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Basic Background

[This was the third interview on the topic, so much of the information repeated information form earlier interviews. Marc asked for a report on our research.]

For a long time, there has been great pressure to reduce engine emissions: the auto companies and the oil companies have long been “under the gun” on this issue. But of course it is a two-part equation: engine technologies can be used, or changes in fuel composition can be used. Improving the fuel makes certain engine technologies easier to use, and vice-versa. So the two industries have to work together, but also each would prefer to have the other make most of the improvements. Since 1966, there have been reductions of about 96% in engine emissions. The vast bulk of these have been made with little change in the fuel. However, they are hitting a wall now and future improvements will require cleaner fuel.

The focus now is on sulfur reduction. This has been going on, or building, for about 10 or 15 years. In the 1990 amendments to the Clean Air Act there was a mandate for Federal Reformulated Gasoline, so that was an important step in this direction, which is being followed up on even more now. Low sulfur fuel not only allows the development of cleaner burning engines in the future, but it also works by itself to produce cleaner emissions even when used in older engines that aren’t reformulated at all. So the gas itself is cleaner, even without any corresponding improvements in engine technology, which it also makes possible. Low sulfur gas is seen as a “silver bullet” therefore in the quest for cleaner emissions.

A technical consensus has developed throughout the oil and auto industries concerning the importance of sulfur. Much of this stems from a 5-year, $40Million joint research project: The Auto-Oil Research effort which concluded in the early 1990s; they tested various fuel recipes and engine improvements, and out of all this effort, and 40million dollars spent by the two industries, it became clear that sulfur reduction was the most effective way to get cleaner emissions.

“It was very unusual to see the oil and auto industries come together like this. Essentially, the more the refiners refine the gas, the less the auto manufacturers have to do, and vice-versa. The question is simply to strike a balance; in our opinion, in this case, the political leaders of this country have gone way too far, tilting towards the auto industry. It is the policy makers who need to help strike that balance, which they did not do in this case. The auto industry here took the politically correct and the environmentally correct position. Essentially they said, “sulfur is bad; less sulfur is better” and of course no one is going to disagree with that. This is why people like Frank O’Donnell and the other enviros went along with the auto companies in this issue.”

“The oil industry, of course, suffers from a very bad public image. Luckily, there have been some supply problems and some price run-ups and those have worked out well for us: we are no longer seen as Big Oil engaged in price-gauging schemes. In fact there have been many investigations, some recently, into allegations of price-gauging, and every time we emerge squeaky-clean. So the public is beginning to understand there are serious issues of supply and the possibility of shortages of fuel, especially when there are efforts to mandate special fuels: what we call “boutique fuels” in the industry. These are specialty fuels distributed only to a certain region, for example. There are big distribution problems with this, and when there is a shortage of one thing, you can’t replace or bring in supplies from elsewhere. Boutique fuels are the nemesis of a distribution network. People are beginning to understand that these are real issues and that the oil industry has not been engaged in price gauging or anything else.

About one-third of all refiners in this country have gone out of business in the past 30 years.

Our efforts on the low sulfur gas issues were two-fold: One, if the standard were set too low, then many refiners wouldn’t be able to remain profitable and would go out of business or get into other lines of business. Two, we wanted to apply regional standards rather than national ones.

As it stands, this issue is going to cost about $4B to the industry. With a regional focus such as what we advocated, the cost would have been $2B. Our idea was essentially to divide the country into east and west, and have a standard of 150 ppm in the east and 300 ppm in the west. This would be low enough, and it would target the reductions to where they are needed the most. Further, the regions are very large and correspond to existing distribution networks, so would not be the same as the “boutique” fuels I mentioned early: half the country would be in each group.

The issue came up before EPA got involved. Several states were involved earlier. In particular, Atlanta GA and Birmingham AL proposed level of 150ppm in 1997, for their metropolitan areas. We went down there and talked with them and showed them that we could not deliver the fuel just to those areas through existing pipelines. It would require 2,000 tanker trucks to deliver the fuel each month. At that point the highway people got involved and said the roads did not need an extra 2,000 tanker trucks on them: congestion problems are bad enough. And the environmental people got involved and they said this solution was not a very sensible one. 

Finally, after other localities also tried to do this type of thing, the EPA stepped in and said no to boutique fuels. Their reaction was to try to come up with a federal policy, and the standard they adopted in Dec 99 was 30ppm on average; and a maximum in any single gallon of gas of 80 ppm.

Costs: Initially EPA estimated it would cost 5 to 8 cents per gallon. API estimated it would be 5-6 cents per gallon. (This was a huge embarrassment to EPA that they came up with estimates even higher than our own.) Only in the past year have new technologies come out that allow us to reduce the cost by about half without reducing octane significantly. Removing sulfur tends to reduce octane, which has to be made up in other ways. So now there are about three vendors who say they have technologies that can reduce costs to 2-3 cents per gallon, according to the EPA. But of course these are only prototypes, not proven technologies that we know will work at an industrial scale. There is a market-forcing phenomenon here, of course, but you also have to remember that there are only so many refineries in the nation and the market for this is not enormous. There are 3 manufacturers of these new technologies, one of which is Mobil. Anyway, that new standard was adopted in December 1999.

