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THE ENERGY CRISIS

The events of the last six months have been traumat:c
7|ndeed for the :ndustrlallsed Western World, Now it seems
that our future well-being is threatened more immed;ate!y
by the Dolicieé of others, with some of whom we have very
Fimited influence or even understanding - and no 1onger
by the iron Iaws of econoly, from whose grip money and

-scientific community stood ready and ecager to delivep us.

Above all, for Western Europe and Janan. The brutal
truth is that imported oil has become the very Foundat:on
of Europe’s prospe rity for the foreseecable FUtUPv- For the
next FIFteen to twenty years, we may expact Eturope’s dependance
on this or some external source (such as imported coal) to
. increase not dlmlntsh. Even in 1071 imported oil provided
02 % of Mestern Furope’s energy, and 59 4 of that of the
Community of nine. By 1985, that Ffigure was projected to rise
to some 73 3 of Lommun:tv needs.

This dependance gew out of the flood of cheap and
plentiful energy provided for us by the ol companies. We
took the casy road they offered towards an economy built on
a wasteful squandering of the world’s oil resources and

neglected other sources of energy that appeared more costly.

All this is now well known, hut we cannot change direction

easily. Severe shortages of oil will mean many difficult vears

.../of adjustment,
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\ of adjustment, with grave social and economic problems, There
B is no substitute for imported oil in the short term. While
se[FmsuFFiciency is a possibility for the USA, but only with
difficulty and at immense financial cost. For Evurope such

»

independance is inconceivable in the foreseeable future.

This means that Europe is committed to purchasing a
: F

»

major part of its energy needs of the World’s market. . I£ is

committed to the future of international trade and its prober
conduct. And it means that Europe’s economic destiny is tied

to the specific actions of the quite limited number of

countries who determine the evolution of the world market in

. ’

energy.,

In the world market for oil the number of major parti-

cipants is quite small, So far as Europe is concerned a small

number of Arab States provide 73 % of our total oil import

-

requirements.

But the conditions under which we obtain that oil are
also determined by the actions of the two other major consumers -
Japan and the USA. The USA is of special interest because her
import policy is an option - at a orice the USA has immense
resources of oil and coal to develop - at a price, the URA could
make substantial economies in her use of eneﬁgy. Japan, like
Europe, has far less of a margin for economnies in the use of oil
without severe economic and social revercussions.

.

The Oriqins of the Present Crisis

This quick review enables us to trace the origins of the

present crisis quite easily. First, 'ISA import policy and the.

e

.../financial incentives at work
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: Fihﬂn ai incentives at wor“ For the major oil comoanies have
vhoaultod :n'a'modo st duclln@,in U.S. domestic production of

',crudﬂ 'wxfh the qhowth in demand heing taken up by imports

from \rﬂb Qtates, and From \uudu Arvabia in particul ar.

The second factor has been the growing ability of the

governments of otl»phodu cing countrces to determine sunply

conditions thcﬂse!vca, somethtng which was previouslyvy a

virtually exclusive domain of the o}l companies.

is that the Aprab States are now well aware of the
their bargaining position and clearly possess the
the motivation to use it forcefully. For many of

the revenues carned from oil are the sine qua non

The fact
strength of
skills as well ¢
these countries,
of their

development. Well aware of their limited life, they have made

it quite clear that they wish to stretch them out

as long as

possible while waximising their revenues by maintaining the

pressure for higher prices.

We can say that the oil producers have stepped in and

dealt with the world’s reckless squandering of its oil resources

in their own way, in the absence of any real interest or action

by the governments of the consuming countries, Their initiative

is here to stay and will be an essential consideration from now

on in any redrawing of the balance of our energy sources.

The major oil companies have been quite unable to prevent

their control over the price and quantity of oil offered in the

market being eroded by the member governments of O0PEC. |t has

become apparent that, in many ways, the companies’

interests

lay more in appeasing producing states - all the more since

the governments of most consuming countries continued to

acilvely avoid any direct involvement. Gradually,

the companies

have become, as Professor Adelman of the M.1.T. so vividly

describes them, - tax collectors for the 0PEC governments. .

B . -

P
-

.ve./ Thus the politicisation




Thus the politicisation of oil proceeded apace, and the
events Following on the Yom Xiopur war Finally confronted
consuaepr governmants with a reality which was inescapable,
Eurone and Japan found themselves to be little more that
anxious spectators in events of the greatest significance for

their future.. .

Consequences : v .

