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The European Community
and
the energy problem

Introduction

Belgium, Denmark, the Federal Republic of Germany, France, Ireland, Italy, Luxem-
bourg, the Netherlands and the United Kingdom as members of the European Community
share a common economic and social destiny; they also share a common interest in energy
for, as countries with energy-based economies, their future prosperity depends upon con-
tinuing availability of this essential commodity.

The Community’s 250 million citizens already enjoy standards of living among the highest
in the world and if they are to maintain and improve living and working conditions they will
require a regular, stable and adequate supply of energy at reasonable prices.

The Community used to be relatively self-sufficient as regards its energy supplies, but over
the last twenty years it has gradually come to depend, as a whole, on imports—especially of
oil—for almost 60% of its needs.

To begin with, this imported energy encouraged economic development and social progress
within the Community countries, because of the low prices and regular deliveries.

But the oil crisis of the winter of 1973-74 dramatically changed the situation. The oil price
increase brought an abrupt end to the era of cheap oil while the oil embargo demonstrated
clearly that regular supplies could no longer be taken for granted.

The oil crisis, although precipitated by the resumption of hostilities in the Middie East, was
in fact the culmination of a gradual change in the world energy scene: the emergence of a
seller’s market in which oil producers were in a position to determine unilaterally questions
of price and supply.

The writing had been on the wall for some considerable time before the crisis actually broke
and as early as 1962 those responsible for directing Community affairs had warned of the
need for a common energy policy and had defined its scope and content.

When it came the crisis could not but make the need for such a policy more imperative for it
demonstrated clearly the vulnerability of the economy of Western Europe to supply restric-
tions and also to sharp increases in energy prices. Furthermore, it emphasized the ineffec-
tiveness of isolated or uncoordinated national reactions, as well the dangers of an absence
of solidarity among the oil-consuming countries. Lastly, it showed the need for changing
the pattern of supply so as to reduce dependence on imports: greater energy conservation,
more intensive use-of indigenous resources and the development of sources other than oil.
Some of these sources have a promising long-term potential. such as solar or geothermal
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energy, but can make only a limited contribution in the short and medium term; others, like
nuclear energy, are in a position to make a more substantial contribution in the short term.

It must, however, be clearly realized that no discovery and no technical innovation—-
whether it be energy from nuclear fission, North Sea oil or gas, the possible underground
gasification of coal, or even controlled thermonuclear fusion—can by itself solve the prob-
lem. Moreover, even a very intensive effort to increase self-sufficiency in the Community’s
energy supplies will not dispense with the need, during the foreseeable future, of having
considerable recourse to imports.

The key to the future as regards energy, for the European Community as for any other
developed geopolitical entity, lies in diversification: diversified requirements must be met
by technically and geographically diversified sources of supply. It is, moreover, absolutely
essential to normalize trade relations with the producing countries.

The mere spontaneous action of economic forces on the energy market quite clearly cannot
guarantee the attainment of these objectives. It is necessary to have a policy, concentrated
on energy but encompassing various facets: market organization, research and develop-
ment, international relations, finance, etc.

The number and diversity of the economic and social factors which determine an energy
policy or on which the latter may have repercussions mean that, in order to respect the
unity of the Common Market and eventually achieve economic and monetary union, such a
policy must be a common one. Moreover, the measures to be taken must be compatible
with all common policies developed by the European Community. Solidarity allows the
Member States to cope with problems beyond their individual capabilities and reduces the
risk of duplication in research and investment while making it possible to share the cost of
certain large-scale operations.

A common policy also makes it possible to take advantage of the economic and political
strength of an entity of 250 million inhabitants in negotiations with the multinational oil
companies, with other importing countries and even in the dialogue with the oil-producing
countries.

However, a common energy policy is not a prefabricated system which can be imposed as a
whole and at one stroke. Member States’ energy situations differ widely and flexibility is
therefore required—flexibility which will undoubtedly produce uncertainties and surprises.

The common policy is gradually being formulated through a series of decisions by the
institutions of the Community, arrived at successively in the spheres in which a common
attitude is considered feasible and advantageous, or urgent. However slow and unspectacu-
lar this painstaking implementation may appear, it must, nevertheless, be emphasized that
the continuous inspiration for this work comes from a set of principles and objectives which
form a coherent framework for future progress.

I. Market trends before the crisis

With particular regard to Western Europe and more specifically the countries of the Euro-
pean Community, these trends exhibited the following features:

4
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[. Volumes

In the course of the period—something under a quarter of a century—running from the
early 1950s to the last years before the crisis, demand for energy—already high compared
with the world average—increased very sharply. In the industrialized countries, primary
energy consumption increased generally by more than 100% and, by 1973, the nine Com-
munity Member States had a combined energy consumption of almost 1000 million tonnes
oil equivalent (mtoe). At that time, there were no signs of demand saturation in Europe or
of a decline in growth. The European Commission was still forecasting a doubling of energy
requirements in fifteen years and estimated total requirements for 1985 at some 1800 mtoe.

2. Supply structure

This boom in primary energy consumption was accompanied by radical changes in the
patterns of supply. Immediately after the Second World War more than 80% of the total
energy requirements of the countries which now form the European Community were met
by solid fuels (coal and lignite), while oil accounted for only about one-tenth of the total.
The relative proportions have now become quite different.

By 1973, solid fuels covered scarely more than one-fifth of total requirements (23%),
whereas oil accounted for nearly three-fifths (59%), natural gas—a source recently estab-
lished in Europe—accounted for over 12%, and hydroelectric, geothermal and nuclear
energy accounted for the balance (just over 40%).

It has, therefore, been hydrocarbon fuels (oil and natural gas) that have made the rapid
growth in consumption possible. In addition, the uses to which petroleum products are put
have been extended considerably. Whereas in the past they were used mainly as fuel, they
are now increasingly used to produce heat (heating, furnaces, electricity, etc.) and as raw
materials for the petrochemical industry.

In 1973 it was generally thought that the pattern of energy supplies would continue to follow
much the same trends. According to the forecasts drawn up by the European Commission
at the end of 1972:

— solid fuels would continue to decline in importance, their share falling to some 10% by
1985;

— oil and natural gas would increase their share still further, accounting respectively for
64% and 15% of energy requirements in 1985;

— hydroelectric and geothermal energy would be of even less importance, covering only
2% of requirements, while nuclear energy would increase its share from 1.4% in 1973 to
some 9% by 1985.

The changing pattern of Community energy consumption has been accompanied by a
change in the ratio between energy produced in the Community and imported energy. The
Community has always been poor in oil resources and, despite the recent North Sea
discoveries, demand for oil has remained markedly higher than internal production.

The increase in consumption was covered chiefly by imported oil; consequently, whereas
energy imports accounted for scarcely 10% of Community supplies around 1950, they have
now come to constitute over 60% of the Nine’s total energy supplies. Furthermore, accord-
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ing to the forecasts made in 1973, it did not appear that this degree of dependence on
external supplies was likely to decrease. The expected contribution from the North Sea, in
the form of oil and gas, would have been partly offset by an increase in imports of coal,
natural gas and nuclear fuel.

3. Prices

During the first half of the period between the end of the Second World War and the advent
of the energy crisis, Community energy prices were governed largely by the price of
coal—at that time still the largest source of energy. Independently of the systems of aid to
the coal industry, which moreover varied widely from one country to another, the general
policy was that coal should not be priced out of the energy market and so high price levels
for other sources of energy and, in particular, those of imported energy—especially
oil—were maintained so as to protect indigenous coal and allow it to compete favourably.

During the 1960s, however, after coal had detlined in importance, there was a change of
policy, and it became more advantageous to allow imported energy to compete more freely
on the energy market—even if this meant increasing aid to coal, accompanied by a planned
cutback in production.

From that time onwards, and to an increasing extent, the energy market, particularly within
the Community, came to be dominated by the price of oil products.

