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Introduction

Belgium, Denmark, the Federal Republic of Germany, France, Greece, Ireland, Italy, Luxem-
bourg, the Netherlands and the United Kingdom as members of the European Community
share a common economic and social destiny.

The Community’s 272 million citizens already enjoy an average standard 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.

Energy is a determining factor in the operation and development of a modern economy.

Most of the Community used to be relatively self-sufficient in energy, but over the last 30
years has gradually come to depend, as a whole, on imports — especially of oil — to cover
much of its needs; total imports exceeded 64% in 1973 and are still over 47% in 1982.

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

But in the final quarter of 1973 and, once again in 1979-80, there were serious disruptions
whose effects are still being felt. However, this ‘energy crisis’ was only apparently precipitated
by the political and military events which marked its beginning. Instead, its roots are to be
found in the market patterns throughout the previous decades.

As early as 1962 the European institutions became aware of the need to control developments
more effectively and outlined an energy policy for the Community.

The ‘energy crisis’ could only make the need for such a policy more imperative for it demon-
strated clearly the vulnerability of the economy of Western Europe to interruptions or restric-
tions of supply and also to sharp increases in energy prices. Furthermore, it emphasized the
ineffectiveness of isolated or uncoordinated national reactions, as well as 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 con-
servation, more intensive use of indigenous resources and the development of sources other
than oil.

It must, however, be clearly realized that no discovery or 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 problem. Moreover,
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even a very intensive effort to increase self-sufficiency in the Community’s energy supplies will
in no way remove the need for considerable imports in the foreseeable future.

The key to the future as regards energy, for the European Community as for any other develo-
ped geopolitical entity, lies in diversification: diversified requirements must be met by techni-
cally 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 policy measures concentra-
ted 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 or have reper-
cussions on the energy situation mean that, in order to respect the unity of the common mar-
ket and achieve economic and monetary union, national energy policies shall converge
towards an energy policy which, by collective discipline aimed at attaining common objec-
tives, shall ensure equivalent efforts and results throughout the territory of the European
Community.

Unity on policy is essential if that policy is to be effective, since it alone allows the Member
States to cope with problems beyond their individual capabilities and reduces the risk of dup-
lication in research and investment. It enables the Member States to enjoy the advantages of a
large market and share the cost of certain major projects. Such a policy makes it possible,
finally, to take advantage of the economic and political strength of an entity of more than 270
million inhabitants in relations with the multinational oil companies, with other importing
countries and even in the dialogue with the oil-producing countries.

But a European 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 in adjusting to developments which will undoubtedly contain uncertainties and sur-
prises.

Community policy is gradually being formulated through a series of decisions by the institu-
tions of the Community, arrived at successively in the spheres in which a common attitude is
considered feasible and advantageous, or urgent.

This implementation process may seem slow and unspectacular, but it is also realistic and
practical. It is rule-of-thumb in appearance only, since it is consistently based on a body of
clearly recognized principles and objectives and, from now on, will apply an overall energy
strategy which, in accordance with well-defined priorities, will direct the Community as it
progresses.



I — The market before the crisis (1950-73)

With particular regard to Western Europe and more specifically the countries of the European
Community, market trends exhibited the following features:

1. Volumes

In the course of the period — something under a quarter of a century — running from the ear-
ly 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 Member States then forming the Community had a combined
energy consumption of almost 1 000 million tonnes of 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 15 years and estimated
total requirements for 1985 at some 1 800 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 lig-
nite), while oil accounted for only about one-tenth of the total. By 1973, however, solid fuels
covered scarcely more than one fifth of total requirement (23%), whereas oil accounted for
nearly 3/5 (59%), and natural gas — a source recently established in Europe — accounted
for over 12%, and hydroelectric, geothermal and nuclear energy accounted for the balance
{just over 4%).

It was, therefore, hydrocarbon fuels (oil and natural gas) that made the rapid growth in con-
sumption possible. In addition, the uses to which petroleum products are put have been exten-
ded considerably.

Whereas in the past they were used mainly as motor fuels, they have been increasingly used to
produce thermal heat (heating, furnaces, electricity, etc.) and as raw materials for the petro-
chemical industry.
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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;
— oil and natural gas would increase their share still further;

— hydroelectric and geothermal energy would be of even less importance, covering only 2%
of requirements, while nuclear energy would increase its share considerably.