Now EPA wants to move to diesel fuel with a 15ppm standard, which is really unbelievable, and this will definitely lead to fuel shortages and heating oil shortages.

One of the real difficulties in all this is that these various decisions are made in isolation from one-another. For example, EPA focused for a while on sulfur in gasoline, but then now they are working on sulfur in diesel fuel, and they are simultaneously forcing changes regarding MTBEs and making other requirements, all of which affect us at the same time and we have to react to all these changes in our refineries. We’ve got the wrong agency doing this work; we’ve got energy policy being made by an environmental agency, but they don’t seem to be concerned about issues such as national availability and supplies and making sure the distribution system in this country works. We did work with the DoE on this issue and they agreed with us, that these standards could cause shortages. However, the way it works, DoE has no formal role to play in making these decisions. We will be seeking a formal role for the DoE in the future. And I can say that in the Clean Air Act, things are just a slugfest.

These jurisdictional problems are very common, that is true, but there are real questions of energy supply and energy prices that need to be considered, but EPA doesn’t take these into account. We’ve got a bunch of environmentalists making energy policy in this country.

In the end, with these big debates, there will be some horse-trading at the end of the process. That’s how it works.

Partisan: This issue is more partisan than not, since the environmentalists are on one side. But then it was not debated openly in Congress, just dealt with as an administrative matter. Having the auto makers on the other side probably did bring an additional number of Rs to that side of the table, however.

It’s interesting: a few years ago the auto makers had just zero credibility on environmental issues; I can recall several occasions where they would just get laughed out of meetings on such issues. Now they have found a way to be more environmentally correct, in public at least. But I can guarantee you that this has not changed their private stance: With EPA they will still be there angry and banging on the table. It’s amazing how they will engage in this environmental one-upsmanship. GM now comes out with statements about how they are more green than Ford, and the like. Truly amazing.

Q: Maybe this is related to their being consumer product companies as opposed to the oil companies who are more wholesale oriented and in any case don’t seem to have the loyal customer bases as the car companies. “That’s true: gas is a necessity, whereas a car is a love affair.” People are extremely price sensitive when it comes to gas. With cars, it’s more complicated.

[Another sore point:] It’s true that engine technologies depend on the gas that is used, and vice-versa. But who makes the prototype engines where they do these tests, and who gets all the information concerning those tests, and how much of it do they let others know about? Knowledge is power, you know, and they are in a huge advantage over us and the government here.

[Q: Sometimes in this area there seems to be a lot of hope for technology-forcing and improvements that will dramatically reduce the costs of things in the future. Do you get the feel that in making these decisions the government had a strong understanding of what the costs would be, or did it kind of take a leap of faith?] “The EPA knew the costs and also the risks of potential supply problems when they adopted this policy. This administration is just rabid when it comes to environmental issues, and it is also the most politicized administration in decades. This 15ppm standard for diesel is a good example. [Q: Isn’t there a threshold effect in the case of diesel that sets it apart from gasoline?] Yes: they say the threshold is 15; we say the threshold is at 50. The EPA banks on technology to solve the problem, and since they are establishing standards that will take effect a few years out, they hope the problem will be solved by some technology that hasn’t been marketed yet. But meanwhile we have to change our refineries and we can’t change them to technologies that don’t exist yet: it’s a leap of faith.”

All of this stems from the California experience. They’ve engaged in a lot of technology pushing, and in some cases there have been some successes from that, and so more power to them: that’s great. But it hasn’t just been successes, there have been some huge flops as well, such as the electric car. Billions of dollars were invested in that and it is a flop.  Consumers want a car that has a greater range, it’s as simple as that. So they often go too far in California, and we expect the government to do the same thing now with trucks and diesel fuel.

Carol Browner is just unbelievably stubborn. I could go on and say all sorts of things about her but you get the picture.

[Q: This issue seemed not to involve Congress that much.] Congress just wasn’t willing to weigh in on this one; there just weren’t enough votes there. And then it didn’t help that some of our companies split off from us on this issue. This is always a big issue in a trade association, keeping your members together. We were all pretty unified about it at the beginning, but at the very end, and close to the end, some of them split off, saying they could live with these rules. Those were the biggest companies, and they just felt they could live with. There were some hearings on this in Congress, but no significant legislative effort here. This issue simply did not unify our membership. First, we have a diverse membership ad some of them sought to use this for market advantages against the others. Second, many had seen this coming a long time ago, and saw it as inevitable: We know they are going to go after sulfur, and there’s nothing we can do about it. They knew that sulfur was gong to get hammered here. So many of the biggest companies had already come to terms with this long ago and even devised ways where they thought they could gain market share because of it. As a result of all this, we did not escalate this issue. Having the environmentalists and the auto companies together, with this Congress, we were isolated.

Our strongest argument had to do with the oil supply issue. But too few people in this country are old enough to remember the oil shortages of the 1970s. With regular gas at $1.20 and people in other countries paying 2, 3, or 4 times that amount, the degree of complacency about the oil supply in this country is just amazing. The shortages we saw this past spring and summer were a good wake-up call.

