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 Econcmpic aspects of a Community initiative on enercy ‘

Lanergzy has become a central factor in shaplng and. pursuln economic

>

policy for: the Lollown.nb two reasons:
: : - .

~

" . (a) energy and, in ﬁérticular,loil plays. a major role in the economy

r,lof every country (energy represents approxlmaiely 10% of the GDP and

one quarter of the Community's total 1mports),

{b) it is hard to resolve thg contradiction between two imperatives -
which are equally fundamental to a return to balanced and autonomous

economic development; these are:

(1) the need to restore a balanceNin*ecbnomies»th}own into'disarfay:"
by the successxve and savage increases in oil prices - in -
1973/74 and 1979 « which have been difficult and slow to absorb
and which have caused serious balance of payments deficlts,
problems in recycling'capitél,“soéringrinflation,»and lastly
reduced growth and higher,unemploymeht;

i

(ii) the need to glve 1mmed1ate attentlon to the problem of energy
| 1ndependence, i.e. to 1ntroduce as soon as. p0351b1e a mechanisnm

which will ensure, via legislation and energy prices, a rapid
transition to more modest energy growth which is based on the -

exploitation of more dlvers1f1ed energy sources and will thus:

ensure future security of supply.

I. The oil shocks and their repercussions - o ) o .

(a) The oil crises of 1973/74 and 1979/80 ‘hax}ehighiightéd the fact‘
that oil and energy are so important to the world economy that our
economles cannot absordb such abrupt and drastlc increases in oil prlces
without suffering very serlous economlc consequences. It

~

is +the severity and»magnltude of ~ and the external contfaints,imposed

by - .




>l.££; oil price 1ncreases rather than the absolute level of these prloes
| which affect economies whxch, even when hlghly developed have a .
limzted oapacity ror reaction and adjuatment.
'f‘fTﬁe developments which followed 1n the wake of the 1973/74 011 crlsls ,
may well (if they have not already done s0) occur. aga&n in the aftermaxh
/ iof the .increases of 1979/80 even though the underlying smtuatlon is.

r;ther different: o P SR S C

(1) huge balanoe of payment deficits and for the first time a -
y‘ ldrge balanoe of payment defzclt for the Community as a
" whole in L979/80'

,(ii) the inflationary effects ha&e been‘intensifiedyhyAthe‘soramble. -
. for a share of the oil and by exchange rate movements

(e.g. recent trend of the yen);

iii) demand has contracted as a result of endogenous‘facﬁorse(trading,

;‘condifions, insufficient reoyoiing of OFEC revenus, negative'
..‘ effects of the general inorease in uncertainty on the domestic
i propens:.ty to spend) and also to restmct:.ve poho:.es which seek

to counter 1ncreaslng 1nflaxzon or the external imbalanoe,,

'7’in) dlfflcultles in maklng the’ requlslte struotural ad;ustments becanse -
of. faster obsolescenoe of capital stock and changlng pattern. of
1abour and capital costs which make 1nvestment not only even more .
~ necessary bux also more d1ff1oult, K

, ~
o (w) concentfaiion”of disproportionete‘effects'on‘SOme'eeonomies
2 (in relation to their relative share in. GDP): Mediterranean

- countrles but particularly non-oll~produo1ng developing oountrles.-
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In 1978 Communiﬁy enebg& oonau@ption was virtuelly,the same as in
1973 despite an economic growth of 10.7% in GDP. . In other words,

‘the link between economic growth and energy consumptlon (1ncome

elasticity of energy demand) had changed.

- The price of crude oii hag increased by approximately 120% eince

the end of 1978; the Community's 0il bill has risen by some

‘60 000 mllllon dollars (compared with about 150 000 million dollars

for the OECD or 24% of CDP in the OECD area)

The general effect of this huge increese has been for consumer

e

- prices of oil products to shoot up, the reason being that governments

have generally decided to pass on the whole ‘of the nominal increases

in crude o0il prices to the prices of 01l\produots.

(b) Drastic increasespimppsed from outgide -

The drastic 1ncreases in 011 prices dlctated by producer countrles'

’led to higher prices but did not oause any - 81gn1f1cant reductlon in

energy demand. There are two main reasons for this:

(1) the price of oil as fixed in 1973/74 fell in real terms, giving

S
o
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consumer counxrles the mlsleadinv 1mpressxon thax they had -

plenty of time ahead of them and leadmng to a reduction in .-

;5", econemic investment or investment in alternative fuels;

(ii) because of the dmop in the real value of tax receipts from
'5 ,\011 products in a large number of countrles (see Table l),
k some of the costs of the 1ncrease in energy’ prlces have.:

" been absorbed by publlc budgets to the benefit of consumers.

The level of speciflc taxes’ (exclse duty) on: oil products, for example,
did not change in absolute value terms between 1973 and 1978 1ts :

‘ influence on the final price has hence decllned lightening the burden
-t9 flnal consumers but falllng to- .create the desirable changes in |

~~energy consumptzon behavxour.