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 Commun-
ity has long been poor in oil resources. Even today, despite the recent North Sea discoveries,
these are enough only to meet part of the demand and will be able to do so only for a limited
period. 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 total energy supplies of the Member States
in 1973,

Furthermore, according to the forecasts made before the crisis of 1973, it did not appear that
this degree of dependence on external supplies was likely to decrease. The expected contribu-
tion 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 onset 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 main-
tained so as to protect indigenous coal and allow it to compete favourably.

During the 1960s, however, after coal had declined in importance, there was a change of poli-
¢y, 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
on 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; indeed, in real terms, 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.
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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: it was indeed possible for
the Community to secure its energy supplies at very advantageous prices, as oil was able to
cover the increase in demand at low prices and thus influence the price of other energy sour-
ces. ~

But the relative fall in prices also had the effect of speeding up the cutback in coal and of slow-
ing 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 a short time ago between, on the one hand, the energy-producing countries (i. e. main-
ly those producing oil) such as the Federal Republic of Germany, France, the United Kingdom
and (to a lesser extent) Belgium and the Netherlands, and, on the other, the mainly energy-
consuming countries: Denmark, Greece, Ireland, Italy 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 25 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 had become net importers of
energy by the 1970s — the amount varying in 1973 between half their supplies and almost
their entire requirements.

Furthermore, the shift from coal to oil has had an impact on the regional distribution of indus-
try within the Community. Originally based in the coalfields, industry was still, immediately
after the Second World War, concentrated mainly in the coal-praducing central areas of
north-western Europe. Oil, which was imported mainly by sea, reached Europe and the Com-
munity via the seaports. Related activities {e.g. refining) and those attracted by the difference
in transport costs (petrochemicals and various other industries) have therefore 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 industries consuming large quantities of coal.

Finally, the oil-refining industry has developed its operating installations in step with a sus-
tained growth in demand for petroleum products. The early action required in respect of

11




investment projects with lead-times running into several years was to result in an aggregate
capacity which was very large even before the crisis; once the crisis had arrived, this capacity
proved very much in excess of needs, thus threatening the viability of the refining industry.

5. World-wide effects

The change in the energy supply pattern has also had considerable international repercus-
sions.

In the first place, the discovery of large, easily-extracted deposits of low-cost o0il in the Middle
East led to a ready availability of cheap oil supplies during the period 1960-70. 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, mak-
ing 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 and geopolitical situation on a world-
wide scale.

In the economic context, the world oil industry has also undergone profound change. Up to
the end of the 1960s, the major international oil companies, which because of their highly
integrated structure control all activities connected with oil (prospecting, production, trans-
port, refining, storage and distribution), were still in a position to regulate the volume of oil
production and the conditions for marketing for both the great majority of exporting coun-
tries 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 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 operat-
ing within its territory.

It was in this way too that, in certain importing countries, mainly in Western Europe, the pub-
lic authorities aided the creation or expansion of national oil companies whose integrated acti-
vities, including production and marketing, were to extend far beyond the borders of their
countries of origin,

Lastly, these changes have had repercussions on the interrelationships 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 production,
or at any rate from the American continent, so that for a long time the country has enjoyed
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price advantages over its industrial competitors. American coal has always benefited 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 ine-
vitably 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 enjoyed faster and more
sustained economic growth than the United States.

6. Harbingers of 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, espec-
ially 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 the world market
from a buyer’s 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, tried to pursue a concerted policy for obtaining an
increase in their oil revenues and certain guarantees for maintaining the real value of those
revenues, in a world context characterized by major currency fluctuations, notably the float-
ing exchange-rate of the US dollar, the currency used in oil transactions. These countries have
also tried to control the economic and technical 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 develop-
ment instrument for the exporting countries. Among the exporting countries of 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 agricultural and industrial
development. In these countries, oil revenues are invested mainly in infrastructures and in
capital goods purchased from Europe or America.

The remaining countries, on the other hand, can transfer their surplus earnings from oil only
to their current expenditures and investments, mostly doing so in the short term. This at vari-
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ous moments in the past has resulted in floating volumes of capital whose considerable mobil-
ity has accentuated, or even provoked, dangerous monetary fluctuations.

