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A_COMMUNITY POLICY IN THE HYDROCARBONS SECTOR

Introduction

4

1. A number of factors, the responsibility for yhich ig divided to a
varying extent amongst the parties concermed, have made the world
situation in %he hydrocarbons sector very insecure. Consequently,
efforts must be made to make supply more stable and to resiore
worldwide economic and monetary equilibrium: +his task is the
responsitility of all the warious parties concerned and entails close
cocperation between them. The Community must play a full part in this

cooperation.

Proam 3 will for dialogue and cooperation hetween partners with common
or ~omplementary vesponsibilities {producer countries, consumer
ccuntries, industrial operators), obligations and commitmenis will arise,

ie~dine to the setting up of a new worldwide economic order.

2. Constituting a market of 250 milliom inhabitants attraciing almost 40%
of world trade in hydrocarbons, and with the strength deriving from its
encnomic power and political influence which must result in greater
coresion, a better awareness of identity of interesi and the necessity for
greater solidarity, the Community should have a real influence in this

direction.

Put thie -equires a Community policy for the hydrocarbons sector which

must be huilt on three main pillars:
— relations between the Communiity and exporiing couniries;

~ relations between +the Community and importing countries;

= & Community suppiy policy.

3. Corcerning the first two pillars of a Community policy, the Commigsion has
prcposad iis. ovn gaidelines on several cocasions in communications to the
Couneil ,  These guidelines are founded on the necessiiy for cooperation

e ..

‘Do, SOM(7331320, SoM(74)90, cOM(74)3110.




4.

with importing countries = whether industrialized or developing = and
with producing countries; they should be examined by the Council with

the least possibie delay.

With this in mind, the Commission is confining this commmication to
problems related to a Community supply pelicy. , It emphasises that the
actions proposed in the supply Tield ave entirely compatible with its
guidelines for external relations and emphasises aléo that internal
progress is closely linked with the development of the external aspects

of Community pclipy.

The Community supply policy must generally always depend upon the supply
of sufficient and uniformly-based information, ‘the widest possible

consultation among the authorities, and between the latter and businesses.

The purpose of this consultation must be to maintain and to implemeﬁt
progressively and unrestrainedly behaviour which recognises - within the
rules of the Treaty — both the public interest and the legitimate

interests of industry.

Thus the Community market, which can in no sense be iéolaﬁed from the

world narket, must

= by the unity derived from the free movement of goods keep its

attraction for business;

= permit fair competition by which consuners can benefit from the best

long term supply conditions and business from the ability to direct
their activiﬁy with the maximum of discretion, compatible with the

public interesi;

- display a sufficient transparency, so that the public authorities can

assure themselves of its conformity with the objectives of the energy

policy.

Where necessary, these principles imply the availability of the means of

action, whether national or community.

This general philosophy finds expression in the various components of a

common supply policy in {the hydrocarbons sector.
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1. Use of resources

The change =~ doubtless a permanent one from a plentiful and cheap
supply of hydrocarbons to a situation where there is pressure as regards
both quant1t1es and especially prices must, in view of its political,
economic and financial implications, lead to practical attempts, which
must, as;far as possible, be harmonized at Community level, to eliminate
#aate and make rational use of hydrocarbons. The result should be to

limit, if not to stabilize, ths increase in necessary imports.

- Steps to eliminate waste, where some Member States are already setting an
example, ghould be based principally upon an extensive informative campaign.

- Ultimately, however, there could be no question of ruling out more
pestrictive administrative measures, taking the form of prohibitions or of
price actions. This type of action, which is both necessary for economic
reasons and because it demonsirates an essential day~to~day solidarity, is

 envisaged in the Commigsion's communication on the rational use of energy
(Doc COM(T4)1950 final). I% is impormaht that such measures should be
taken both at the national and Community levels in order to avoid any
fresh distortions of the market; it is jmportant also to take account of

the mocial effects of such measures and to adopt them if necessary.