'“.Th se phenomena reoccurred in virtually the same form early thls year
ff‘and ‘last year. Slnce taxes have generally remaaned at the same level,
“‘;%he proportion represented by exclse duty in the flnal price of 011
-products has agaln fallen, . Thus, despite the fact that countrzes

‘-1:héwe for the most part passed on 1ncreases by producer countrles to the

Voml products pricee, these have generally rzsen‘less than the price of

f L j\:; ch:'\lde. .

SplUE L ST R

"fﬂffﬁieeEconomic Eglicx strategy

FR Ry W ?olicx ebjecfiVes

\\\ TThe Member States‘ flrst alm should be to av01d the regular reoccurrence‘
T e ‘-ef crises such as that last year. Everyone knows how this can be

5 f,7§ch1eved;~ the cOurses of action open are” 1n the main the same as )

-
p
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" the principal objectivesfofibémmnnifyﬁénergyfpéli@y;

(1) reduced dependence on impdrféd o1l

(i1). a weaker link between gcbnomic’grow%ﬁ'and'enérgy’cbhsumptibn;
(iii) greater efforts to save energy;

(1v) more systematlc development of domestlc production of prlmary
energy sources whlch replace impor%ed crude oil,-

e w
- . : / S ;
pr EE R

(v) dlver51fication of types of energy and of geographlcal locatlon
of energy supplles from outside the Gommunlty. ‘

4

"B. In the short term — need to restore stability *

It is essentiai in the short term to restore baslc economlc balance
in order to contain 1nf1ation, modernlze economlc structures and R
‘reduce the balance of "~ payment deflcits. Two pomnts should be noted: - ,<FQ )

M

(i) the structure of the public flnances ‘in the Member States must first
be put 1n order, the level and methods of flnanclng deflcits'

1n’the,pub11q sector are often a major cause of 1nfla$10n;

'(ii) the next step is to malntaan monetary stablllty and av01d a
return 1o the competltlve devaluatlon polzcles whlch were
ipursued in the aftermath of the 1973/74 crisis. Not only do they have

1ntr1n31c drawbacks but they are also a dlrect 1ncltement 1o producers 2

[N




“large number of scattered econom.c operators - which

to increase crude pmaea ‘It shouid be remembered that the

i 1973, 1974 Emd 1979 m‘uxe zm;reases were precede& by a -
“ ma.rked fall of the dollaa*.» Mcnetary sta.‘oility is thus the

first impera.tlve of any energy pohcy. o

- In ‘the medium term — a balanced policy

{um-term economic "palicy could take two «approat:hes;/

TN

.
t

(1) apec:.flc mea,sures to. eneoura.ge the requlsne ad;ustments.
‘ elther legx.sla;i-lve or regulative measures, or incentives
’co encourage pmorrty investment wrhh varylng rates of
return. .Some of these measures mll requlre fmd:.ng from

the Busiget, PR . ’

(11) -arn:- energr pric_mg pol:.cy - the best. Way of reachlng a

attempts to promote the a.ttainment of energy pohcy
obsect:wes ‘and incorporates the extra costs 1nvolved in
order 0 ensmre f’uture securlty of supply, while also
. underlining the need to combat 1nf1a:tion and the need o
-~ for greater moneta.ry sﬁablhty.

o
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the final consumer

e e —

The 1ncrease in oxl prlces hae not yet been fully passed on to the end

g consumers, part of the burden is in fact borne by the public budget,
owing to the relatlve decline in tax recelpts, and part by Communlty
energy producers insofar as governments do not pass on the full increase
in the real cost . of energy 1n the pre-tax prlces of energy products."
- Clearly, the reason for this situation is the &e81re to reduce, at leastpr
temporarlly, the 1nf1at10nary consequences ‘of the 1ncreases in the prlce;'
of oil, but in the long term thls dlstorts the forward calculatlons
of the economic operators, makes economlc caloulations more dlfflcult
and less certain and delays the 1mplementatlon of 1nvestment prOJects
whlch are suited to the - real scarclty of resources.
‘What is. requlred therefore, in the flrst 1nstance 1s to see that any
1ncrease in the price of 2 primary energy source should be passed on
quickly and in full to the final consumer; - to ‘avoid ' ‘any secondany
inflationary effect, 1ncomes shoula not be ra1sed to offset the increase.

\

(b) The gost_of the extra .i.nxeits'eee‘f..rsqziséé . - ~

It w1ll also be necessary from now onwards to- 1nvest more qulckly than
planned in sectors which are not. 1mmedlately profltable but which, in
the long tern, w1ll ensure greater energy independence. .
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iﬁesm‘he the fact that energy pr:.ces a.re élready at a level vhich is V»
_B;iff':.cult to tolera.te, the f:.nal consumer m.ll ha.ve to bear a fur’sher; '

“ri se in costs as the result of med:.um—term requlrements.