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 have wondered, moreover, whether they should reduce 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 that this oil represents to appreciate in
value underground to a greater extent and at a faster rate than the same capital would if in-
vested anywhere else.

Action taken by the exporting countries since 1970 has reflected these legitimate concerns and
has given rise to the 1971 Tehran and Tripoli agreements on price increases, 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.

Market trends in recent years, which have seen a significant reduction in world-wide demand

for oil, make it more difficult to pursue some of these objectives and may even compromise
some aspects of them,
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I — Impact of the crisis

1. Cause and recent trends

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 weapon and to use the interruption of deliver-
ies as a means of exerting political pressure, This happened in October 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 uni-
laterally. Crude oil prices immediately tripled, then increased again shortly afterwards so that
in January 1974 the price of crude oil exported from the producing countries was 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.

We shall see that the abrupt rise in crude oil prices has had serious effects on the level of eco-
nomic activity. These effects, in their turn, have restricted energy consumption. This trend,
coupled with the measures taken to save energy and reduce imports ensured for the Commun-
ity a relatively secure supply situation up to the end of 1978, The general rate of inflation and
the depreciation of the dollar cushioned the effect of the oil price rise, bringing it to and main-
taining it at a level equivalent to or even lower than that of January 1974 in constant prices,
despite further rises.

However, tension did return to the world oil market in 1979. In the first six months of that
year, the crisis in Iran resulted in a slight supply shortfall which, amplified immediately by
precautionary stockbuilding on a massive scale, caused spot market prices to rise. The Orga-
nization of Petroleum Exporting Countries (OPEC) then decided to increase crude oil prices,
further raising them in stages to an average in 1980 of double the December 1978 level.

Thereafter, the oil supply situation became slightly more normal, and in 1982 the world-mar-
ket price of crude oil even fell somewhat as a result. For the Community, however, the
favourable consequences of this relaxation were largely offset by the considerable apprecia-
tion of the dollar in relation to European currencies.
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2. 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 Nor-
way.

Thereafter, however, France, which had expressed reservations about some of the guidelines
adopted, did not take part in the Energy Coordination Group set up by the conference. The
work of this Group led to an international agreement on energy and to the establishment of
the International Energy Agency (IEA) within the framework of the Organization for Econo-
mic Cooperation and Development (OECD),

In essence, the agreement covers an extensive programme of cooperation which includes:

— ensuring, in the event of oil supply difficulties, 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 about its results, and stressed the need for all Mem-
ber States, whether or not they were parties to the agreement, to formulate a common energy
policy 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 Commun-
ity and the rules of the Treaties should be respected in the event of the supply-sharing system
envisaged by the agreement being implemented.

The Council drew up regulations along these lines for the reduction of energy consumption
and on intra-Community trade in oil.

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, The Commission has the dual role of coordinating (a) the views of its Member States
and (b) the action of the Agency and that of the Community.

The work carried out by the Agency includes, in particular:
(1) the establishment and implementation of a programme of long-term cooperation on the
development of resources and economical use of energy, including energy R&D;

(ii) the examination of national programmes for energy conservation, including the develop-
ment of new sources and resources;

(iii) the improvement of the information system covering the oil and gas markets;
(iv) the creation of a statistical data centre for energy;
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(v) the establishment of a mechanism for the restriction of demand and the sharing of oil
resources in the event of supply difficulties.

Progress towards agreement and cooperation between the energy-consuming countries largely
depends on market trends: efforts slacken when the difficulties diminish, only to re-intensify
when the situation again turns critical. The tensions which reappeared in 1979 have, howe-
ver, led to one advance: at their summit meeting in Tokyo in June 1979 the Heads of State or
Government of the United States, Canada, Japan, and the European Community agreed on a
common strategy to restrict oil consumption and accelerate the development of other energy
sources. In practical terms, these countries have committed themselves to maintain their oil
imports for the next five years at the 1978 or 1979 level, to practise a realistic oil-pricing
policy, to promote energy savings, to encourage the production and utilization of coal and,
finally, to take coordinated measures to develop those energy sources which can serve as
alternatives to oil.

