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In the case of energy security, the externalities arise from
the government's broad duty to provide for national defense. To
the general public and Congress, energy security has been synonymous
with protecticon from the effects of an o0il sur~ly interruption.
Consequently, most energy security programs aim at assuring
adequate o1l supplies, domestically and among the nations who
have signed the International Energy Agency's shortage-sharing
agreement.

Under the Carter Administration, the principal prograr of
energy preparedness included the expansion of the Strategic
Petroleum Reserve (initiated in the Ford Administration), the
development of a rationing plan for times of severe interruption
of oil imports, creating the Synthetic Fuels Corporation, and the
development of a plan, in close cooperation with the Interr <:tion:’
Energy Agency, for the international allocation of crude o1l
supplies in the event of another oil embargo.

These measures ignored the supply side of the oil equation.
Senior officials of the Carter Administration, it seems, did not
believe that much new o0il remained to be discovered. The only
means of ensuring energy security therefore seemed to be to
"share the shortage." To ensure that the burden of the anticipated
shortfall was equitably distributed, it was necessary, from the
Carter viewpoint, for the government to manage the burde . This
rationale provided much of the justification for the creation of
a Department of Energy.

Such thinking was repudiated by incoming Reagan officials.
For them, long-term energy security was to be achieved, in the
words of Interior Secretary James Watt, by "conserve and conserve,
and produce and produce." This was the role of the market. 1In
their view, the Department of Energy was a barrier to this.

DOE's conservation programs had achieved few real energy
savings. Worse still, the department's controls on crude o1l
prices encouraged overconsumption. Although major strides in
energy conservation had been achieved, noted Reagan Administration
officials, such progress could be attributed mainly to market
forces--that operated in spite of, rather than because of, DOE's
regulations.

v
market, moreover, were or litl_._ R :
that few nations would abide by them, should an embargo occur.
Real security lay therefore in developing domestic energy resources--
which only the private sector, through the market system, could
accomplish. Until domestic resources were developed, the Strat jic
Petroleum Reserve would furnish ample protection against a catastro-
shortfall.







Only under extraordinary circumstances, howev r, can external-
ities provide justification for government involvement. The
crucial factors are their magnititude and how they relate to
other factors in the economy.

At the other end of the spectrum are so-called commerci |
demonstration projects. Popular during the Carter Administration,
these projects are most often aimed at building "first of a kind"
plants to test the commercial feasibility of a new process. The
synthetic fuels projects proposed under Carter's Energy Security
Act, and possibly the Clinch River Breeder Reactor, fall into
this category. '

In these cases, the rationale for i 1leral involv nent -~ -
weak at best. It is based on a faulty notion that the gove ment
can demonstrate commercial feasibility of a technology. Yet, a
technology 1s commercially feasible only when the market provides
it. If government subsidies are necessary for a technology to
compete, then it clearly is not commercially feasible. Attempts
to force a technology into the market prematurely are destined to
fail, no matter how large its federal subsidy.

On rare occasions, however, national security reasons or
similar purposes require the development of technologies even
though they may not yet be economically wviable. This can usueé’y
be accomplished through the construction of small bench-scale or
prototype plants. Although the construction of an intermediate
sized plant (as proponents of the Clinch River Breeder Reactor
claim their project to be) may be required in some cases, it
would never be necessary to construct a full-size commercial
plant. :

The Nuclear-Fuel Cvcle

In one area of energy, the government ungu tion "1y has a
role: the nuclear fuel cycle. The term "fuel cycle" refers 't
the process whereby uranium or some other fissionable material is
mined and enriched to make it suitable as a fuel, burned in a
reactor, and finally processed to dispose of the radiocactive
wastes.

The main reason for a federal role here is the concern over
nuclear oroliferation. The U.S. government is the only body with
%

may be needed to effect disposal. The ! 1
dominant in the field ever since nuclear power emerged as a

viable energy source. That presence will not diminish in the
future. Nuclear weapons production will remain the sole respol 1i-
bility of the federal government, as will uranium enrichment, the
cont 51 of nuclear exports, and a host of other nuclear related
matters.