From 1960 to 1970, however, the world oil market was characterized by an abundance of
supplies and, consequently, low and stable prices; it was a buyer’s market in which, in real
terms, the prices, if anything, tended to fall. Moreover, because it was available at low
prices, oil was able to capture the lion’s share of the increase in demand.

During this period, the Community benefited from the active competition which prevailed
on the oil market and, consequently, on the energy market as a whole. Indeed, our overall
energy supplies were considerably cheaper than would have been the case if oil had not
been in a position to cover the increase in demand at low prices and thus to influence the
price of other energy sources.

But the relative fall in prices also had the effect of speeding up the cutback in coal and of
slowing down the development of nuclear energy.

4. Effects within the Community

The Community’s energy supply pattern has therefore undergone a change, the major
features of which have been a drop in the relative importance of solid fuels, greater use of
liquid and gaseous fuels and increased dependence on imported fuel, principally oil.

This change has had important results within the Community.

First, it has brought closer together national situations which had previously differed fairly
widely. Among the countries now belonging to the European Community, a distinction
used to exist between, on the one hand, the energy-producing countries (i.e. mainly those
producing coal) such as the United Kingdom, the Federal Republic of Germany, Belgium,
France and (to a lesser extent) the Netherlands, and, on the other, the mainly energy-
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consuming countries of Italy, Denmark, Ireland and Luxembourg. This distinction was
somewhat blurred, as the producing countries were already importing energy—particularly
oil—while some consumer countries could rely on a certain amount of national production
(hydroelectric power, peat and so on). Nevertheless, a real distinction did exist some
twenty years ago, and influenced consumer behaviour.

As a result of the cutback in coal production which affected all the producing countries,
albeit to differing extents, and the constant increase in demand which reduced the relative
share of internal energy sources, all the Community countries became net importers of
energy—the amount varying between half their supplies and almost their entire require-
ments.

Furthermore, the shift from coal to oil has had an impact on the regional distribution of
industry within the Community. Originally based in the coalfields, industry was still, im-
mediately after the Second World War, concentrated mainly in the coal-producing central
areas of north-western Europe. Oil, which was imported mainly by sea, reached Europe
and the Community via the seaports. Related activities (e.g. refining) and those attracted by
the difference in transport costs (petrochemicals and various other industries) have there-
fore provided opportunities for industrial development in coastal regions. At the same time,
the cutback in coal production has given rise to problems in regions where coal-mining was
an important activity or which were the traditional centres of important consuming indus-
tries.

5. Worldwide effects

The change in the energy supply pattern has also had considerable international
repercussions. :

In the first place, the discovery of large, easily-extracted deposits of low-cost oil in the
Middle East led to a ready availability of cheap oil supplies during the period 1960-1970.
However—and this illustrates the influence of purely political factors—the decision taken
by President Eisenhower in 1958 to restrict imports of crude oil into the United States led to
the greater part of available resources in the Middle East being diverted towards Europe
and Japan, making these great industrialized regions largely dependent for their supplies on
a small number of countries located in or around a politically and militarily unstable zone.
Thus the shift towards oil had major repercussions on the strategic situation and geopoliti-
cal relations on a worldwide scale.

In the economic context, the world oil industry has also undergone profound change. Until
some ten years ago, the major international oil companies, which because of their highly
integrated structure control all activities connected with oil (prospecting, production,
transport, refining, storage and distribution), were still in a position to regulate the volume
of oil production and the conditions for marketing for the great majority of exporting
countries and most of the importing countries.

This position has gradually changed as a result of action taken both by the governments of
the oil-exporting countries and by those of certain importing countries.

In 1960, for example, the Organization of Petroleum Exporting Countries (OPEC) was set
up and, by coordinating the action of those countries, strengthened their position. As far
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back as 1965, as the earliest concrete manifestation of this new development in the balance
of strength, the Libyan Government, using the threat of an imposed cutback in production,
brought about a change in the fiscal arrangements applying to concession companies
operating within its territory.

It was in this way too that, in certain importing countries, mainly in Western Europe, the
public authorities aided the creation or expansion of national petroleum companies whose
integrated activities, including production and marketing, were to extend far beyond the
borders of their countries of origin.

Lastly, these changes have had repercussions on the inter-relationships between the United
States on the one hand and Europe and Japan on the other, and also on their relationships
vis-a-vis the rest of the world.

The United States are able to satisfy almost all their energy needs from domestic produc-
tion, or at any rate from the American continent, so that for a long time the country has
enjoyed price advantages over its industrial competitors. American coal has always bene-
fited from very favourable mining conditions, and Europe used to obtain oil mainly from
Venezuela at prices based on the cost to the United States plus the cost of transport.

But from the moment when Europe was able to draw increasing supplies from the Middle
East and North Africa—regions which are much closer to Europe than to the United States
and have low production costs—the situation was bound to be reversed gradually. Japan
also benefited from this trend, and in their turn the two major regions which are the
industrial competitors of the United States were able to take advantage of lower energy
prices. This inevitably had an impact on competitive conditions between the United States
on the one hand and Europe and Japan on the other, and also influenced economic,
financial and monetary developments.

Particularly towards the end of the 1960s, Europe and Japan thus had a more rapid and
more sustained economic development than the United States.

6. Background to the crisis

The situation in fact began to change towards the end of 1969. At that time the world
demand for energy, especially oil, was increasing at a constant rate and rather more rapidly
than the producing companies had foreseen. A poor level of investment in some
areas—particularly transport—together with difficulties and delays in the development of
new resources, especially for environmental reasons (e.g. Alaska), combined with a high
level of demand from Europe and Japan and expanding purchases by the United States,
turned a buyer's market into a seller’s market.

The exporting countries, grouped together under the banner of OPEC, realizing the advan-
tage to be gained from this new situation, pursued a concerted policy to obtain simultane-
ously an increase in their oil revenues, certain guarantees to maintain the real value of these
revenues and, in short, greater control of the economic management and exploitation of
their oil resources, with a view to achieving the most efficient operation possible.

In economic terms, oil is both a source of revenue (often almost the only one) and a
development instrument for the exporting countries. Among the exporting countries of
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PRICE PER TON OF OIL IMPORTED INTO THE COMMUNITY
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North Africa and the Middle East, which together supply about 80% of the Community’s
imported oil, two groups must be distinguished.

First there are the countries such as Algeria, Iran and perhaps Iraq which, because of their
population structure and geography, have an assured potential for agriculture and industrial
development. In these countries, oil revenues are invested mainly in infrastructures and in
capital goods purchased from Europe or America.

The other countries can do little but invest their oil revenues abroad, and these invest-
ments, for the most part short-term, constitute floating masses of capital which accentuate
the monetary fluctuations in currency parities—an effect which becomes more marked as
their volume increases.

Whichever category they belong to, these countries have an interest in protecting their
revenue from losses in real value and purchasing power brought about by inflation. Some
exporting countries are, moreover, seriously considering reducing the rate of increase of
their production in order both to husband reserves—which, though very substantial in the
Middle East, are not inexhaustible—and to allow the capital represented by this oil to
appreciate in value underground to a greater extent and at a faster rate than the same capital
would if invested anywhere else.

Action taken by the exporting countries since 1970 has reflected these three legitimate
concerns and has given rise to the 1971 Teheran and Tripoli agreements on price increases,
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a number of agreements on price adjustments after major currency fluctuations, the 1972
New York and Vienna agreements on participation and also several nationalization
measures.

II. Impact of the crisis

However, certain oil-exporting countries added political considerations to the purely
economic demands. The ongoing tension and periodic armed conflicts which are features of
Arab-Israeli relations led the Arab countries to regard oil as a weapon and to use the
interruption of deliveries as a means of exerting political pressure. This happened in Oc-
tober and November 1973.

However, as far as energy is concerned, the most significant effect of these events was to
give a sharp boost to the trend that had been in evidence since the end of the 1960s.