The achievement of the first of these commitments was facilitated by the big rise in prices in
1979-80; energy consumption was curbed and oil imports rapidly fell below the target set in
Tokyo.

As for the Community, it has reaffirmed on several occasions that it would stick to the above
commitments and, on 16 March 1982, the Council again underlined its determination to
resist the temptation of taking the easy way out which might arise now that the supply situa-
tion was easing and oil prices falling.

3. Effects on the world economy

The two successive oil-price shocks of 1973-74 and 1979-80 which took the price of a barrel
of crude oil from less than USD 3 to nearly USD 36 have obviously had considerable econo-
mic consequences. However, although these two price rises were of similar magnitude in real
terms, their economic results were not strictly comparable since they took place in different
circumstances. In 1973, when production-capacity utilization rates were high, the very large
increases in the price of non-energy raw materials and the rise in the dollar vis-d-vis European
currencies reinforced the inflationary effects of the oil-price shock. The rise in prices within
the Community went up from an average of less than 4% in the 1960s to about 12% for
1973, 1974 and 1975, with a wide range of increase from country to country: rates of 15% to
20% were recorded in Italy, Ireland and Greece, whereas Germany managed to limit the rate
to about 7%. The different reactions of the oil-importing countries, expressed notably in the
economic policies implemented and the different behaviour of economic operators, lent
powerful support to the deflationary effect of the oil-price shock, and the world economy
went into its first recession since the war, Community GDP fell in volume terms by more than
1% in 1975.

The quadrupling of the price of oil in 1973-74 also resulted in a spectacular reversal of the
industrialized countries’ balance of payments, but still more so in the case of the non-oil-pro-
ducing countries, which finally bore the brunt of the OPEC surplus. As well as causing consi-
derable monetary disruption such changes had a restrictive effect through the lasting contrac-
tion of world trade which resulted.
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The second oil-price shock came when the world economy, without having adapted sufficient-
ly to the constraints arising from the new energy situation, was again growing, albeit at a slo-
wer rate than in the 1970s. Thus the average growth rate for the Community in the period
1976-79 was 3.5% compared with 5% for the period 1960-70. As the economic situation
was different — under-utilization of production capacity, stagnation or a fall in the prices of
several raw materials, better coordination of economic policies — the effects of the second oil-
price shock were more successfully controlled in the short term, and it was possible to avoid a
recession in 1979 and 1980. However, in contrast to what happened after 19785, the crisis is
lasting longer in most economies: the average rate of growth for the three years 1980, 1981
and 1982 is slightly less than 1% for the OECD countries, nearly 0.8% for the Ten, 0% for
the United States and about 3% for Japan. In addition, the employment situation, which got
seriously worse in 1975 as a result of the recession, has only deteriorated further: the number

out of work in the Community went up from 3.5 million in 1974 to 5 million in 1975 and pas-
sed the 10 million mark by the end of 1981. Naturally, the successive rises in the price of oil
are not the sole cause of the deterioration in the general economic situation, and efforts to
adjust to the energy constraints have been kept up. Thus energy consumption per unit of GDP
at 1970 prices and exchange rates fell from an index of 99.9 in 1979 to 88.7 in 1982, and the
consumption of oil per unit in GDP also fell from an index of 96.1 to 75.8 over the same
period. Such modifications clearly entail much structural, and hence lasting, change, which
makes it possible to hope that in the medium term the return to economic growth will not be
hampered by another energy crisis. Nevertheless, the deterioration in the economic situation
of the weakest countries, in particular of the non-oil-producing countries, is becoming more
and more dramatic: their external debt has reached an exceptionally high level, which may
create anxiety lest a financial crisis result from the energy crisis. The resulting freeze on the
process of development is already prolonging, by its effects on world trade, the economic
crisis situation and aggravating the problems of competition and the tendency towards protec-
tionism appearing around the world.

21



4. The Community and the new factors governing the energy market

The economic recession and the changes in energy prices have not been without repercussions
on energy consumption.