Some proponents of a merger have suggested that DOE's func-
tions be divided mor or less equally between Cc erce and Int lor.
Functions most concerned with resource management, such as coal
leasing and maintenance of the Strategic Petroleum Reserve, plus
fossil fuel research would go to Interior; the nuclear, solar,
conservation, and international functions would be transferred to
Commerce. Most of DOE's statistical programs also would go to
Commerce.

Merger could save money by eliminating redundant programs.
For example, tI Energy Information Agency currently collects a
wide variety of statistics on oil imports. But these data are
largely duplicated by statistics collected by the Customs Service.
Such information gathering could be unified easily at Commerce,
with the Customs Service providing the data and Commerce provid-
ing the computer capability and statistical analysis.

Merger also would lead to the better coordination of policies.
For example, although responsibility for promoting U.S. coal
exports rests with the Department of Commerce, the Department of
Energy sets coal targets and is responsible for coal research.
The Interior Department, on the other hand, oversees coal leasing.
While the Reagan Administration's use of a Cabinet Council on
Energy and Natural Resources has improved coordination to a
degree, there still is considerable bureaucratic inefficiency.
Most important, a merger with one or more agencies would allow
energy issues to be considered within a broader context.

Downsizing

This final option would eliminate most of DOE's regulatory
functions, while retaining research and development, plus some
statistical capability, within the department. The new agency,
which would be below cabinet rank, would be much like the Veteran's
Administration or NASA and resemble the Energy Research and
Development Administration (ERDA) of the Ford years. This would
reduce unnecessary personnel and could realize real savings to
the taxpayer. There is still the danger that it would become a
vehicle for pork barrel projects. It is less attractive, there-
fore, than the merger option, but still politically feasible.

CONCLUSION

No optic for dismantling ..., no m¢ : 7 how =2nsi =2
carefully constructed, will succeed if the political will to make
it succeed is lacking. It is not clear that Congress or the
White House has summoned that will. During the early days of the
Reagan Administration, when officials were asked about abolishing
DOE, the answer was always "after the budget and tax bills."
Reagan Administration officials now admit privately that "aboli-
tion is not a priority."
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NOTR TN MARTC™™ T7 T TKWELL
As November 1984 draws closer, it is becoming increasingly
clear that the "loyal opposition" intends to make education

a major issue in the campaign. After testifying over a

dozen times in recent months before Congress and having

quite a few press encounters, several negative themes
continued to come up by those who do not share the President's
educational philosophy. As is so often the case, these theme
resemble not at all the real facts.

Since you are on the "front line" in selling the President's
program, I thought you might be interested in the enclosed
document prepared by my office which attempts to provide you
with succinct points to counter the most common myths on
education.

Please do not hesitate to call me if you need additional
information.

Gary L. Bauer
Deputy Under Secretary for
Planning, Budget and Evaluation

Enclosure




Myth #1.

This Administration has made massive cuts in loans
and grants to those seeking higher education.

The Administration has requested a 1984 budget
for grants and loans which will provide more
actual assistance to students than has ever been
provided previously.

The Pell grant program has not been cut. New Pell
grant proposals increase the funding level by about
$300 million with ma: " num grants increasing from
§” 800 to $3,000. This is made possible by a
distribution formula which assumes students should
contribute to their educational sur rt, and
doubles the limit of educational costs which the
grants may be applied to meet. This ¢ »a: 35 the
range of choice available to the student applicant
and permits poor students to attend schools never
before open to them.

Over 2.6 million students and their parents

obtained $5.9 billion in Guaranteed Student Loans

in fiscal year 1982. The Administration p: jects
that, under its 1984 budget policy, borrowing

will increase to $6.6 billion (2.8 million
recipients) in 1983 and to $7.2 billion (2.9 million
recipients) in 1984. This equals a 22% increase in
just two years.

Reductions in Federal appropriations for the
Guaranteed Sti =nt Loan program have been due
primarily to the fall in interest rates, not
to a reduction in the availability of loans.







