Diesel fuel standards will be much more unifying to our members than gas was.

[Q: There was some congressional action concerning the western refiners.] These are small refiners, often serving discrete markets, many of them are very small, and even qualify legally as small businesses. Some are API members, some are not. In any case, they were able to get a slower phase-in.

You know, you should never underestimate the power of lobbying and the importance of resources. I think lots of times an issue can be seen as an 80-20 kind of thing. The oil industry often is in an unpopular position, since we don’t take the environmentally correct stance on many things, or necessarily the politically correct one. So let’s say we start out with only 20 percent support, which happens on lots of issues. Well, you can flip that around—you’d be surprised what you can accomplish if you have the resources to do it. But you have to have the resources. Those can be used to purchase ads, to develop grass-roots campaigns, to hire consultants who know the right people, to hire lobbyists, etc. In this case, the auto companies were 100% committed to the issue; we were not. Our members therefore were not willing to devote the resources to the issue to do what we would have had to do. So, they get what they pay for and in this case they didn’t want to pay.

Prior Activity on the Issue

 above

Advocacy Activities Undertaken

Above; few specifics mentioned

Future Advocacy Activities Planned

Issue closed, moves on to diesel fuel now

Key Congressional Contact(s)/Champions

None mentioned

Targets of Direct Lobbying

EPA, DOE

Targets of Grassroots Lobbying

none

Coalition Partners: Names/Participants

None mentioned

Other Participants in the Issue Debate

Auto companies, environmentalists, EPA, DoE

Ubiquitous Argument(s) and Evidence

Energy supplies and possible shortages

Cost to consumers: higher gas prices

Small refineries will go out of business

Car companies should make better engines

Two standards more cost efficient: east and west

Secondary Argument(s) and Evidence

Innovation and technology forcing mandates

Targeted Arguments, Targets, and Evidence

All seem to be general

Nature of the Opposition

Ubiquitous Argument(s) and Evidence Articulated by the Opposition 

Clean air requires no sulfur

Single national standard necessary

Cleaner fuel works even with older cars: silver bullet

Technical consensus that sulfur is the culprit

Secondary Argument(s) and Evidence Articulated by the Opposition

Targeted Argument(s) and Evidence Articulated by the Opposition (and Targets)

Described as a Partisan Issue

Yes

Venue(s) of Activity

EPA exclusively

Action Pending or Taken by Relevant Decision Makers

Done, December 1999

Policy Objective(s) and Support for/Opposition to the Status Quo

API accepted the idea of a change, but wanted a higher standard, and separate standards in east and west of the country.

Advocate’s Experience: Tenure in Current Job/Previous Experience

Worked at API since 1985

Reliance on Research: In-House/External (Code for Organizational Advocates Only)

Industry-wide research activities

Number of Individuals Involved in Advocacy (Code for Organizational Advocates Only)

Unclear; check web page

Units in Organization Involved in Public Affairs/Policy (Code for Organizational Advocates Only)

Advocate’s Outstanding Skills/Assets (Code for Organizational Advocates Only)

Type of Membership: None, Institutions, Individuals, Both (Code for Organizational Advocates Only)

Membership Size (Code for Organizational Advocates Only)

Organizational Age (Code for Organizational Advocates Only)

Miscellaneous

API used to have 500 staff and 33 state offices fully staffed. Now there are only 225 staff and only 26 state offices, most of which are just a single person with a secretary. The oil companies too have downsized; many even of the big ones have just 2 or 3 lobbyists. API has only one lobbyist working on environmental issues. We have a much smaller presence in DC than we once did, and our state efforts are virtually dead.

API is broadly spread over a lot of issues. Even with the downsizing, they still expect that we will follow many issues; the same has happened in many trade associations. The trade association lobbyists just don’t have as much time for as many issues as they used to. This makes coalitions and alliances much more common. There are some interests in this town, the AARP and the Road Builders, for example, who are flush. Those people don’t need alliances with anyone, and they don’t get involved in them. But it’s true that getting people with you in an alliance or to follow your lead in a coalition is the name of the game and it’s much easier if there is some reason to predict success.

Meteyer: Grad work at U-Maryland in marine science, 1983. Came to API in 1985 working in a technical area. Then worked in the state arm for 10 years, shifting from technical work to advocacy work. Three years ago, came to HQ and now heads up the fuels team, which has 13 people including lawyer, economist, PR, lobbying people. At the same time, he is the Manager of Downstream advocacy, which means all lobbying activities dealing with issues affecting things relating to events from when the gas leaves the refinery to when it gets to the service stations.

[General: very articulate, but lots of this information does not seem to jibe, even internally. They seem to have painted themselves in a box with the finding that sulfur really is the most important element, and in this case it appears that the auto companies have made them eat crow. Clearly they are not very happy about it. Also extremely partisan: hatred for the Clinton administration is palpable. To argue that the API, with 225 staff in the DC headquarters, is short of staff is a stretch. But it’s interesting how they do seem to have been rolled on this issue.]