Within the Community, gross consumption of primary energy has shown the following
trend (mtoe):

1973: 969 1978: 969

1974: 941 1979: 1012

1975: 890 1980: 970

1976: 947 1981; 934 (provisional)
1977: 942 1982: 930 (estimate)

This has been an exceptional phenomenon, and one which previous experience since the
Second World War made it absolutely impossible to predict. Whereas, from 1950 to 1973,
energy consumption grew continuously every year, it has since fallen twice, in two consecutive
years each time — with a slight upturn between each decline. An average and relatively con-
stant increase of 4.5% per annum broke off abruptly and was followed by eight years of
stagnation, bringing energy consumption in 1981, and probably in 1982 as well, to some
3.5% below the 1973 level.

This trend is explained partly by the decline in economic activity — particularly industrial
activity. It was noted that the latter fell at certain times and that even now recovery is only
half-hearted. The trend is also explained by the features of 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. The-
reafter, the additional factors to be taken into consideration are the effect of the price increase,
which caused consumers to moderate their consumption somewhat, and of measures to
encourage more rational use, which are also beginning to have an impact, as structures and
consumption habits gradually adjust to the new market situation.

The trend of recent 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 1 800 mtoe — a figure often cited before the
crisis — to around 1 450 mtoe, it now appears that it will not exceed 1 100 mtoe, and will be
below 1 200 mtoe in 1990.

The hoped-for economic revival should mean an increase in energy consumption, which will

prove modest (as expected) only if a greater effort is made to save energy and use it more ratio-
nally.
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IIl — An energy policy for the Community

Even before the energy crisis the Community had attempted to formulate and implement a
common energy policy. However, the measures forced upon the governments 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 convergence of national policies
and the creation of a common energy policy are fundamental factors in the creation of
European unity, and that the measures to be taken inside the Community and also the posi-
tions to be adopted on the international scene will carry far more weight and be far more effec-
tive if they are taken jointly on behalf of a group of industrialized countries with 270 million
inhabitants than if they are the outcome of separate and discordant policies.

1. The first steps towards the first achievements

The Community has been working towards an 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 policy’ (Octo-
ber 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,

The oil crisis and its implications were examined at the Summit Conference held in Copen-
hagen 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 implementa-
tion it was decided to create a new body — the Energy Committee. Composed of representa-
tives of the Member States, under the chairmanship of a member of the Commission, the
Committee is responsible for ensuring the coordinated implementation by Member States of
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the measures adopted by the Community, providing for the exchange of information and con-
sultation 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.

In May 1974 the Commission submitted to the Council a communication based on the current
situation and entitled ‘Towards a new energy policy strategy for the Community’,

The Commission also proposed to the Council objectives for 1985 concerning the Commun-
ity’s supply structure which were approved in December 1974. A set of concrete proposals
and a series of general or sectoral communications formulated to suit the observed develop-
ments were put forward as an aid to achieving these objectives.

The tension which reappeared in 1979 and the difficult and irregular progress towards the
objectives for 1985 prompted the Commission to take stock in June 1979 in a communication
to the Council entitled ‘Energy objectives of the Community for 1990 and convergence of
policies of the Member States’.

Given the gravity of the situation in early 1980, the Commission drew up a communication,
for discussion by the European Council of 27 and 28 April, entitled ‘Energy — A Community
initiative’; this noted a disquieting gap between what had been done and what remained to be
done to work out and implement an effective energy policy. So as to reduce the gap and render
the Community able to meet the serious threats to its present and future energy supplies more
effectively, the Commission sent the Council on 30 September 1981 a communication on the
development of an energy strategy for the Community.

This basic document and the various sectoral analyses supplementing it — prices and invest-
ment, coal, natural gas, nuclear energy, rational use — set out the framework for the Com-
mission’s action and the Community’s progress towards a strengthening of energy policy.

It should also be noted that, since the crisis began in 1973, these energy problems have almost
always appeared on the agenda at European Councils, the summit meetings of the Heads of
State or Government of the Member States.

2. The fundamental options

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

In the first place, it was recognized that ensuring the Community’s short, medium and long-
term energy supply now constitutes a major problem which cannot be solved simply by
voluntary or imposed curbs on the consumption of energy finally made available to agricultu-
ral, industrial, commercial or domestic consumers.