In December 1973, the exporting countries stopped fixing crude oil prices by agreement
with the oil companies and decided that in future they would determine the level of these
prices unilaterally. Crude oil prices immediately tripled.

Further increases, decided thereafter, raised the price of crude oil exported from the
producing countries to over four times what it had been in 1973.

Simultaneously, the producing countries became more determined to take over completely
the management of their oil resources; this has been achieved in the majority of cases.

1. Reactions of the oil-consuming countries

As a result of the situation provoked by the oil crisis, the President of the United States
held a conference in Washington in February 1974 those taking part included—in addition
to the Community as such and all its Member States—the United States, Canada, Japan
and Norway.

Thereafter, however, France, which had expressed certain reservations with regard to the
guidelines adopted, did not take part in the Energy Coordination Group set up by the
conference. The work of this Group led, on the one hand, to an international agreement on
energy and, on the other, to the establishment of the International Energy Agency (IEA)
within the framework of OECD.

In essence, this agreement covers a vast programme of cooperation which includes:

— ensuring, in the event of an oil supply crisis, a common level of self-sufficiency in oil
supplies, common measures to restrict demand and measures for the sharing of all
available oil;

— the establishment of an information system covering the international oil market;

— the establishment and implementation of a programme of long-term cooperation, with
the object of reducing dependence on oil imports;

— the encouragement of cooperation with the producing countries and with the other
oil-consuming countries.



Although it was not associated with the work of the Coordination Group, the Commission
of the European Communities was consulted as to its results, and stressed the need for all
Member States, whether or not they were parties to the agreement, to formulate a common
energy policy rapidly and in specific detail. Moreover, it insisted that the Member States
which were parties to the agreement should take the requisite measures to ensure that the
solidarity of the Community and the rules of the Treaties should be respected in the event
of the supply-sharing system envisaged by the agreement being implemented.

Although the Community as such is not a member of the International Energy Agency, the
Commission of the European Communities has been participating in its work since the end
of 1974, fulfilling a dual role of coordination, on the one hand with regard to the views of its
Member States and on the other with regard to the action of the Agency and that of the
Community.

The work carried out by the Agency comprises, in particular:

— establishment and implementation of a programme of long-term cooperation on the
development of resources and economical use of energy, including energy R & D;

— examination of national programmes for energy conservation, including the develop-
ment of new sources or new resources;

— improvement of the-information system covering the oil and gas markets;
— creation of a statistical data centre for energy;

— establishment of a mechanism for the restriction of demand and the sharing of oil
resources in the event of supply difficulties.

As regards the Community, the oil crisis and its implications were examined at the Summit
Conference held in Copenhagen on 14 and 15 December 1973. It was agreed that the
Community needed to take effective measures for an energy policy immediately, and to
facilitate its formulation and implementation it was decided to create a new body—the
Energy Committee. Composed of representatives of the Member States, under the chair-
manship of a member of the Commission, the Committee is responsible for ensuring the
coordinated implementation by Member States of the measures adopted by the Communi-
ty, providing for the exchange of information and consultation between Member States and
the Commission with regard to supply conditions and foreseeable developments in the
supply situation, and also assisting the Commission in the formulation of its proposals.

2. Effects on the world economy

The oil crisis was followed by the most serious economic recession since the war.

It cannot, of course, be asserted that the oil crisis was the direct and sole cause of the
recession but it would, however, be impossible to deny that it was a major contributing
factor.

The sharp increase in oil prices at the end of 1973 strongly stimulated inflation throughout
the world. Within the European Community, the average annual rate for the last three years
has been around 12%. However, the situation differs markedly from one country to
another, the extremes being represented by the Federal Republic of Germany, with an
annual rate of between 4 and 6%, and the United Kingdom, Ireland or Italy, where the
annual rate has been around 20%. At all events, inflation on this scale, above all, the
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measures taken to combat it, are incompatible with a regular and sustained economic
expansion.

The quadrupling of oil prices also helped to convert the traditional balance-of-payments
surplus of the industrialized countries into a deficit, and to aggravate the already large
deficit of the developing countries that were not oil producers. The beneficiaries of the
trend were, quite evidently, the OPEC countries; the scale of their new-found wealth can
be gauged from the fact that, after satisfying all their own requirements—it has been
pointed out above that the situation in this respect varies greatly from one country to
another—they are left with an annual surplus of 30 or 40 thousand million dollars. Since
1973, therefore, some 100 to 120 thousand million dollars have been withdrawn from the
funds available to stimulate international trade.

The economic recession has been characterized by international balance-of-payments prob-
lems and a sharp decline in world trade. A vicious circle has, moreover, been created in
which declining exports have led to a decrease in industrial activity and, in turn, a reduction
in imports.

The transfer of wealth provoked by the increase in oil prices has had other effects. The
amount thus siphoned-off by the oil-exporting countries from the revenue of the importing
countries has affected the spending of the citizens of these countries and their savings, i.e.
their standard of living and rate of capital formation, and also consumption and investment.
The vast increase in oil prices generated fears of catastrophic consequences at the begin-
ning of 1974. The actual effects have been less disastrous than expected because the
oil-exporting countries have to some extent re-lent, through their investments to certain
industrialized countries which were their principal customers, a proportion of the sums
which the latter had to raise to pay the enormous cost of their oil imports. This, however,
does not affect the fact that the reduction in current spending and investment in these
countries has affected their level of industrial and economic activity.

For instance, within the European Community industrial production dropped by 8% bet-
ween 1974 and 1975. Moreover, the overall gross domestic product declined by 2.2% during
the same period, whereas ever since the war it had maintained a continuous and sustained
rate of growth. Even though there was some recovery at the beginning of 1976, this faded
during the second half of the year, and since then economic expansion has not regained its
previous momentum.

This trend has been accompanied by a rise in unemployment, and the number of unem-
ployed increased from some 3.5 million at the end of 1974 to 5 million in 1975 and subse-
quently, after a slight drop in early 1976, to 5.5 million.

As far as the Third World countries which are not oil producers are concerned, their
situation has become extremely critical, because their foreign debt burden, which was
already very high, has been almost doubled by the increase in the price of an energy source
which constitutes an essential element of their economic development.

It is therefore evident that, although the increase in oil prices has certainly not been the
only cause of the worldwide economic recession, it has nevertheless constituted the princi-
pal factor in its outbreak, which has stirred into activity other latent forces which otherwise
would perhaps have remained under control.

The increase in oil prices has had yet another effect: the European Community and Japan
have now lost the competitive advantage that they had over the United States when they
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were able to obtain a large proportion of their energy supplies on the world market at prices
lower than those of domestic resources.

3. The Community and the new factors governing the energy market
The economic recession and the changes in energy prices have not been without repercus-
sions on energy consumption.

Within the Community, gross internal consumption of primary energy has shown the
following trend:

1973 936 mtoe
1974: 917

1975: 864

1976: 908

1977: 940 (forecast)

This has been an exceptional phenomenon, and one which previous experience since the
Second World War made it absolutely impossible to predict. There has, in fact, been a
decrease in energy consumption for two consecutive years, whereas between 1950 and 1973
consumption rose uninterruptedly from year to year. An average and relatively constant
increase of 4.5% per annum ceased abruptly, and was followed by four years of stagnation.

This trend is explained partly by the decline in economic activity—particularly industrial
activity. It was noted that the latter fell by 8% between 1974 and 1975, and that even now
recovery is only half-hearted. The trend is also explained by reactions to the oil crisis itself.
In 1974 it was, above all, physical factors which played a part: the interruption of supplies
to some countries and the measures taken by certain governments to impose a reduction in
consumption. Thereafter, the additional factor to be taken into consideration is the effect of
the price increase which, at least momentarily, caused consumers to moderate their con-
sumption somewhat. Moreover, measures to encourage more rational use of energy began
to have an impact.