The economic and political conseauences of this upheaval

in the oil market are already visible. From the economic

point of view the crisis was viewed in the beginning as a case
of shortages. However, as the situation became more stabilized,
it was the financial and monetary aspects, the questions of
price and of balances of pavments wh ich came to the forefront.
The exporting countries had in fact at their digposal enormous
amounts of currencies of which only a proportion can be used

at home, but of which the greater part will, for instance, have

to be mobilized for:productive purposes for other countries, and

in particular for the developing countries.

The risk is indeed great that this additional volume of
capital will further aggravate international monetary disorder
and lead us into a truly catastroohic situation.

This prospect, which is alarming and might become further
aggravated if individual States of grouos of States were to

engage in an effort of outbidding one another in protectionism,

partitioning-off oriviledged trading areas or economic heaemonies.

.

- Without being unduly pessimistic, the Commission forecaskts
that the vear 1974 will be a difficult vear for EFurooean econ-

nomi es ¢

= There will be a definite slowdown of economic arowth with

.«./serious structural
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serious structural employment if we do nol take adeauate

4
v

measures in the near future, ‘

- Finally, there will be serious problems for Hember States
P

in coping with the additional balance of payment burdens,

The political revercussions of the oil crisis can |ikewise bo

discerend. VYWe are witnessing a shift of responsibility in the

'

Field of oil supplies since States must to some extent take

the place of oil companies in negotiations with the producer

dountries.
b

Now the loss of bargaining power by the major oil
companies has left a vacuum which governments are obliged to
fill. This new responsibility has become unavoidable, and
from now on it will be normal Ffor governments to be closely
concerned in these matters, ) .

Certainly for Furope as a whole fo establish 1ts presence
and potential contribution more effectively, in the course of
these negotiations with oil-producers, can bnly be desirable.
If indeed Eurooe’s Friendship were to become as valued amongst
oil~producers as theirs is amongst us, a better equilibrium
would be achieved. '

However, all the measures that the States are taking at
present, though they are characteristic of the disarray in
which we find ourselves, can only be palliatives, and do not

in fact present anything more than partial solutions.

I think it is now clear to all that while bilateral deals
have their place and may provide temporary advantages, all the
evidence is that the overall character of the market will
aquickly reimpose itself if there is any substantial divergence -
at least, that is, divergence in favour of one or another

consuming country. : o

-

.../ 1In principle then,



6

An principle theh, all are agreed that gughrbiiateral
deals as are made should be in the context of a framework
of rules for the conduct of international trade relations
applicable to all. The present framework is obviously inadequate,
another must be created, A

Otherwise we are faced with the risk of overbidding, and
overbidding, not only in terms of consumer or capital goods,
‘but also in terms of weapons of war, and in terms of political
influence. And if preferential agreements and bilateral trade
deals result in the gradual brecakdown of the international trade
structure, as each country takes measures to protect itself
from the implications of the ensuing scramble for oil, it is
Europe as the largest trading entity in the world which stands

to suffer most. !

What i1s enerav ovolicv ahout ?

| have reviewed the economic and political consecuences
but omitted perhaps one of the most important. The energy
crisis has comoletely transformed the .political conception of

vhat energy oolicy is about.

Now that energy policy has moved to the forefront of "high”
diplomacy, many of us would be forgiven a growing confusion. At
that level of sophistication it seems, everything ts linked to
everything else and consequently nothing is resolvable this

side of ltopia.

I do not propose to spend the rest of this evening talking
about the future of the Atlantic alliance and tHg American forces
stationed in Europe. But | think it more generally agreed that

energy nolicy is a necessary focal point as of now for the

. . ' .../ Following

B —
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following issues even if they are much wider than traditional

energy oolicy

(i The nead is for a fundamental vpevision of the rules
governing the conduct of international trade, to include

not only tariff and other barriers to imports, but also

to export from domesﬁic markets, whether applied to nation-
ally owned or foreign owned companies. Equally it must
re-establish the limits to which priviledged relationships
between two or more countries or groups of countries

can go without seriously affecting the interests of Third

Parties ;

(iiY A separate but related issue is the distribution of the
wealth created between the purchasers of raw materials,
predominantly but not exclusively advanced western

industrial States, and suppliers of raw materials, the
Third “orld ;

(iii) Finally, there'is the need to rethink an cffective code of
conduct governing the activities of private and, dare |
say it, public concerns whose activities vitally affcct

the national interest:.

None of these are very new problems as even the most cursory
knowledge of history tells us, hut the energy crisis has served

to bring them all into the forefront of international diplomacy.

at one and the same time.