It is, in fact, clear that people’s legitimate aspirations to achieve an improvement in the ‘qual-
ity of life’ are not, at the moment, accompanied by any willingness to renounce the ‘quantity’
of goods and services which they wish to have.
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The desire to ensure a supply of energy which will make it possible to pursue economic
growth and social progress is, however, perfectly reconcilable with the objective of reducing
the difference between the quantities of primary energy introduced into the economic system
and the quantities of useful energy made available to the consumer. To achieve this, vigorous
efforts must be made to save energy, improve efficiency and prevent miscellaneous losses.

In the past, a close relationship has been observed between economic growth and energy con-
sumption. This relationship must be ended if it is intended to carry into the future an economic
growth which is compatible with the prospect of dearer and less abundant energy supplies.

The work of a group of experts asked by the Commission to examine the implications of more
rapid progress towards an energy-efficient society showed that gradual dissociation between
economic growth and the growth in energy consumption is possible and that our societies are
able to meet the energy challenge without jeopardizing the values, traditions, economic well-
being and social progress which their members desire.

Energy must be supplied reliably, as well as in sufficient quantity. Prices must be such that the
Community is economically competitive on the world market. Consequently, supplies must
be protected from the threat of interruption and arbitrary and sudden price rises. The aim
should therefore be to seek a high degree of self-sufficiency at price levels which are compati-
ble with satisfactory economic conditions.

This implies that efforts should be made to make the most of the internal resources of the
Community and of those with a high degree of security of supply. It also calls for the develop-
ment of new energy sources or of new techniques of extraction, recovery, conservation,
utilization, etc.

However, it must be borne in mind that no innovation and no existing process is exempt in its
technical, economic, ecological or financial aspects from uncertainties, obstacles and risks
which cannot all or always be foreseen.

Two extreme attitudes msut be avoided: a blind faith in science’s ability to find a satisfactory
solution — a ‘technical fix’ — in good time, and opposition to new techniques as long as the
uncertainties have not been completely eliminated and the risks entirely ruled out. The result
would be paralysis, stagnation and even perhaps a regression which would jeopardize the
results achieved so far, hamper development 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. As far as possible, energy policy must therefore take into account the desire to protect
the environment, ensure safe utilization and conserve resources.

The trend towards a more satisfactory energy supply structure for the Community must also
be directed at diversification, and no one source or form of energy should be allowed to enjoy
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a position of monopoly or quasi-monopoly. The leading position of coal and the great impor-
tance 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 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 supplies,
will not lead to a more or less complete self-sufficiency. Technology does not make everything
possible, and economics are against some substitution processes.

It is, moreover, essential and desirable 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 sub-
sistence and development,

It is therefore necessary to ensure the establishment between the importing and the exporting
countries, which are closely dependent on each other, of a system of mutually profitable eco-
nomic and financial relationships guaranteeing, on equitable and stable terms, essential sup-
plies of energy to the former and the financial and technical means of development to the lat-
ter.

These options, developed for the first time in 1974, have inspired the communications and
proposals which the Commission has drawn up since. Implicitly or explicitly, they also remain
the basis of the ‘Energy objectives for 1990’ and the ‘Energy strategy for the Community’
drawn up in September 1981,

3. Strategy: objectives and priorities

A policy implies objectives. One year after the oil crisis broke in 1973, the Council adopted
initial objectives regarding the Community’s supply structure for 1985, The main aim was to
reduce dependence on imported energy from the 1973 level of 64% to about 50%. This was
to make for greater security of energy supplies and reduce the burden which the increased
price of imported energy placed on the economy and the balance of payments.

But the 1985 deadline is approaching and — as the effects of policy options and energy invest-
ment do not make themselves felt for around 10 years — decisions now or in the near future
will barely affect 1985 but determine the Community’s energy situation around 1990.

In June 1980, therefore, the Council issued a set of guidelines on energy policy objectives for
1990. The prospects of enlargement indicate that the Community of 1990 will probably no
longer be the same as it is today: Portugal and Spain will probably have joined the ten current
members. The new objectives are, however, in keeping with the situation: the economic and
energy structures of the future member countries are as sensitive to the consequences of
adverse trends on the world oil market as those of the current Member States.
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ENERGY DEPENDENCY 1981

mtoe

National resources

Net imports

* net exports
(United Kingdom)

Source: EUROSTAT
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Efforts to ensure convergence within the framework of a common strategy will therefore be
essential for the new countries too.