The trend of the last four years has led to a downward revision of energy consumption
forecasts for the coming years.

Whereas, as early as 1974, the gross domestic consumption of primary energy forecast for
the Community for 1985 was reduced from some 1800 mtoe to around 1450 mtoe, it
appears that the forecasters are now thinking in terms of a consumption of around 1280
mtoe. It is true that these new forecasts of trends in the demand reflect a sustained effort to
achieve energy savings and more rational use of energy. It is also evident, however, that
the stagnation of demand between 1973 and 1977 has provoked a downward shift of the
curve, which may be partly offset during the coming years but which nonetheless consti-
tutes some 100 or 120 mtoe, out of the 170 mtoe discrepancy between the old and the new
forecasts.

Yy yeam
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III. A common energy policy

Even before the outbreak of the energy crisis the Community had attempted to formulate
and to implement a common energy policy. However, the measures forced upon the gov-
ernments of the Member States by the threatening situation of late 1973 and early 1974 were
conceived and adopted haphazardly and without much coordination or solidarity, which
reduced their effectiveness and endangered the process of building Europe.

On the other hand, it is now more apparent than ever that the creatioh of a common energy
policy is a fundamental factor in the creation of European unity, and that the measures to
be taken inside the Community and also the positions to be adopted on the international
scene will carry far more weight and be far more effective if they are taken jointly on behalf
of a group of industrialized countries with 250 million inhabitants than if they are the
outcome of separate and discordant policies.

1. The first steps

The Community has been working towards a common energy policy for a long time.

Even though there is no mention of such a policy in the European Treaties, a working party
on energy adopted, in June 1962, a memorandum on energy policy which was designed to
achieve the free circulation of energy within the Common Market and which included
detailed provisions regarding the diversification of external supplies, aid to Community
production (principally that of coal), the rapid development of nuclear energy, storage,
taxation and import regulations. This memorandum constituted, in fact, the first outline of a
real energy policy for the Community.

Thereafter, further efforts were made by the European Commission, which in December
1968 submitted to the Council of Ministers its ‘First guidelines for a Community energy
policy’. This was followed by two Communications: ‘Necessary progress in Community
energy policy’ (October 1972) and ‘Guidelines and priority actions for Community energy
policy’ (April 1973). These last two programmes defined more closely the problems caused
by the new situation on the world energy market.

Lastly, as a result of the events of late 1973, the Commission submitted to the Council, in
May 1974, a Communication based on the current situation and entitled ‘Towards a new
energy policy strategy for the Community’, together with several concrete proposals. This
was followed by further proposals and by communications, either general in character or
referring to particular sectors which, together, form a complete and consistent programme
for a future Community energy policy.

2. The fundamental options

The guidelines for an energy policy proposed by the Commission were based on certain
fundamental options.

In the first place, it was recognized that assuring the Community’s short, medium and
long-term energy needs now constitutes a major problem which cannot be solved simply by
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voluntary or imposed curbs on energy consumption whether by agricultural, industrial,
commercial or domestic consumers.

It is, in fact, clear that people’s legitimate aspirations to achieve an improvement in the
‘quality of life’ is not, at the moment, accompanied by any willingness to renounce the
‘quantity’ of goods and services which they wish to have at their disposal.

Consequently there is a need to ensure a supply of energy which will make it possible to
pursue the goals of economic growth. Thus it is essential not only to make vigorous efforts
to save energy and improve energy efficiency but also to develop new energy sources.

In the past, a close relationship has been observed between economic growth and energy
consumption. In future, however, given more rational use of energy and energy savings, it
should be possible to maintain sustained economic growth rates without stepping up prim-
ary energy consumption to the same degree.

Forecasts by the Member States indicate that, during the period 1976-1985, the Community
should be able to achieve a 4.2% per annum growth in its gross domestic product with an
average annual increase in primary energy consumption of around 3.3%.

Energy must be supplied in sufficient quantity, but must also be available at favourable and
stable prices, in secure conditions. As far as possible it must be free from possible threats of
interruption of deliveries or arbitrary and drastic price increases. It is, therefore, necessary
to seek to achieve a high degree of independence at acceptable prices.

This implies that efforts should be made to make the most of the internal resources of the
Community and of those which are characterized by a high degree of security of supply. It
also calls for the development of new energy sources or of new techniques of extraction,
recovery, conservation, utilization, etc.—bearing in mind that no innovation and no exist-
ing procedure is exempt, in its technical, economic and financial aspects, from uncertain-
ties, obstacles and risks which cannot all or always be foreseen.

But two extreme attitudes must be avoided: on the one hand, blind faith in science’s ability
to find a satisfactory solution—a ‘technical fix’—in good time; and, on the other hand,
opposition to new techniques as long as the uncertainties have not been completely elimi-
nated and the risks entirely avoided. The result would be paralysis, stagnation and even
perhaps a regression which would jeopardize the results achieved so far, hamper develop-
ment and finally lead to an economic and social decline with repercussions which might be
more serious than those of using new techniques.

The sensible and only acceptable attitude consists in making a sustained effort of research,
development and promotion devoted to the various promising techniques and, among
these, primarily to those which present the least risks and to those which consume the
smallest amount of the valuable and limited resources available for mankind’s use. It is also
important that, in addition to bringing a new technique to the stage of development, this
research should also be devoted to identifying the short or long-term risks and dangers and
to finding solutions thereto.

The trend towards more satisfactory energy supply for the Community must, therefore, be
directed at diversification, and no one source or form of energy should be allowed to enjoy
a position of monopoly or quasi-monopoly. The leading position of coal and the great
importance of oil must not be replaced tomorrow by any other equivalent dominance by,
for example, nuclear energy. In future, all economically exploitable sources and techniques
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can and must play their part, in a balanced situation which will develop with time, in
accordance with their individual characteristics and merits.

It must also be borne in mind that these research and development efforts and this requisite
diversification, even though they may contribute to reducing dependence on external sup-
plies, will not lead to a more or less complete self-sufficiency.

It is, moreover, essential to maintain a place for energy in international trade. Some energy
sources, particularly oil, constitute for the countries that produce them an important
resource, and sometimes almost the only one. Those countries which cannot put it to
profitable use on their own territory find in its export their sole or principal means of
subsistence and development.

It is therefore necessary to ensure the establishment between the importing and the export-
ing countries, which are closely dependent on each other, of a system of mutually profitable
economic and financial relationships guaranteeing, on equitable and stable terms, essential
supplies of energy to the former and the financial and technical means of development to
the latter.

These options, which already form the basis of the Community’s ‘new strategy’, are also
the basis of a Communication on the implementation of the guidelines established by the
European Summit Conference held in Rome in December 1975. This Communication was
submitted to the Council in January 1976; in it the Commission reiterated its earlier propos-
als, and outlined other proposals which were developed in the course of 1976 and 1977.

3. Medium-term aims

The Commission considered, in the circumstances, that the time had come to set out
specific objectives for a Community energy policy rather than simply make forecasts for
the future. A draft Resolution, outlining the target for the Community’s supply pattern for
1985, was therefore submitted to the Council, which adopted it on 17 December 1974. The
main aim of the Resolution was to reduce the Community’s dependence on imported
energy, which stood at 61% in 1973, to about 50% by 1985. Such a reduction would make
for greater security of energy supplies and reduce the burden which the increased price of
imported energy had placed on the economy and on the balance of payments. The overall
pattern of demand for primary energy in 1985 would then loek like this, as compared with
the earlier forecasts:

— solid fuels 17% instead of 10%
— oil 47% instead of 64%
— natural gas 20% instead of 15%
— hydroelectric and geothermal energy 3% instead of 2%
— nuclear energy 13% instead of 9%

Thus, oil imports would be reduced by maintaining coal production at current levels, and
encouraging the development of other sources of energy and a more rapid development of
nuclear energy as a source of electricity. Finally, and this is another important aim, these
proportions would apply to a volume of consumption substantially reduced by a more
efficient use of energy.