Traditional influences and relations are fluctuating, new
links of power are becoming cstablished between States, concepts
which, previously did not count on the international! scene are

becoming powerful, even overbearing.

«+./ Europcan public opinion

nationally imposed restrictions and regulations on the right

et w11 4 Y
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Europceon public opinton is fully conscious, | beliceve, of
these upheavalg and of the absance of Furone as an cffective

actor in the new drama which is now being pltayed out.

I believe that the Europecan Communily must react against

this and make heard the voice of a 250-million strong community.

¢
. 4
H
|
A Eurovean Enerqgy Policy - how is it evolving 7 f
Let us begin by setting out the types of policy available
at the broadest level - a8 policy response may be expected to
have two basic aims :
(a) Managing purposefully our dependance on different sources
of energy ; : , ‘ _ k

K

(b Attempting to change the external conditions of supply,

Let me deal first with our external conditions of supply.

Policies must include :

- the search for a new modus vivendi with the oil-producino

countries and with our important competitive rivals amongst

.the consuming countries ;

—- a re-evaluation of the future role of the oil majors and the

feasibility and effectiveness of national alternatives ;
- a review of the developed world’s future relationships with
those countries in the developing world not fortunate enough

to possess oil ; ' .

- a review of the opportunities for the further geographical

4

diversification of Eurone’s dependance, perhaps by the increasad

use of alternative sources of energy such as coal.

.../ Outside eneray policy




revenues gencrated by the OPEC sbates in

T : 9 | ~. o
Outside energy nolicy as such, but - cl osely related, is the
need to find suitable mechanisms For the orderly absorbtion of -

.

world trade.

—
-

The Commission had alread proposed co-operation with “the
Y

70:|~conqnmanq countries, and between them and the oul-producars an:

major oil companies, back {n October 1972,
For the Commission, this co-operation should be based upon
the following four princivles : |
) <
(a) the existence of a Eurovean Community of interest whose
specific character should be respected, as Eurove will
respect the interests of others ; here, let me just remind
you how different the trading circumstances of Western

Eurove, above all in the world oil market, are from those

of the U.R. ; '

(hY a recognition of the likely effects of national policies
on other countries. There must bhe a pdblic recognition
that all public policy in energy does, and will in future,
take account of the essential interests of other consuming
countries., Here let me remind you of the part U.S. import
policy and the U.S. taxation policy for oil maJOPS have

played in the origins of the present crisis.

(c) A commitment to the future of the third world and to the
need to ensure that their development is not further
obstructed but rather enhanced by the actions of the major

industrial consuming nations ;

(d) no opposition to the legitimate interests and aspirations

of the oil-exporting countrics.

- ../Obviously, as this
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Obviously, as this statement of pri&ciulus makes clear,
&hmﬁe will be differences in emphasis, occasionally even of
attitude, [t must be “our hope and expectation that all
concerned will make a major efFfort to concentrate on developing
thosa arcas where interest is held in common, while respecting
the position of others where interests seem to diverge.
These divergencics exist within the Community, as well
as hetween the Community and other major consuming nations
such as the U.S.A, and Japan ~ the Washington Conference made

he]

that clear for all to sece.

But these divergencies should not be overdramatised. They
concern cssentially questions of procedure and the political
impact of the style of doing things. On such fundamental
issues as the exchange of information between consumers, co-
ordinating their research into alternative energy sources to oil,
harmonising attitudes towards the mix of fuels in the energy
balance, even on the rcallocation of oil in times of crisis,

consensus is not too  far away.

Differences over the style of doing things went beyond
energy policy as such apd included the conduct of Atlantic
Alliance : that became immediately obvious. Less obvious, But
already present, were differences between the 1.5, and the
Community over the conduct of Community’s relationships with
the Arab States, on whom she is so dependant. Now these two

problems are out in the open.

I think it is both unwise and indeed wrong to oppose
Atlantic solidarity and Communitv solidarity as alternatives
to chose between,even if immediately after the Washington

Conference, many thought that way. For it is becoming apoarent

.../that there is no necessary




that thore 'is no hecessary conllict between the woprk of the

co-ordinating group set up by that Conference and the work

of the Nine themselves, The action of the co-ordinating

aroup_in referring such important issues to the QECD as

A~
-
~——”

energy conservation and demand restraint ;

(i) accelerating the development of alternative energy

sources to oil
(iii) re-allocation of oil in times of crisis,

has greatly reduced the potential area of conflict. We may
hope that in the next feuw months other topics, such as enerqy

R & D and th@ Tuture role of the oxl companies, may . also find
their way tthﬂc. : '

'
] And | Firaly believe that the areas of agreement between
|7 Furope and the U.S.A. greatly outwelgh the areas of disagreement
which certain observers have chosen to highlight. Ve do not
forget that the Americans should find it easier to escape from
this energy crisis than us. They have theijr own important
reserves of energy resources, whether actuaily or potentlally

is use, and the great advantage of having the power to take

decisions reflecting their enormous economic and po!ltlcal
canabilities.