- Efforts to achieve rational utilization, on the other hand, are by nature
more economic and technical; they seek to draw the maximum use of the
available products, 1mp*ove efficiency and reduce waste. As regards
making the best use of products, the Commission has prepared proposals for
two Directives on 1imiting the use of natural gas and fuel oil in convent-

ional power stations.

As to the improvement of efficiency and reduétion of waste, this is a basic
issue, the importance of which goes beyond the hydrocarbons sector: Speoific
examples are also given in the Commlssion's communication on the rational use
of energy. In order to be truly effective and to prevent duplication,

these schemes should be pursued either by the actions of public

anthorities or by relying on the intelligent self-interest of those

concerned.

II. Development of.reliable sources of supply

It is important'to maximise,.hlthough on the basis of sound economic criteria,
the contribution made by hydrocarbons situated within the Community to the

energy supply. This general line of condugt caters for the need to enhance

..
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Community solidarity generally, in which energy, despite its importance,
is only one element, The policy must, in any event, be directed both to
the further &evslopmentlof traditional resources and to the development

. from scratch of new, more sophisticated techniques.

fow

The substantial rise in hydrocarbons prices should make certain
discoveries'eéonomically interesting (e.g.,'by increasing the size of
recoverable reserves), énd make prospecting in zones which hitherto have |
been partly or totélly disregarded a more attractive propqsition. Any

" increase in recoverable reserves requires the companies exploiting them

to conduot a reappraisal, the conclusions of which should be passed on in
a manner yet to be determined, to the pﬁblio authorities, thus making

possible the joint oonsultations which the Commission, for its part,

intends %o develop.

The increase in exploration effort»requifes the Member States to adopi
a liberal poliocy as regards the granting of exploration licences and

operating concessions, based on a wide-ranging and frank consultation

_between the interested parties, observing the Treaty rules on non-—

discrimination and freedom of establishment. If in future it should be

_‘necessary, the Commissidn reserves the right to submit to the Council a

*

proposal for Community arrangémehts on this subject.

As to the possibility of granting specific financial aid to certain
projeéts of this type which are especially worthyof interest because of
their potential contribution to the Community's supplies anq/or because
of the characteristics of the interested parties, the Commission thinks
this should be met by the extemsion, as it is proposing to the Council,
of the scope of activities (see Document COM(74)1962 final) = and the
amount of funding stipulated in the Regulation on Community Projects.
This latter should be extended to 50 million units of account a year from
1976 onwards (see Document COM(74) 'final). '

Research into and the development of new techniques is of particular
importance in the hydrocarbons sector given the growth in off-shore
exploration and productionu in particular on the deep sea bed, The

./
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Council demonstrated its understanding of this by adopting the
Regulation on Community Projects, and the interesi which this Regulation
aroused in industry was reflected in the twenty-three applications
received. Examined by the Commission, these applications have been
passed on to the Covncil, and they have been thoroughly discussed within
the Council's Working Party on Energy; the Commission hopes that the
Council will reach a decision on this matter during thé session on

energy problems.

ITI. Imports and éxports of hydrocarbons

' The action required is based on the provision of information, on sufficient
joint consultation, on the instruments of a commercial policy and on the

_enhanced promotion of Community-orientated operations.

(a) The provisioni of information and joint consultation arising in connection
with these matters is already extensive but must nevertheless be further
extended.

The Community is already provided with information on a regular basis by
virtue of EEC Regulation 1055/72 adopted by the Council.  This ‘
Regulation has proved both effective and useful. There might, however,
be a case for amending it to cater for the new supply conditions. The
provision of information on a regular basis should, in addition, be
extended to imports of refined petroleum products and to exports of
hydrocarbons; the former will probably prove to be of great importance,
the 1atter not inconsiderable. This is the purpose of two proposals
sent to the Council by the Commission in July 1973 and subsequently
amended to itake account of the views expressed by the Member States!

experts,

Joint consultation is already practised for this type of information:
it is conducted with the Member States by means of periodic reports first
/) discussed within the Energy Committee and then sent to the Council. _
Joint‘consultation with industry should be instituted without delay, by
‘means of meetings similar to those on prices rvecently held on a trial
basis.
Such joint consultation with industry will, moreover, be a means of

escaping from the inevitably rigid format of regularly supplied information

and will also, for example, be a way to nave an exchange of views with
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1ndnétry on forecasts of imports for five years ahead, or on drgit

agreements giving practical expression to a Community supply strategy.