However, events on the whole have certainly not followed this pattern.
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Although in 1976 the Community’s oil imports were reduced by 7.5% and energy consump-
tion decreased by 2.5% compared with 1973 (despite a slight increase in gross domestic
product) it is undeniable that this favourable trend was due largely to various extraneous
factors.

At present, in fact, the Community energy situation is continuing to deteriorate. A further
increase in oil prices imposed at the beginning of 1977 will cost an additional 2.5 thousand
million u.a." per year, and the increase in imports of oil from OPEC countries has given rise
to serious problems. Indeed, world demand for oil could increase by one-third in the course
of the next decade, and there are no grounds for asserting that the producing countries will
be interested in producing as much as this or that they will consent to do so. This situation
is likely to exercise a strong upward pressure on prices, which may not be restrained for
long by the present moderation of certain oil-producing countries and which could cause a
serious decline in world economic growth.

With regard to the future of nuclear energy, the latest information is alarming. If nuclear
capacity in 1985 is limited to the 90 GWe currently forecast, the energy deficit could only be
made up by increasing oil imports, which at current prices would cost 60 000 million dollars
per year.

If, moreover, the energy programmes of the Member States as they appeared in mid-1977
are viewed as a whole, it seems that the real situation will not reflect the aims decided upon
in 1974. Dependence on imported oil, accounting for 51-52% of consumption, would be
greater than the 47% envisaged as a common objective. This is explained by the less
optimistic forecasts with regard to natural gas (17-18% instead of 20%) and the fact that the
shift to nuclear energy will be less rapid than forecast (11% instead of 13%).

[t must be remembered that these percentages refer to an overall consumption estimated at
1280 mtoe, as against the 1450 mtoe forecast in 1974; this reduction is, in turn, explained
by the economic recession and by efforts on the energy savings front.

In a Communication dealing with the energy situation of the Community submitted in
February 1977, the Commission emphasized the serious implications of current trends.
Unless the Community succeeded in improving these energy forecasts, the Commission
argued, it ‘would have to face not only the danger of permanent insecurity, but also the
possibility that in the coming years important decisions in the spheres of economic and
social policy might be dictated by constraints operating in the energy sector’.

The aims set out in 1974 therefore remain entirely valid, and both the Community and the
Member States must maximize their efforts to ensure that by 1985, overall dependence on
imported energy is not more than 50% and that oil covers less than half the requirements.

In specific terms, in order to ensure continuous economic growth without this involving a
dangerous increase in oil imports, the Community must:

— with regard to energy savings, develop a more dynamic and effective programme for the
rational use of energy;

— with regard to coal, develop a programme ensuring an increase in its use and the
achievement of a substantial domestic production in satisfactory economic conditions;

' 1u.a. = BFR 50/DKR 7.50/DM 3.66/ FF 5.50/ LIT 625/HFL 3.62/ UKL 0.40.
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— with regard to nuclear energy, take the measures necessary to encourage its develop-
ment, while at the same time solving the problems that may arise, particularly as

regards safety—ranging from prospecting for uranium to the disposal of radioactive
wastes;

— with regard to new energy sources, develop an intensified programme of research,
development and promotion.
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4. Energy policy instruments

Among the instruments needed for the formulation and implementation of an energy policy,
the most important are information and knowledge of trends in the energy market and the
oil market in particular, about which both the majority of the Member States and the
Commission possessed, until recently, only a limited amount of data.

As long ago as 1972, the Council adopted measures designed to give the Commission—in
addition to the information of this kind compiled for the coal and nuclear sectors as a result
of the ECSC and Euratom Treaties—information on planned investment in the oil, natural
gas and electricity sectors.

About the same time, a system was also established for compiling information on imports of
crude oil and natural gas in each six-month period and also, at the end of each year, on
those forecast for the following year. After the events of late 1973, the Commission re-
quested the Member States to provide this information quarterly, broken down by com-
pany, in order to make it possible to evaluate the supply situation with the degree of
accuracy which the circumstances made necessary. In 1974, the Council approved two
regulations stipulating notification to the Commission of both imports of oil products and
exports of hydrocarbons (crude oil, petroleum products, and natural gas). With the body of
data forming the basis of regular reports to the Council, the public authorities of the
Community now possess complete information regarding trade in hydrocarbons between
the Community and non-member countries.

In addition, in 1974 the Commission submitted to the Council a proposal for a regulation
establishing arrangements covering the import and export of hydrocarbons; this provided
for the inclusion of such products in the general regulations of the common trade policy;
they were, however, to be subject to continuous monitoring to enable safeguard measures
to be taken in the event of tension or crisis.

The Council also later adopted a directive establishing a procedure for information and
consultation with regard to the prices of crude oil and petroleum products in the Communi-
ty. These new Community rules will make it possible to improve transparency with regard
to the market costs and prices of petroleum products. On the basis of the information
compiled in this way the Commission prepares and communicates to the Member States,
every quarter, summary data on the price of crude oil and petroleum products, as well as a
comparison of costs of oil supplies and ex-refinery revenues. These communications form
the basis of consultations between the Member States and the Commission regarding
market trends; such consultations should make it possible to correct unjustified variations
in prices and to harmonize decisions to be taken by individual countries.

In addition, the Council has very recently recognized the need for information on coal
imports from non-member countries to be compiled in the Member States and transmitted
to the Commission. A decision to this effect was taken in November 1977.

The coal monitoring system plus the nuclear fuel monitoring carried out by the Euratom
Supply Agency set up under the Euratom Treaty means that information available to the
Community now covers the entire range of fuels.

In the view of the Commission, the compilation of information on facts and trends is clearly
not an end in itself; its essential purpose is to enable concerted action to be taken by the
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national public authorities and by the Community institutions to ensure the implementation
of common political guidelines. Moreover, as regards both trade and prices this concerted
action is not confined to the public authorities, for the Commission is in constant touch with
the trade sectors, and in particular with the oil companies which supply the Community,
with the major transport and gas distribution industries and with coal and electricity pro-
ducers.

In addition, the Commission has submitted to the Council two proposals: one seeks to
establish a body for concerted action by the Community in the siting of power stations,
while the other proposes a procedure for consultation at Community level for power sta-
tions liable to affect the territory of another Member State.

The implementation of an energy policy also entails measures of direct intervention and, in
particular, the possibility of giving financial support to certain activities. In order to im-
prove the Community’s self-sufficiency, it is necessary to increase internal production so
as to cover a growing proportion of energy requirements. The majority of energy-producing
installations—oil wells, coal-mines, refineries, power stations, etc.—require constant in-
vestment. In order to effect the desired changes, the energy sector will, therefore, have a
massive and continuing requirement for capital investment.

This gives rise to two problems: that of finding the vast amounts of capital required, and
that of ensuring that the investments made do not find their profitability threatened by a
decrease, possibly deliberate, in the price of imported energy and the shift in consumption
patterns which could result.

As regards the first problem, the ECSC Treaty makes it possible to finance industrial loans
to the coal sector by borrowing, and this system has been in operation since the establish-
ment of the European Coal and Steel Community. The same possibility exists in the nuclear
sector, as a result of the Euratom Treaty, and proposals in this sphere were made for many
years by the Commission; however, it was not until 1977 that the Council authorized the
Commission to raise capital for on-lending to financing the construction of nuclear power
stations and industrial installations for fuel recycling. The Council has authorized the
Commission to negotiate loans up to an initial sum of 500 million European units of ac-
count’,

The Commission hopes to increase the borrowing capacity of the Community in the spheres
where it already exists, and to extend it to other sectors: oil, gas, new energy sources, and
techniques for conserving energy. It also hopes to finance loans and loan guarantees for
investment projects through its general budget, even when this entails a risk of loss, as long
as the risk is well-defined, limited and fully justified in each particular case.