Thus Europe has every interest in good relationships

with America, whose bresence on the international oil scene
is after all so decisive, if only one thinks of the exploration
| effort for new reserves, or of measures to reduce consumptnon,

’ wvhich, for a country of America’s importance, could be truly

significant.

«oe./ But we Furopeans
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S\IU‘}Gé Luropeans may also hope For a growing under-

standing of the differences in the interests of consumer

notions, bhecause of their varying cconomic and hthOP!Cdl
Ccircunstances.  For obvious reasons the Community feels that
steps towards an effective dialogue with the Arab producers

.ol oil, who supoly some 75 % of our oil imports, are both
right and essential., The Community’s interests dictate that

there should be such a dialogue and at an carly date.

Let me turn away now from these muddy waters, to’ﬁn.area
more tvéditionallv the concern of energy policy, than of managing
purposeful fy our dependance on different sources of energy.,

What %ind OF pollcxﬁq 1s the Curooean Lommunlty dcveloprnq
here ? ' 4
'

It is clear that the strategy préposed must stress security
more than ever ; both in terms of the volume of supply and the
price at which it can be made available. A& the same time, it
must not compromise the long term objective'of making
available to our economies once again cheap and abundant quon!tes
of eneray, in acccotaole environmental condltlons. It must be
flexible enough to reflect changing circumstances in the world
energy markets and compatible with internal economic objectives

and external relations.

Because of the rigidity of the energy supply structure,
any policy to effectively manage the fuels used, which is more
“than tinkering with the margins of trends, must have a long
term outlook. Ye see for Europe, by the year 2000, an energy

structure based essentially on two elements - nuclecar enerqy

for electricity generation, gas generation, and direct industrial
applications, and gas - whether natural or manufactured. By

the ycar 2090, our dependance on coal and oil could be reduced

.. ' .v./to 20% of our enerqgy
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to 20 5 ol our encrqy needs, compared Lo some 82 % at present,

'
.

To achieve this objoctive, the lirst steps must be taken
between now and 1985 to restructure supply and to adapt demand, so
that the energies produced can be absorbed readily in the form

in which they are made available,

But these steps must be consistent with the security
objective 'in this period. Those proposed are designed to
reduce From 01 % to some 43 % the total of imported energy in
consumption. And by diversification geographically and between
fossil Ffuels, greater security still may be ohtainable than

the above reduction suggests, taken at face value.

An essential element of this policy must be the restraint:
of demand by encouraging the more efficient use of energyv,

since, at the margin, increcased enerqv consumption will almost
.

certainly mean incrcased oil imports.

Secondly, we must ensure the spcedy but effective o
exploitation of such economic reserves of hydrocarbons as the
Community itself possesses. In particular, care must be taken

to direct national gas into its premium uses.

Thirdly, we intend to diversify our sources of imported
fuels, principally by exploring the possibility of greater

rccourse to imported coal.

To implement this policy, the Commission proposed a wide-
ronging redefinition of the relationships between the public
guthorities and the energy industry, in varticular those
concerned with the transport, refining and distribution of oil

and oil products.

The objective is to establish a code of conduct Ffor the

industry. The public authorities will monitor the behavious

of the industry and will have the mezans of intervention when

necessary,

«../The Council of the Furopean
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The Council of the European Communitins has al raady
adopted a rule reauiring oil companies to notify the. membepr
States and Comuission of their import programmes one year in
advance, This must ultimately be reconciled with any eventual

supply plan cstablished by the Community.

Similarly, investment programmes are already notified
and will have to be related to the strateqgy adopted.
! Rules to redefine the information a company must supply
and to establish a price regime are also under active conside-
ration.

So it can be seen that what is being proposed is a very

“active energy policy, whose implementation will require the

public sector to involve itself in every aspect' of the balance
of supoly and demand to ensure its success. In the process we may -

hope that progress will also be made on those much wider, and

more long-standing issues which the energy crisis made so pressing. |