The guidelines adopted for 1990 are as follows:

— to reduce to 0.7 or less the average ratio for the whole Community of the rate of growth in
gross primary energy consumption to the rate of growth of the gross domestic product;

— to reduce oil consumption in the Community to a level of about 40% of gross primary
energy consumption;

— to cover 70 to 75% of primary energy requirements for the production of electricity by
means of solid fuels and nuclear energy;

— to encourage the use of renewable energy sources so as to increase their contribution to the
Community’s energy supplies;

— to pursue an energy-pricing policy aimed at achieving Community energy objectives.

These various recommendations are in keeping with the Community’s three basic concerns,
which are:

(i) to dissociate economic growth and growth in energy consumption;
(ii) to place a ceiling on oil imports;

(iii) to prepare a more satisfactory energy supply for the more distant future.

The elements of the energy balance have developed more or less in accordance with these
broad outlines.

From 1973 to 1981 energy consumption did not increase; it even fell slightly, whereas the
gross domestic product increased in volume by about 16%. Although this trend is explained
largely by the persistence of a relatively low level of economic activity, it is nevertheless certain
that rational energy-utilization policies and reactions in the economy to price rises have also
had an influence.

The pattern of total demand has changed as indicated in the following table, which also sets
out the alterations to the forecasts for 1985 and 1990.

(%)

Solid . Natural Nuc! Hyd d

fuel o Gas pl(‘);:r geztl‘:::al Other
Situation 1973 23 59 12 1 3 —
Situation 1981 23.6 51.0 17.6 6.0 1.3 0.2
1985
1972 forecast 10 64 15 9 2 —_
1974 objective 17 47 20 13 3 —
Current forecast 21.8 49.1 18.5 8.8 1.2 0.6
1990
Current objective 24.7 42.4 18.1 12,5 1.1 1.2
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It will be seen, for instance, that if total consumption remains below forecast, solid fuel takes
a larger share than initially estimated; nuclear power’s contribution, however, is too small.

Progressvhas been made in reducing dependence on external supplies: 64% in 1973, a little
under 50% in 1981, Oil's share of total energy consumption, for the same period, has fallen
from 63% to 51% and should continue to do so in the years ahead.

Natural gas also appears likely to meet the objectives.

Nuclear energy programmes, however, are behind schedule, and it is only around 1990 that
the figures previously contemplated will be achieved.

These various trends affect oil imports, which dropped by almost one third between 1973 and
1981, but their level is still high (358 million tonnes).

The situation is still worrying. Although the quantitative supply difficulties on the oil market
in the first half of 1979 have cleared up and prices have eased somewhat during 1982, the out-
look is still very uncertain. '

World consumption is falling, but OPEC is still having difficulty establishing a consistent line
on the level of the crude oil price and the volume of production.

Despite the positive result of the attempts to reduce and redirect the demand for energy, the
Community remains the leading oil importer in the world and is hence exposed to the risks of
interrupted supplies and increases in prices.

In view of this the Commission, in its communication to the Council of 30 September 1981
concerning the development of an energy strategy, sets out the framework of action which
will make it possible for the Community to reduce the effects of its vulnerability with regard to
energy more effectively and more quickly. To this end, adjustments must be carried out on
both the demand side {(energy saving and rational use) and the supply side (diversification).
The success of the steps to be taken within the Community to carry out the necessary adjust-
ments is closely linked to the external aspects, and the industrialized nations will have to co-
operate in order to reduce oil dependence.

In addition, the solution of the serious problems experienced by many developing countries
because they import oil requires vigorous action on a large scale, in which the Community can
and must play an important role.

Although this process of change poses new challenges, it also raises new hopes, since the
energy transition will have very wide-ranging consequences for Community industry which,
by creating scope for developing and applying new technology, will help to rejuvenate the
industrial base.

The energy strategy proposed by the Commission is essentially forward-looking: instead of
just reacting to events, the Community must henceforth prepare the ground as well as possible
for the adjustments which the likeliest development of the market will bring and minimize the
economic and social consequences of that development.
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The energy objectives of the Community should be continually updated and taken into
account in the policies of the Member States, so that a common discipline may be observed.
First and foremost, therefore, the Commission’s role should be a guiding and monitoring one.
The Commission will also operate independently in certain fields, where the Treaties so allow

or

where there is no other way of achieving the common objectives, or again where such

action is more effective than national measures.