With regard to measures designed to protect investments, the Commission categorically
emphasizes the need for the adoption of a minimum safeguard price for oil, and also the
signing of long-term contracts between Member States in a position to export energy and
those they would thus undertake to supply.

' 1 E.u.a. (february 1978) = BFR/LFR 40,1924 / DKR 7,01307 / DM 2,59338 / FF 5,82906 / LIT
1064,46 / HFL 2,77819 / UKL 0.629926.
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Energy policy also ties in with industrial policy. The coal and nuclear industries, for
example, have for a long time been a source of concern to the Community institutions.
More recently, the Commission has concentrated its attention on the oil-refining sector,
where surplus capacity and an imbalance between supply and demand for certain products
are causing problems at a time when competition from exports of oil products from the
oil-producing countries is on the increase. In order to obviate these difficulties, the Com-
mission proposes to intensify its surveillance of this sector and to guide its future develop-
ment essentially by means of mechanisms of information and consultation between all
interested parties, both inside and outside the Community.

5. Rational utilization of energy and energy saving

One of the principal aims of energy policy is that of providing the consumer with the
quantity of energy that he desires, in the most appropriate form, and using for this purpose
the smallest possible amount of primary energy. This implies the elimination of waste, the
reduction of losses and the improvement of conversion and utilization efficiency—in short,
the rational use of energy and the achievement of energy savings. In December 1974 the
Council adopted a Commission proposal for a Community action programme, the aim of
which was to help achieve a 15% reduction in primary energy demand in 1985, as compared
to what the total would be without this action. There was no question, therefore, of this
measure affecting usable energy or impeding economic growth or social progress. The
matter is of considerable importance, since it is a question of some 240 million mtoe, or at
current prices, some 20000 million dollars. The programme envisages both a procedure and
a number of urgent measures in the domestic and tertiary sectors, and also in those of
transport, manufacturing industries and energy industries. The Council, which confined
itself to taking note of the measures envisaged, invited the Commission to submit to it
concrete proposals, particularly short-term ones, and to present progress reports on the
achievement of the principal aims.

Among the aims of energy policy rational utilization of energy and energy savings are top
priority, since by narrowing the scope of the problem they facilitate its solution.

Moreover everyone is responsible, since everybody can and should, in various ways,
contribute to effecting economies in energy. However, the public authorities are responsi-
ble for provoking awareness of this need among domestic, agricultural, industrial and other
consumers, and for modifying the legal and economic structures in order to combat was-
tage, losses and unsatisfactory yields.

Under the terms of the programme, in March 1976 the Council adopted five recommenda-
tions on concrete measures for the rational utilization of energy; these cover incentives for
the thermal insulation of buildings, efficient operation of heating installations in existing
buildings, improvement in driver behaviour in order to reduce the fuel consumption of road
vehicles, the promotion of public urban transport and, lastly, the operation of electrical
household appliances.

Following a communication submitted at the beginning of 1977, which emphasized the
importance and urgency of intensifying the implementation of the Community programme,
in May of the same year the Commission submitted to the Council a new series of measures
relating to:
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— a programme designed to reduce the consumption of energy for space heating through
the modernization of existing buildings: better insulation and improvement of installa-
tions;

— the operation of heat-generators, and also the insulation of the heat distribution system
in new buildings (adopted in December 1977);

— the regulation of heating, the production of hot water for purposes of hygiene, and
measurement of heat levels in new buildings;

— the rational use of energy in industrial enterprises;

— the establishment of national consultant bodies, with a view to promoting the combined
production of electrical energy and heat for district heating or industry (recommenda-
tions covering the last three points were adopted in October 1977).

At the same time, the Commission proposed to the Council the initiation of a system of
financial aid for demonstration projects on energy savings. The purpose of a demonstration
project is to reduce the uncertainties regarding the commercial and economic viability of a
given technique.

By helping the introduction of new processes onto the market, projects of this kind consti-
tute a natural extension of research and development programmes. The financial aid given
them by the Community in addition to any possible assistance from the Member States
must, therefore, be assessed in conjunction with the national and Community research and
development programmes.

The Commission would also like to see greater sharing of national experience in the rational
use of energy, in order to select the most effective methods of energy saving, to coordinate
national action and to determine the way in which the Community can best contribute to
encouraging such action.

6. Greater use of nuclear energy

The importance of the atom for Europe’s energy supplies was recognized as early as 1957 in
what was known as the report of the ‘Three Wise Men’. According to this report, nuclear
energy should, after an interval of about ten years, that is to say from 1967 onwards, have
begun to relieve the Community of the burden of oil imports, thus improving its supply
structure and its overall situation.

The subsequent favourable conditions obtaining in the energy market—abundance of oil
supplies and favourable prices—sharply reduced the Community’s effort in this and dis-
couraged the development of a greater usg of nuclear energy.

It took the 1973 crisis to bring nuclear energy once again into the foreground among the
sources which can be used to replace imported oil.

The minimum objective established in 1974 was to have available, in 1985, nuclear power
stations with a total installed capacity of 160 GWe, or, for example, 160 units with an.
average rating of 1000 MWe. This would account for more than one-third of total produc-
tion of electricity and cover some 13% of total energy consumption.

But as the impact of the oil crisis wore off and demand for energy stagnated, nuclear
programmes throughout the Community lost their momentum and the likelihood of the 1985
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ELECTRICAL ENERGY: NET PRODUCTION BROKEN DOWN BY SOURCE
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objective being achieved became increasingly remote. The latest estimate for installed
capacity is a mere 90 GWe—a shortfall of 70 HWe on the 1974 forecast and the energy
equivalent of 90 million tonnes of oil per year.

This trend is, no doubt, due partly to a certain apparent easing of the tensions affecting the
energy market. It is, however, above all attributable to the very real difficulties encoun-
tered in the development of nuclear energy.

Although nuclear power stations produce electricity at a lower cost than conventional
thermal power stations, they are extremely costly to build, and large-scale programmes
require very considerable quantities of capital, which in the present economic situation
presents serious problems. Of course, the Community can make use of its credit, as a
borrower on the world capital market, to facilitate through loans the acquisition of the sums
needed for investment in nuclear projects.

A further difficulty lies in the supply of nuclear fuels. For a long time it was thought that,
although these fuels would have to be largely imported, their supply did not entail risks
comparable to those which affect oil deliveries. However, the Commission has considered
it necessary to draw up a policy for the supply of nuclear fuel; the aims of such a policy
would be to ensure the availability of sufficient quantities of natural uranium at reasonable
prices, and also of capacity for the enrichment and reprocessing of spent fuels, while at the
same time promoting European industry in these sectors.
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This expansion is now taking place with regard to the enrichment of uranium, and several
installations for isotope separation are under construction in the Community. Efforts are
also being made to develop prospecting for natural uranium within Community territory.
The situation with regard to the reprocessing of irradiated fuels is, on the other hand, the
cause of much concern and it requires coordinated promotion at Community level, together
with the measures needed to ensure the compatibility of this reprocessing with safety and
the protection of the environment on the one hand, and the exclusively peaceful use of
nuclear energy on the other.

However, the supply of fuel to nuclear power situations will still be dependent on external
supplies; for some years to come in the case of enriched uranium and-over a long period in
the case of natural uranium. Moreover, growing concern by exporters of nuclear fuel and
technology about the problem of nuclear proliferation is likely to mean that exports will be
increasingly subject to safeguards and political considerations. The problems arising from
this are at present the subject of negotiations directed towards solving the question of
international security and at the same time obviating possible obstacles to the development
of nuclear industries within the Community. It may be recalled in this connection that the
Community has for nearly twenty years had its own system of nuclear safeguards, which is
now incorporated into that of the International Atomic Energy Agency (IAEA).

