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produces what it can. So the amount supplied is only equal to the amount
demanded, and there is no pressure on prices. This is a funny sort of mar-
ket-sharing mechanism. It is haphazard. It is just as if all of us here were
the cartel and we couldn’t agree on a market-sharing scheme. So we call
in somebody from the outside and say, "All right, you’re the one who is
going to tell us how much we can increase or have to decrease last year’s
sales." Now he does this without knowing whom to help or to hurt. But
so long as we abide by his decision, we’re in good shape, and the gov-
ernments are doing just this. So despite all the nationalization and waving
of flags, and the decrying of blood-sucking western imperialists, they are
not throwing out the oil companies because they can’t do without them.

And, of course, the last source of strength is that unlike all other car-
tels they don’t have to worry about their customers and their antagonists’
dirty tricks. Because customers, since the world began, have always look-
ed around for ways of inducing cartelists to cheat one against the other.
But here we are concerned with governments. And the last thing the gov-
ernments in the consuming areas want to do is be so rude as to try to dis-
rupt the cartel. The policy of the United States (I disagree with Jock, we
do have a policy) was summed up perfectly about a year ago. President
Ford was making a tough speech in Detroit, "Nations have gone to war
for less than this" and Mr. Kissinger was making a tough speech in New
York, when John Sawhill, then the Federal Energy Administrator, was
asked, "What plans does the government have to get world oil prices
down.~’ And Mr. Sawhill said, "No plans, there aren’t any." Mr. Sawhill
apparently has been reading Mark Twain who advises: "Always tell the
truth." This will please some people and astonish the rest. Mr. Kissinger
was furious; Mr. Sawhill was fired. That essentially is the policy. The
empty barrel makes the most noise. And that’s us.

Well in this kind of a world where prices have been raised, and will
be raised further when industrial activity picks up, to roughly ten times
where they would be if they reflected real scarcities; where it’s controlled
by a group of governments who have had no trouble sticking together and
probably will not have a great deal in the future; where there is a huge
overhanging glut which will be with us, what kind of a policy makes
sense? I would say I didn’t come here to talk policy but I will allow my-
self a word or two about it. And I would say that the best policy is not
too much zeal, but hang loose and watch for things to happen, because as
an individual, as a state (I didn’t say a nation), as a company, or as a
region, there is nothing you can do about it except to see what cracks in
the wall you can discern which will leave you a little better off.

Interchange

Jock D. Ritchie and M. A. Adelman
Mr. Ritchie:

I would just like to make two v~ry brief criticisms which are the kind
one should not have to make, I think, to a professor of economics, cer-
tainly not at MIT. Morry, I think you’ve got your two discount rates
wrong. I think you’ve confused current and today’s dollars. In real money
terms the discount rate is very rarely much above 3 percent; it’s usually
nearer to 2 percent and in inflationary times one finds oneself in the awk-
ward position of having to pay a bank to hold one’s money. Real dis-
count rates for people’s real money are often minus numbers. So your in-
genious calculation from a $16 price in the year 2000 back to a $1.50
price now, I think, is misleading. On the other hand I think in arguing
that Saudi Arabia can have common sense with respect to the year 2000,
you have underestimated the discount rate for politicians’ vision of the fu-
ture. Very few politicians can see 20 years ahead. Most of them can’t see
more than four years ahead. Now that’s a very high discount rate of fu-
ture vision. I think if one puts those two factors back into Morry’s anal-
ysis, which otherwise is one which one has to accept, I think you can
come to very different conclusions.

Mr. Adelman:

I’ll deal with the second problem first. If indeed the horizon of Saudi
politicians is really that short, it makes my own conclusion a great deal
stronger. I assumed that they can afford to wait for 25 or 50 years. Jock
says they can’t afford to wait more than four or five years. That is a much
more powerful reason to get the oil out of the ground a great deal faster.
So I suppose I have to thank him on that score because I suspect there is
a good deal of truth in what he says. Now on the first criticism, which is
a good deal more complex, he is quite right that the risk-free interest rate
in real terms, and real terms is what I was talking about, is very likely in
the neighborhood of 3 percent. But I would defend 10 percent as being a
proper rate of discount for a highly risky sort of expectation or enterprise.
Now risk is an odd subject. There are different ways of allowing for it.
For example, I said $16, assuming the use of 1975 technology in the year
2000. Suppose I’d said, "In a world other than our own, in a world which
will spend money on research over the intervening time and not waste
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massive funds on development, which is, of course, what we are probably
going to do, the price set by the cost of producing alternatives would be a
great deal less than $16." Now had I, say, used $8, it would have been
double counting to say $8 discounted by a high-risk rate. What I did was
to say $16 and say that all kinds of things could happen, some of which
are assuredly going to happen. That is why I said a nominal rate would
be not 10 percent but 15 or, if Jock wants to push me, I’ll make it 17. But
for a highly risky venture, 17 percent is hardly excessive, so I think that
10 percent in real terms makes plenty of sense. But now suppose, horrid
thought, that I am altogether wrong about this and that it should not be
10 percent real, but only 5 percent real. Then you get a premium, not of
$1.25, but of $3.50, some of you probably carry pocket calculators
around, can do that, make it then $3.50. Still we are talking about a
world which is several miles and many dollars away from the world we
live in. So if the price then were $4 -- this is still a long way from the
$11.50 we have now and the $12 or $15 we are going to have before too
long -- scarcity won’t explain the price and the market with which some-
how we have to cope.

Mr. Morris:

Well, we have a schedule permitting about 10 minutes of questions
from the floor addressed to either of our speakers. Who would like to
lead off?.

Mr. Syron:

I have a question about Mr. Ritchie’s forecast of increase in total en-
ergy supplied by gas that is demanded in your scenarios. It seems rather
optimistic.

Mr. Ritchie:

Don’t confuse the worldwide situation with the U.S. system. The
world does not yet have a Federal Power Commission and therefore it
does not have a total disincentive to produce combined with a ridiculous
incentive to consume. Substantial amounts of natural gas are being found
in many areas of the world -- in fact~ embarrassingly large amounts in
the Middle East, from where it is at the moment barely economic to
transport it anywhere else. That is just beginning to become economical.
My scenario includes a substantial increase in international trade in liq-
uified natural gas. That’s the answer to that question.

The Energy Crisis
and New England’s Economy

Robert W. Eisenmenger and Richard F. Syron*
I. Introduction

New England’s locational disadvantages and paucity of natural re-
sources have shaped its economy. The realities of the region’s situation
have forced it to concentrate its manufacturing on skill-intensive products
with low energy requirements. This paper analyzes the problem of wheth-
¯ er the region’s manufacturing base can survive present high energy costs.

Part II includes a brief history of the region’s economy and shows
that the firms that have survived do not require easy access to national
markets, low-cost unskilled labor, low-cost fuel and energy or a mild cli-
mate. The region’s firms now specialize in the manufacture of such
products as computers, jet engines, electronics, specialized machinery,
medical instrumentation, specialized industrial fabrics and razor blades. In
this way, the region’s firms minimize their locational disadvantages and
maximize the benefits of a pool of inexpensive high-skilled labor.

Part III of our paper demonstrates that even though the region’s
firms have adapted to their harsh environment by specializing in non-en-
ergy intensive products and services, the recent rapid escalation in fuel
and energy costs has provided a substantial shock. This shock is likely to
be felt most by the region’s manufacturers. Even though New England
manufacturers do not produce energy intensive goods, they still require
more then twice as much energy per employee as services (See Table 1).
Part III addresses the question of whether the recent increases in energy
costs will allow even nonenergy intensive manufacturing industries in New
England to survive. An attempt is made to answer this question by quan-
tifying the competitive burden of recent energy price increases on the total
costs of New England manufacturing industries.

*Robert W. Eisenmenger is Director of Research and a Senior Vice President of the
Federal Reserve Bank of Boston. He is a long-time expert on the New England economy.
His book on The Dynamics of Growth in New England’s Economy, 1870-1964 was publish-
ed in 1967.

Richard F. Syron is an Assistant Vice President and head of the Regional Section in -
the Research Department of the Federal Reserve Bank of Boston. He was previously a Dep-
uty Director of the Budget for the Commonwealth of Massachusetts.

Note: Throughoul this paper, the electrical componenl of total energy is on a net basis.
Net useful energy is the Btu content of electricity at the point of consumption. It
does not include energy losses incurred in the production and transmission of
electricity.
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