(v) Commercial policy must, according o the unequivocal provisions of the
-Treaty,”be based upon uniform Community principles. This mai%er,raises

both quantitative questions and tariffs on custom's issues.

The quantitative aspect is dealt with in the same way for all hydrocarbons
. (crude oil, refined petroleum products and natural gas) in 'hhe_prbposal1
from the Commission to the Council, in Armex IIT to the "New Strategy" .

For both imports and exports, monitoring is proposed by means of the
automatic granting of an import or export licence. Provision is made
for safeguard measures in the event of the Community's security of supply
being threatened. In the opinion of the Commission, this system has the
merits of simplicity, liberality and compatibility with the requirements
of a genuine supply policy. ’

‘The monitoring system for hydrocarbons will make it possible, in the
light of the quantitative objecfives for the Community adopted by the
Council, to ensure that imports and exports as a whole are in line with
the industry's annual forecasts and with the said objectives and will also
provide an oppbrtunity, in the event of discrepancies, to enquire about
the reasons.. It will thus be possible, by means of the permanent
statistical instrument provided by the monitoring system,to vary the
objectives of the Community's energy policy if necessary.

The tariff or customs problem arises only in connection with imports

and differs according to whether natural gas and crude oil or petroleum

products are concerned.

Crude oil and natural gas are imported free of duty and this system which
is consolidated under the GATT could not possibly be altered.

Imported petroleum products, on the other hand, are subject to a customs
duty averaring approximately 3.5%.  The présenf system displays very |
vgreat diversity, varying from the generalized preference system to
‘impor¢atidn at normal rate of duty, withy, in between, complex and

. A
. ‘ N .
lonbembebsrbenbimbrnlancbos ’

%

Doc COM(74)550 final
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diverse systems (preferential agreements at zero or reduced rate of duty,

in the form of quotas or ceilings)1.

In view of the importance that producer countries may attach to refining
their own petroleum products.and the probable effects of such a likely
developmeﬁt on the Community's refining industry, it is important to give
careful consideration to this problem and to work out simple solutions

which do their best to meet the concerns of all parties involved.

Here it would be appropriate to retain the principle of the present customs
duty; despite the low rate, its effects are far from being negligible,
owing to the rise in oil prices. It provides the Commmity with a
bargaining counter for negotiations with the producer countries to which,
in turn, it is an incentive to open negotiations and in any event it gives
a‘significant degree of protection for the Community's refinery capacity

(there is a threat of a surplus developing if present trends continue).

Whether within the framework of generalised preferences or within that of
preferential agreements, the aim could be to institute a unique regime for
agreements with producing countries, which could be the form of a celiling
whose level could be calculated after joint consulatation with the Member
States (which supposes a deeper consideration of the development of
refinery capacity in the Community). This could permit a certain
necessary margin for manoeuvre in re—establishing the tariffs, and should7
‘therefore, receive a favourable reception from the producing countries. As
to the distribution of this ceiling amongst Member States, this will
require from those responsible for energy policy in the Community (public
authorities and the oil industry) a very valuable, periodic joint '
consultation, providing an extremely sound base for the necessary dialogue
with the interested producing éountries. These arrangements would enable
the imports introduced within the framework of industrial agreements
~ between Community activities and the producing countries to be taken

account of,

./

1The tariff quota is allocated between Member States and when the quota 1is
exceeded, the duty is automatically restored. Where ceilings are imposed,
however, there is no allocation between Member States and once the ceiling
is exceeded, the duty is restored only at the request of a Member State or
the Cormmission.



(c) More emphasis on Community-orientated operations, where impor%ed

petToleum products are concerned, would be the result of the system
Qescribed above. Consideration should also be given to this problem
as regards natural ges and crude oil In this field, however, the

achion required falls eesentially within the competance of the indusirial

soncerns themselves.

