 

short notice. Put another way, the country that we saved 

from  

destruction, while its ruling family waited out the war in the 

Dorchester and in Harrods, could continue to produce at 

current levels for well over 100 years without discovering 

another barrel of oil. We might even consider establishing a 

policy that relates our contribution to Kuwait's defense to the 

level of oil output set by the Kuwaiti royal family! 

 Again, we face a trade-off. If we threaten to abandon 

the Kuwaitis to their fate unless they step up production, we 

are threatening ourselves with the loss of the country's oil 

and the aggrandizement of the Iraqi despot. But the 

consequences to us would be some inconvenience; the 

consequences to the Kuwaitis would be annihilation. Guess 

who would blink first. 

 Another plank of any sensible energy policy would 

involve a review of our sanctions program, an idea  
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fortunately reflected in the administration’s energy plan.12 

Libya, Iran and Iraq between them account for almost one-

quarter of the world's oil reserves (approximately 3%, 10% 

and 10%, respectively). Our reasons for pressing our balky 

allies to continue the embargo against Iraq remain as strong,  

or stronger, than ever, although the embargo is increasingly 

porous and under continuing threat from the French, who 

boast that they have never allowed questions of morality, or 

notions of gratitude and loyalty to allies, to interfere with their 

commercial interests. 

 But a relaxation of the embargo of Iran might -- just 

might -- prove justified if a deal could be struck with that 

increasingly hard-pressed country. Reliable sources say that 

Iran's oil industry is badly in need of investment if it is even 

to maintain its production capacity at current levels. It is in 

our interest as well as Iran's for that country to increase its 

proved reserves and its capacity to produce those reserves -

- but only if Iran agrees, in return for the lifting of the ban on 

American oil company investment, to step up output  

 

 
                                   
12 The NEPDG recommends “a comprehensive review of sanctions. Energy security should be 

one of the factors considered in such a review.” National Energy Plan, p. 8-6. 
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sufficiently to bring world oil prices closer to the marginal 

cost of exploration, development and production. 

 Then there are our antitrust laws, statutes from which 

the Arab and other oil producers have been uniquely exempt 

for political reasons. That the laws could be used to 

prosecute the cartelists there is little doubt. After all, the 

Department of Justice has successfully brought actions 

against German, Japanese and French cartels in products 

as diverse as citric acid, lysine, vitamins and fax paper. In  

most of these cases the cartelists had no offices in America; 

they merely sold products here. Indeed, in the case of fax 

paper, the 1st Circuit Court of Appeals has upheld the 

Antitrust Division's suit against Nippon Paper, a company 

that did not sell directly to the United States, but fixed the 

prices of those who did. 

 It is of course the case, as my lawyer friends point out, 

that American law grants foreign sovereigns immunity from 

antitrust prosecution, and grants similar immunity to 

companies acting under the compulsion of foreign 

sovereigns. But that law is no real barrier to protection if 

there is a will to move against OPEC. For one thing, the so-

called "commercial activity exemption" allows the Antitrust 

Division to proceed if it decides that the sovereign  
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governments are engaged merely in commercial activity, 

like selling oil, which the OPEC members contend, 

presumably with straight faces, is much more than mere 

commercial activity -- it is, they say, the preservation of their 

national patrimony. For another, laws can be repealed or 

amended: this exemption can always be removed. 

 Such a move would permit the antitrust authorities to 

take action against the Saudis and other producing 

countries, all of which have substantial assets in America,  

assets that could be attached to satisfy any legitimate claims 

against those governments and the companies cooperating 

with them to maintain oil prices at anticompetitive levels. But 

it seems that a variety of political considerations (most 

notably pressure from the Arabists in the State Department) 

have stayed the Antitrust Division's hand by preventing it 

from using the commercial activity exemption or obtaining 

the necessary legislation from congress -- although what we 

have gotten from countries that refuse to cooperate with our 

president in negotiating a settlement in the Arab-Israeli 

dispute, and that persist in conspiring to elevate the level of 

world oil prices is difficult to discern. 

  Please understand: I am not suggesting that we take an 

all-or-nothing gamble on breaking the OPEC cartel. I have  
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elsewhere set forth other steps that need to be taken to 

make our energy economy – both the producing and the 

consuming sectors – more efficient.13 But no energy policy is 

worthy of the name if its goal is merely to make our lives a 

bit more comfortable, and to give politicians something they 

can tell their constituents they did in the great energy war.  

 The energy battle rises above the trivial only if it has a 

grander ambition – an end of the payment of tribute, greater 

control of our economic circumstances, and freedom to 

pursue a policy in the Middle East that favors our allies 

without fear that the cartel will unsheathe its famous oil 

weapon.  

                                   
13 See my “Breaking the Oil Cartel,” Outlook,  September 2000, Vo. 2, No. 2, published by The 

Hudson Institute. 