However, for some time past the chief of these obstacles has been public reluctance to
accept expansion to the nuclear industry, because of the possible hazards to workers in
such installations, to the population in their vicinity and the environment.

The Community has been engaged since 1958 in a programme of action in the sphere of
public health protection against radiation, both in the field of research and in that of
regulations and continuous efforts are being made to improve the design of nuclear installa-
tions and their methods of operation, from the point of view of safety and protection of the
environment. Today, moreover, both the safety record and the level of safety in the nuclear
industry are markedly superior to those of many other sectors of industry.

The Commission also has the firm intention of doing everything in its power to ensure that
this degree of safety is maintained in the course of the industrialization of nuclear energy.

With this end in view, the Commission recently proposed the establishment of a twelve-
year (1978-1990) Community plan covering all aspects of the problems arising from radioac-
tive waste. This plan envisages, principally, coordinated development of research into the
conditions in which the waste from nuclear power stations can be disposed of in the safest
possible manner for almost unlimited periods, and also the identification, at Community
level, of the sites offering the best guarantees in this respect.

Within the context of its action programme on the environment, the Commission is also
formulating measures designed to ensure that the. decommissioning and dismantling of
nuclear installations at the end of their economic activity is fully compatible with the
requirements of safety and of protection of the environment.

Lastly, the research programmes broadly reflect these varied concerns for the safety of
workers and the surrounding population and the protection of the environment.

In November 1977 and January 1978 the Commission organized meetings to explain to
representatives of public opinion the various aspects of the nuclear problem and to carry
out any objective investigation into the conditions to be fulfilled if there is to be greater
recourse to nuclear energy in the Community.
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In the sphere of research, in addition to the safety of reactors and protection against
ik)nizing radiation, the Commission is also making efforts to encourage the development of
new types of reactor which will be more economical and make more efficient use of nuclear
fuel, and also to extend the applications of nuclear energy.

In this connection, the Commission has recently commented on fast-breeder reactors
(FBRs)—the new generation of nuclear reactors which make it possible to extract much
more energy from fissile fuels than the present reactors.

The Commission observed that, in the context of a persistent and increasingly rapid de-
terioration in the Community’s hydrocarbon supply position after the year 2000 it is
important to maintain and, if possible, increase the proportionate share of nuclear fission in
the energy balance of the Community during the first half of the next century. It considers,
therefore, that the Community and its Member States must make efforts to make fast-
breeder reactors available for electricity producers on a commercial basis during the 1990s.
However, this necessitates a considerable effort to perfect FBR technology and, above all,
to ensure safe working conditions and the protection of the environment. It is on these two
aspects that the Community’s efforts must principally be concentrated.

7. The development of secure resources

After long being the major, and almost the sole, source of energy supply for the Communi-
ty, coal rapidly declined in importance after 1960. Until the crisis, European coal policy
was based principally on a progressive cutback in production, within the limits imposed by
regional requirements and the problems of employment.

The upheaval that occurred in'1973 led, firstly, to a reappraisal of coal policy, with a view
to halting the decline in output, and maintaining the level of production at around 250
million tonnes between now and 1985. Accompanied by increased production of lignite and
higher coal imports, this policy will mean that in 1985 solid fuels will provide a larger share
than was previously forecast (17% instead of 10%) of energy supplies, and this will reduce
oil imports.

However, the aim thus defined in 1974 does not appear easy to achieve. The coal industry
was faced with a difficult situation in 1975 owing to the low level of demand and, despite the
increase in energy prices, its financial position deteriorated in 1976, since cost increase
outpaced earnings. It is, therefore, more necessary than ever to aid the Community’s
coalfields financially; consequently, at the beginning of 1976 the Commission formulated a
new set of Community arrangements covering intervention by the Member States in favour
of the coal industry. Furthermore, it was decided to continue unchanged the uniform
system of aid to coking coal and coke, which is designed to maintain a sizeable production
of coking coal within the Community in order to ensure a relatively independent supply for
the European iron and steel industry.

With regard to market outlets, in late 1976 the Commission proposed measures designed to
encourage the use of coal for the production of electricity by granting subsidies to assist the
construction of modern coal-fired power stations. It also took steps to establish a
mechanism for creating buffer stocks of coal.
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Monitoring of coal imports has also been introduced, in order to ascertain market trends
more accurately and rapidly. Furthermore, research into coal technology carried out for the
past few years will be maintained in the future.

Today, coal is no longer the Community’s only resource, and urgent efforts must be made
to develop the considerable resources of oil and gas existing within the territory of the
Community and, in particular, under the North Sea. Community oil production would thus
be increased to 180 million tonnes in 1985, and that of natural gas to 175 mtoe, or even
more. In order to maintain this effort, the Community grants financial assistance to Com-
munity research and development projects on new techniques for the prospecting and
exploitation of hydrocarbons in particularly difficult areas such as the North Sea. Two
successive annual allocations of aid representing just over 80 million units of account have
been granted so far, covering about fifty projects. Now it is intended to extend the scope of
action of this system to common projects concerning prospecting for hydrocarbon fuels
with a view to encouraging the discovery of secure resources.

The Community also proposes to increase purchases of natural gas from non-member
countries. Like the increase in coal imports, these purchases will have the advantage, if not
of alleviating the balance-of-payments situation, then at least of diversifying the types and
sources of external supplies. It is also necessary to make the best possible use of available
resources. In addition to its programme for the rational use of energy, the Community has
decided to restrict the use of natural gas and petroleum products in power stations, in order
to reserve available hydrocarbon fuels for those uses in which they offer a specific advan-
tage or for those in which, as in the case of vehicle fuels, they do not at the moment have
any substitute.

However important and indispensable they may be, the solutions which a policy based on
voluntary cooperation may bring to energy supply problems are subject to limitations
which can be overcome only by technological progress. The implementation of an overall
Community strategy in the energy sector therefore makes the continuation of Community
research programmes particularly necessary.

In addition to those actions already under way, in respect of coal, hydrocarbons and
nuclear fission and fusion, since 1975 the Commission has been developing programmes
relating to:

— energy conservation by improving production techniques;

— production and use of hydrogen as a new source of energy;

— use of solar energy;

— use of geothermal energy;

— energy systems modelling.

In 1976, the Community devoted just over 100 million units of acoount to the entire prog-
ramme of energy research and development. It must, however, be observed that, although

this represented an increase over the previous year, this total still constitutes only 8% of the
expenditure on energy research and development incurred by the Member States.

Moreover, it is not sufficient merely to make discoveries. The Commission proposes,
therefore, to give financial assistance to projects for the exploitation of sources of energy
other than oil. This involves the encouragement on an industrial or semi-industrial scale of
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techniques and processes which have been proved scientifically feasible but whose techni-
cal and economic viability has yet to be demonstrated. In this programme, all the new
sources are taken into consideration, but the greatest emphasis is placed on projects for the
exploitation of geothermal deposits, as well as on the gasification and liquefaction of coal.

The most promising research project at present under way is that relating to controlled
thermonuclear fusion. This project, which has been under consideration for a long time,
was finally decided upon in October 1977 when, after two years of discussion, the Council
of Ministers agreed to entrust its realization to the Culham Research Laboratory in the
United Kingdom.

This project, which has been named JET (Joint European Torus) will be jointly financed.
Its aim will be research into the production of energy for the next century by nuclear fusion
using deuterium and lithium, raw materials which are available in almost unlimited quan-
tities.

If all the technical problems can be resolved, JET, which is a most promising project, may
ensure for Europe the new energy which is so urgently required.

8. Security of supplies

The majority of the measures described above are designed to increase security of supplies,
directly or indirectly. However, they do not protect the market from all fluctuations. It is
therefore necessary to organize storage arrangements which constitute a buffer against the
effect of accidental or deliberate interruptions in supplies, providing, in the case of deliber-
ate interruptions, a certain capability for resistance to economic or political pressures
applied by the suppliers.