With regard %o natural gas, the Commumity is fortunate that many of the
import operations either carried cut or ocon’emplated are the concern of
widely-based industrial comsortia. It is a matter for regret, however,

that this is not always the case.

As regards orude oil, it is difficult %o conceive of such consortium~based
import operations, although they may beoome attractive in the event of the
- producer companies taking further shteps towards the direct marketing of

their own crude.

IV, The develcpment of investmentss Refining, Transport and DPistribution

in energy strategy can be adopted by $he public suthorities: it san be
implemented omly if decimions concerning the necesssry investments are teken
in good time, which implies thal invesbors must be fairly well informed about

the measures o be implemented and must have sufficient funds.

= A harmenicus expansion of invesiments is not possible unless sufficient
information is provided end unless extensive joint actlon programmes are

initiated,

At Community lewvel, prospective investors could be provided with information
more easily if common objectives in the form of figures similar %o those |

proposed by the Commission in its communisation to the Council of 5 June 1974

entitled "Towards a new enevgy policy sirategy for the Communily” were

drayn uwp by the Commandty. Ir its Rescliuiion of 17 Sepiember 1974, the

sheted, Turthermors, tha' "guantitative objechiives 8T8.seseoceoo

importent guldelines for prodiicETBaoncoeccse~0f energy in the Community”
. :

{parsgraph 3 of the Resoluition).
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The supply of information on investments is ensured by the EEC Council
Regulation No 1056/72, by which the Commission is informed each year for
three years ahead of the installed capacities or capacities under
construction or scheduled to be decommissioned in the hydrocarbons
sector, This information covers oil and gas pipelines, storage

facilities and refinery capacity.

The information to be proﬁided under that Regulation would not be of any
real value if it were not accompanied by joint action and discussions

on the problems raised and the solutions to be implemented. The objective
'is to ensure that the growth of investments is compatible and consistent
with the objectives and guidelines set out in a Community energy policy.

It is obvious that in this respect, the problem of refinery capacity is

of particulai importance.

At public authority level such joint action normally takes place within
the Energy Committee: 1i% is a permanent feature there but, where
investment is concerned, it may be scheduled to take place regularly, i.e.
when the ammual report on the implementation of Regulatibn No 1056/72 is

presented to the Council by the Commission.,

Joint consultations between the public authorities and the industrial
operators should be started quickly in the way described in the New
Strategy. It should concern longer-term (e.g. five years) investment
programmes by industry and should gradually be extended to cover all the
fields in which it could prove useful or necessary, given a general '

acceptance of the problems to be studied.

‘Finally, once the necessary discussions have been held with the producing
countries on important questions, such as the expansion and location of

- refining capacities, such joint action should result in the best, though
flexible, use of the investments, and should thus meet the problems'both
of the publiq authorities and of the industrial operators.



w No matter how much investmen: is required, most of the necessary funds
should come from the market itself: However, this fundamental guideline

presupposes an adequate price level and the absence of unjustified

distortions-of competition between indusirial operators.

Nevertheless, %the public authorities may prowvide incentives, particularly
when Community operators are endeavouring to coordinate their efforts to
increase the security of eupplies. This is also the objective of the
Council Regulation on Community Projects, and is why the Commission is
proposing to extend the scope of that Regulation (see Dooument COM(74)196
final),

V. A price policy based on market itransparency

This is a fundamenial issuve to all those cancerned with the propexr

functioning of the werket,

It ie also a problem, smd a psrticularly complex one, since the objectives

rursned must be matched to the concerns of all those involwed.

in an atiempt %o see the problem clearly, therefore, these concerns and
objectives must first be analysed, and this must be foliowad by an outline
of a Commmnity policy of this kind in specific terms, or at least of how

such a policy might look.

=]

(a} The ctjectives of a price policy

The adoption of common oriteria or the acceptance of harmomized
behaviour regarding prices om the Community market is a necessity for
consumers, the companies supplying the market ané for the public

auvtherities,

= Lomsuners muat be profected against unwarranted price increases.