() Ouidelines _for_energy taxapion

Iﬂx thls context " taxadulon is & partlcularly effect:.ve 1nstrumen’o- | 3,t

ma.kes it poss:.ble to a,void 'Eransferrz.ng the energy burden from the consumer
t‘\’,t‘ the -publiec budget and at the Same it:.me, to make ‘tﬁe user pay for: the
*extra cost. which 1ndependence in the long term requa.res. MeaSures of
73*"‘“‘&11“13 sort should be 1ntegrated 1n’co a Gommunl‘cy fra,mework' 1ndeéd an ;
efi‘ort should be made +0 harmonize nauonal taxation and domestzc energy;.
a.lm - price fermat:.on systems, wh:.ch az;a the root ‘cause of a number of
problems,‘ such as the deflection of trade between Mem‘oer Sta'tes a.nd
dfstortlons of consumpta.on wrth:m the Member Ska:tes, etc.

‘ I*b would be a.dv:.sable, therefore, to harmom.ze energy 'taxa:h:.cn din the
E vc}omxmmlty gradually.. - W:Lth regard to tax gtructures and tax. levels, the
:f'sbrstem shou.ld e concrlstent mth a pollcy which encourages energy '

S samng a.nd the develc»pment of a.l’kerna:ba.ve enexgy sources. : In new

~+of:ihe varicus dlfferences u&u.oh axa.st to begln m‘th, a measure of .
b !‘;’Eh:.s kind might wall 1nvolve an- increase in- the average tax burden on-

Sy ;energy products.

:ﬁMore detalled prOpOScLlS can only be ma,de, however, When tbe preclse e

affee'{:s of such harmom.zatlon have -been ana.lysed in grea.ter &e’l:a:.l.
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" This means in pertioular:‘e o o FL T - 'Tf:ff
1; The effeots on 1nflatlon. the 1nflat10nary consequences of a
progr9881ve alignment of the tax systems on a common base (ae proposed
n‘above) will depend on the seale of the Operatlon._A “They could be at i
r,‘least partially offset by the faot that it will be poss1b1e to programme ,
i the trend of energy prices more effectlvely, it will be necessary,
'~71n01dentally, to offset these increases by reduclng other _sources of S
budgetary revenue at the same t1me.\~ Such an approach should take irto o did;
‘;aocounx the dlfferences whlch exist in the Community between prlce ' .
- formation systems, tax structures, budgetary situations and the customs"
f',or regulailons affeotlng wage negotlatlons (sllding scales, eto.)

N

2." The effeots on the 1nternatlonal competltlveness of the Member States"
'eoonomles. The scale of these effeets w111 depend on the attitude of
~ other 011—1mport1ng 1ndustr1allzed countrles, as trade ouxside the
vrCommunlty represenxs no more than some 50% of the external trade of the
- Member States. - In the long run,- such a polloy ‘would have “the advantage of
‘ \acceleratlng ‘the changesrequlred if the Communlty is te adapt 10 a

o hlgher prlce for energy. , . .

"3.‘ Other problems would deserve speclal treaimeni.l kThese’would
\include sectors which were heavxly dependent on energya the locatlon

, of certain forms of productlon and the general effects on employment.
‘?;Mbre detalled oost-beneflt analySLS should be carrled out in “these cases.*

4. Tt would probably be dlffloult to xnorease the domestlc price for ‘
' 1enerey after the recent sudden Jolt and 1n a-period of cyclieal downturn.‘j .
"Adgu stments to taxatlon could therefore be gradual and of a temporary '
‘naxure. Thus, it would still be poss1ble to reduce the level of:
energy taxatzon, in the long term, as greater independence is achleved
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o

":The possx‘b}.e ways. of a.pply:.ng\ suoh ’caxa:t;.on (VA‘I‘, ‘excise charges,, .

. oustoms dut;es, new taxes, spaeific or ad valorem taxes, a mea,sure

'of

hanmonimatmn, the level of . ra.tes to set,k etc.) are obnously not ‘

wequal in-their effect, es;:eoially from the energ pm.nt ‘of view. P
'There wil}. certa.znly a.lso be problems with regard to relative pr:.ces

‘ aml sm)stitnt:.on. i
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o ‘Ta.BJ».é‘IA 8 Taxes on mineral- oils as % of app!

| 1972 [ 1973 | 1974 | 2975|2976 | 2977 | 1978 [1979
{n 1.72 |1.81 1.63 ,i;ssga[§;§i;,11.éo 1.60 11.51 | -
Fo|1.63 |1.60 |2.48 1.40 f21.28 1,50 |1.68 |1.94
lx 277 [2.38 |2.30 |28 auu |26, P
ML b6 |21 131 f1.307 221 f1.18 f2as Lz |
B |1.73 [1.81 [1.46 2.66° f2.56 |1.46 (1.40 fr.35 |
1 sk ;1;A8’,P};;3 !1.5;f 183 236 [ - | -} ;
K f2.41 f2.25 |1.89 |1.48 [1.58 [1.69 |3 52 |19 | ~
lm |23 |2u2 {2005 | 2.7 1328 Jat [ - |- | :
o fros |10 0.86 |0.85 | 0.87 |1.07 |1.13 |1.28 |

Vo .
- AN

~~ As a percentage of a J.arggr, revised Italia.n,GD\P from 1977.
Inhe expression of tax x‘-ec‘eipt“s"as a percén‘tage of GDP gives a’
" good idea of their real value, since it takes both price trends
- and economic activity into account. T o .
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