The Community has for a long time had a regulation providing for the obligatory storage of
oil and oil products; the level of this is fixed, at present, at 90 days’ consumption.

In May 1977, the Commission proposed that measures should be taken to facilitate op-
timum use of the Community’s existing capacities, and also to alleviate the considerable
burden represented by the financing of storage capacity, especially in the case of small and
medium-scale companies.

Moreover, as from the beginning of 1978 the Member States will ensure that electricity
producers maintain in thermal power stations sufficient stocks to ensure a supply of power
for at least thirty days.

As far as coal is concerned, it has been stated that the Commission intends to aid storage;
even though this is principally a measure to smooth out fluctuations in sales, these stocks
will also contribute to security of supplies.

9. International aspects

The importance of external supplies in the Community’s energy supply pattern has resulted
in international relations becoming an essential factor in energy policy.
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It was observed above that the Commission participates in the work of the International
Energy Agency, as in the other activities of OECD in the sphere of energy.

Within the context of this cooperation between the oil-consuming countries, the Council
has established general guidelines for international cooperation in the development of
energy resources:

— the oil-consuming countries mutually recognize each other’s right to free access to
energy resources;

— they agree to refrain from all discrimination towards the consumers of Community
partner States, with regard to prices and conditions of access to energy resources;

— they will establish by common agreement a system of objectives for the production and
conservation of energy, designed to constitute guidelines for their national policies;

— they will establish a procedure for the regular evaluation of progress achieved and
obstacles encountered in the application of these principles and the pursuit of these
objectives;

— within the context of cooperation in the development of alternative energy sources, the
countries concerned will share the costs incurred in proportion to the benefits which
they will derive from these activities.

Lastly, the importing countries which are members of the Agency have considered the
question of sharing out the available resources among themselves as effectively as possible
in the event of supply difficulties. The Community, for its part, decided in February 1977 to
regulate trade in crude oil and oil products between the Member States in the case of supply
difficulties, so that the mechanisms established by the Agency can function without contra-
vening Community regulations. Measures designed to restrict Community consumption in
the same circumstances were agreed in November 1977.

The energy crisis led to various attempts to initiate a ‘dialogue’ between the oil-producing
and oil-consuming countries. A preparatory meeting devoted entirely to energy was held in
Paris in April 1975, and proved to be a failure, because the developing countries requested
that the discussion should not be confined to this subject and drew attention to the whole
range of problems arising from the deterioration in their economic situation.

After it was finally agreed to broaden the scope of the discussion in this manner, the
Conference on International Economic Cooperation was held in Paris, from December 1975
to June 1977.

The ‘North-South Dialogue’ so begun was not without difficulties, and the final report
includes almost as many points of disagreement as of agreement. As regards energy, the
points of agreement were very general in character:

— a conclusion and a recommendation regarding supplies, on a commercial basis, subject
to the obligation to maintain purchasing power;

— recognition of the finite nature of oil and gas resources, and the transition from a
mixture of energy supplies based on oil to more permanent and renewable sources of
energy;

— the need for conservation and increasingly efficient use of energy;
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— the need to develop all forms of energy;

— general conclusions and recommendations for national action and international cooper-
ation in the sphere of energy.

Recently, the Community has initiated further contacts: a Euro-Arab dialogue is in prog-
ress, but so far it has discussed only one specific problem in the sphere of energy — refining
and petrochemicals.

It must be observed that, in these discussions, the Community normally tends to promote
its own interests, but at the same time it makes every effort to understand and to take
account of those of the other parties, since a balanced situation bestowing mutual advan-
tages is the best guarantee of a long-term stability in international relations.

Finally, it should be recalled that international discussions have been initiated on the
problems of nuclear energy and, in particular, trade in fissile material, as a result of
measures recently proposed by the United States. In view of the importance of nuclear
energy to the Community, both the Community and the Member States must adopt, in this
connection, united and coordinated positions.

Final considerations

In spite of the unanimous agreement on the need, in present circumstances, to formulate
and implement an energy policy within the context of the European Community, the
detailed preparation of this policy appears to be very laborious and progress very slow.

There are frequently long delays between the submission of proposals by the Commission
and the decisions of the Council. The Community often reacts too late to the rapid de-
velopment of circumstances, and the delay is sometimes so great that proposals become out
of date before being adopted. Moreover, often the Member States, being conscious of this
delay, are led to take unilateral action, in some respects as a precaution, which makes
agreement on the measures proposed more difficult, if not impossible. Consequently there
are still gaps in Community energy policy.

The blame for this situation is frequently attributed to the absence, on the part of the
Member States, of sufficient political will to encourage European integration in the sphere
of energy.

It must, however, be understood that this is an extremely complex sphere, involving both
technical and economic problems, and a tangled web of causes and effects relating to
scientific research, technological development, economic growth, social progress, interna-
tional relations, and commercial and financial equilibrium, not to mention repercussions on
the environment. Moreover, the Member States display differences in attitude which them-
selves tend to create differences in national situations and in ‘political philosophy’, or even
the degree of progress of their own national energy policies. Lastly, energy policy must
continually adapt itself to current developments, and past experience has shown that these
are at times subject to dramatic changes.

Nevertheless, an attempt to take an overall view of Community energy policy, even in the
form of a rapid survey such as that given here, makes it clear that the principles formulated,
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the aims adopted, the measures already taken and those which will be implemented in the
near future, all form an impressive and coherent overall picture.

Although there may not yet be any sign in actual events of the ‘grand design’ of a common
energy policy, enough ‘small steps’ have already been taken to consolidate the progress
achieved so far and to lay the foundations for further progress.
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Glossary

e Toe: ton oil equivalent. This unit makes it possible to express in comparable fashion and hence to
totalize the different energy sources in terms of their equivalent calorific values. The standard used is
the calorific value of one ton of oil.

I toe = 1 x 107 kcal or 10 million kilocalories

1 mtoe = 1 million toe = 1 x 10" kcal.

e Tce: ton coal equivalent. Another unit of equivalence: based on coal

I tce = 7 X 10° kcal or 7 million kilocalories, or 0.7 toe.
1 mtce = 1 million tce = 7 X 10'? kcal.

e Calorie: quantity of heat required to raise the temperature of 1 gramme of water by | degree C.
1 kilocalorie or kcal = 1000 calories

o Kilowatt or (kW): unit of power equal to 1000 watts. It is used in particular for electricity; in this
case the term is the electric kilowatt or kWe,

There are many other multiples of the watt, including:

— the electric Megawatt or MWe = | X 10° kWe = one thousand electric kilowatts,

— the electric Gigawatt or GWe = 1 x 10° kWe = one million electric kilowatts.

o Kilowatt-hour or kWh: unit of energy equivalent to the energy supplied during one hour by a
machine with a power output of one kilowatt.

The more usual multiples are: .

— the Gigawatt-hour or GWh = 1 x 10° kWh = 1 million kilowatt/hour,

— the Terawatt-hour or TWh = 1 x 10° kWh = 1 thousand million kilowatt/hour,

e Primary energy: energy obtained directly from nature. The following are examples of primary
energy:

— fossil fuels: coal, crude oil, natural gas, brown coal/lignite, peat;

— hydroelectric energy;

— geothermal energy (hot water or steam sources);

— tidal energy;

— wind energy;

— solar energy;

— nuclear energy (produced by controlled reactions in the nucleus of the atoms of certain substances).
In certain cases, these forms of energy may be used directly (e.g. coal burnt in the hearth) or else
transformed (e.g. coal burnt in a power station to produce electricity).

e Secondary energy: energy resulting from a transformation process. A typical example is electricity
which is generated in thermal power stations by transforming fossil fuels (however, some electricity is
generated directly in hydroelectric and geothermal plants).

Nuclear energy is difficult to classify because so far it has been generated in the form of electricity by
processing fossil matter (uranium, thorium, plutonium). It is generally classified as primary energy.
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