Price transparency based cn a clear estimstion of cosis is a basic
4

factor hers: an eetimation mede &t the stage of prices net of taxes.

“axes and dwliies on petrcleum producie should eveniually be harmonized

at Gommunity level so dhat the 4true effect of the cost of enersy is
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comparable in the various Member States.  The actual level of these-
taxes and duties is itself the result of budgetary requirements or of
politiéal~economio decisions (taxation being regarded as an
Iinstrument of economic and/or energy policy) ail aspects of which

should be clearly defined and explained to the pﬁblic.

= The level of consumer prices, excluding tax, must be such as to
enable the industry to operate with an'adequate amount of self—
financing so that it cen successfully conduct its present and future
operations on the hydrocarbons market, or even on the energy market
in general. This implies that the industry will make kmown and will
explain objectively a reasonable level of self-financing, as well as

‘its overall finance needs and the investments to which they relate.

Moreover, the policy adopted regarding prices must be such as to
provide a satisfactory degree of competition between firms or |
categories of firms supplying the market. In this conneoction, there
are grounds for fearing that present trends in supply conditions may
result in excessive distortions of competition between types of
company. This is a delicate, and possibly a temporary, problem;

its solution is in any event not a matter for a iraditional price

policy.

= Finally, observance of the rules of the Treaty of Rome, together with
fhe desire to ensure that the market operates properly, requires that
the price levels ruling in the various Community countries be
gpufficiently harmonized as to permit the free movement of goods,
without irrational movements. This is the responsibility of the

public authorities. At Member State level, both prices themselves

and the pricing system must, at one and the same time, provide a
sufficient assurance of supplies for the importing countries without

producing any risk of causing a shortage of products in the exporting

_ countries.

Generally speaking, the level of prices is determined principally by

coste alone and by actual supply conditions.

(b) A Community prices policy

Tn its New Strategy (pages 31, 33 and 34) the Commission set out the guide-
lines which it thinks ﬁecessary to guarantee transparency of prices. The

Coqmission considers that those guidelines are still applicable but cannot

./
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make any concrete proposals before the Energy Committee has given
further details on how it would like {his system of iransparency to

work.

Névertheless, the Cohmission notes that discus&idns have been begun
or are taking place, either within or in cooperation with the Energy
Committee, with national experts and representatives of companies,
thus enabling the Community to make a bet{ter analysis of and become
more closely acquainted with the conditions governing the formation
of costs and prices of petroleum products and the components of those

costs and prices.

VI, Measures reguired in the event of supply difficulties

The manner in which the Community, as such, reacted to the supply
‘difficulties which arose from October 1973 onwards should he a lesson for
the future. In the opinion of the Commission, the o0il crisis showed the
‘need for adequate emergency stocks and for a special framework in which
the benefit of genuine Community solidarity could prevail over the
temptation to adopt differeht-— or even widely diverging -~ national.
attitudes.

The availability of permanent emergency stocks of a minimum level is the

simplest and most effective way of coping with any supply difficulties.

In this field, the Member States of the Community undertook, by the
Council Directives of 20 December 1968 and 19 December 1972, to hold 65
days' stocks of petroleum products, and to increase this to 90 days' from
1 January 1975.

This objective must be attained and any difficulties in the way must be
overcome. From the legal angle, this assumes that all Member States must
_ enact the necessary regulations as soon as possible. Prom the financial
and economic angles, the difficulties experienced by certain Member States
would be greatly eased if mutual assistance agreements between them were to

become general, as is provided for in the Directive of 20 December 1968.

Furthermore, the Commissioh, while continuing its investigations into the
best way of financing these stocks, will, in due course, submit to the
Council proposals to standardize, on a Community-wide basis, the
'arrangements governing the way of calculating and managing emergency stocks

and for cutting out any discrimination which may arime from the existing
Directives. :

S

antusox
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The importance of emergency stocks as a means of reducing the effects of
a supply crisis also provides the justification for the proposal from the
Commission (Doc COM(73)2245 final) on the holding of stocks at a certain

minimum level at fossil-fired power stations.

v

Lastly, the Commission considers that the share likely to be accounted for
by natural gas in 1985 (25% of the energy balance, 40 of which imported)
should prompt the Community to examine the advisability of holding stocks

of natural gas, in sccordance with specifio ‘detailed rules.

" A sudden drop in imports of hydrocarbons, which typifies a difficult .
supply situation, generally affects all importing countries. To cope with _
such a situafion, famreaching international cooperation is necessary.

The problem of alloocating available oil supplies in the event of supply
difficulties should therefore be examined in parallel with that of the

* Community's external relations.

Complementary action is needed at Community level, however. The Directive
adopted by the Council in 1973 on measures designed to mitigate the effects
of supply difficulties is a first step in this direction; its usefulness
was chown at the time of the last crisis when it led to regular joint

consultations between the representatives of the Member States.

These provisions should be added to, however, by building on the lessons
learnt at the time of the last crisis, when Community solidarity and

observance of the provisions of the Treaty (in particular those relating to

free movement of goods) were sorely tried.

To that end, a number of policy measures of a permanent nature mentioned

in this dooument will be useful; monitoring of imports and exports, and
moves towards price harmonization are examples. These moves should be
supplemented by the adoption of two areas of policy-making yet to be
implemented. The first of these would be designed to reduce energy
conéumption in the Community: +this would be achieved by harmonized measures

./.‘
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..ta.ilored 40 the inherent energy pattern of each Member State and arranged
g0 as not to interfere with the free movement of goods. The second .wo'ul‘d
be an information system about and, if necessary, control of intra~-
Community trade in crude oil and petroleum products (see document
coM(74)196 final).
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ANNEX

DRAFT RESOLUTION ON A COMMUNITY POLICY FOR HYDROCARBONS

The Council of the European Communities,

having taken note of the Commission's commmication (Doc COM(74) 1961 final)

entitled "A Community policy for oil and gas';

1.

2.

3.

4.

5.

Recognises that this communication forms part of the process of

formulating a Community energy policy whose purpose is to guarantee a

., certain and lasting supply under economically satisfaotory conditions,

which new information on the conditions prevailing in the world energy

market makes more urgent and necessary.

Observes that oil and gas will keep a preponderant share of the

Community's energy supply for a long time to come.

Emphasises the need to reduce the dependence of the Community on

external sources of oil and gas supplies.

Insists therefore on the necessity for a Community policy for oil and

gas to be defined and implemented.

Confirms that a Community policy for oil and gas must be built on
cooperation between consuming countries and with producing countries,
cooperation in which the Community as such and the Member States

intend to participate.

Declares that this policy muét{ at the Community level, find expression
ir a supply policy based on Community and national means of action, and
for which precise and consistent information and a flexible system of
consultation with industrial interests, on a continuing basis, are

indispenséble.

Y
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7. Recognises that ﬁhis Community supply policy implies:

(a)

(o)

(e)

(a)

(£)

an effort to obtain the rational use of the o0il and gas

resources consumed on the Community market;

the optimal development, based on economic criteria, of the
Comﬁunity's 0il and gas resources, which requires concerted action
by the public authorities and the operators in the indusiry and,
should the need arise, support for the development of new
techniques (for example, to exploit the seabed in deep water) and

for intensifying the exploration effort;

the search for a diversified and sure external supply by a greater
effort of information and consultation, by adopting Community
measures for commercial policy and joint initiatives for the
industrial or commercial activities undertaken by firms supplying

the market;

information and consultation on existing or proposed investment in

the Community, especially in the refining sector;

" a price policy for consumers hased on competition and on transparency

of costs and'prices to guarantee that the levels of prices, based on
the actual development of supply conditions, shall be coherent

between Member States;

the availability of Communiiy mechanisms which, should thers be supply
difficulties, ensure that the unity of the common market would be

maintained.

Invites the national governments, producers, importers and consumers of

01l

and gas in the Community to follow the guidelines established above,

each according to his responsibilities and capabilities.
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