In certain cases, such Community measures will require financial resources which will have to

be

increased as the situation requires.

There are five priorities for common action:

1.

32

Achieving an adequate level of investment in alternatives to oil and in the more rational use
of energy, Such investment will have to be directed first to energy saving and substitution,
since it will reduce the importance of oil in the pattern of consumption and have a favour-
able effect on economic activity and employment. The Community’s responsibility in this
area is linked to that which it has in medium-term economic policy;

. The development of a common approach to energy pricing and taxation. The aim here is to

achieve realistic prices, i. e, they should correspond to costs and market conditions in the
long-term,

Accordingly, ways of making prices and tariffs more transparent will be sought. A joint
effort at adjusting oil taxation to the Community’s energy and economic policies should
also be undertaken;

The adoption of measures to give practical form to Community solidarity so as to prevent
destabilization of the market. Steps must be taken to see that even a very limited reduction
in the supply of oil should not cause disproportionate changes in its price. Such measures
will strengthen Community solidarity and supplement existing arrangements for times of
serious supply difficulties. Security of supplies is a question which also arises, albeit in dif-
ferent terms, in respect of the other sources of energy, and the Community must give its
attention to this;

The reinforcement of common policies for research, development and technological
demonstration. Innovation is an essential element in the energy strategy. Through its finan-
cial measures and coordinating activity, the Community makes R&D and technological
demonstration more effective still. Better and fuller use must be made of the Community’s
pontential in this sector;

. The preparation of common approaches and initiatives in external energy relations. The

Community, which alone provides the Member States with the necessary means of expres-
sion at world level, must establish with supplier countries a framework of relations that
will ensure stability of supplies.

Regarding energy cooperation with the developing countries, the Commission intends fully
to exploit the possibilities provided by the Lomé Convention and increase its efforts in fav-
our of those countries.



4. Policy instruments

(a) Knowledge of the facts

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 Commis-
sion used to possess hardly any 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.

After the events of late 1973, the Commission requested the Member States to provide quar-
terly information by company on imports of crude oil and natural gas in order to make it pos-
sible 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 ail, petro-
leum products, and natural gas).

The Council also later adopted a directive establishing a procedure for information and con-
sultation with regard to the prices of crude oil and petroleum products in the Community.

These new Community rules are designed to ensure 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 bet-
ween the Member States and the Commission regarding market trends. The Commission also
publishes a weekly bulletin giving the indicative levels for the pre-tax prices of the main petro-
leum products consumed in the Community.

Because of the alarming development of the situation the monitoring of oil imports was step-
ped up in the second half of 1979 by subjecting transactions to registration providing informa-
tion about the conditions in which they are conducted.

This system is still operative, its continuation being justified by the continuing uncertainty on
the market and by the desire for better price transparency.

In November 1977, the governments of the Member States decided to compile information on
coal imports from non-member countries and forward it to the Commission,

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 all energy trade with non-member countries.

In the Commission’s view the compilation of information on facts and trends is clearly not an
end in itself; its essential purpose is to enable concerted planning by the national public
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authorities and by the Community institutions to ensure the implementation of common poli-
tical guidelines. Moreover as regards both trade and prices this concerted planning is not con-
fined 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 trans-
port and gas distribution industries and with coal and electricity producers.

In addition, the Commission, with the agreement of the Council, has organized a procedure
for the reciprocal exchange of information at Community level on the siting of power stations.
The Commission has also proposed the introduction of a Community consultation procedure
for power stations liable to affect the territory of another Member State, but this proposal has
not so far been adopted by the Council.

(b) Financial support

The implementation of an energy policy also entails measures of direct intervention and, in
particular, the possibility of giving financial support to certain activities.

The surest way of reducing dependence on external supplies is through a combination of ris-
ing internal production and more efficient use of energy. Both, however, require considerable
investment, whether for opening new generating plant or for the widespread, long-term intro-
duction of processes which will ensure more rational use.

To carry out the desired transformation, the energy industry will continuously require large
amounts of capital,

National programmes for 1981-90 are currently estimated at 500 000 million ECU,' 80% of
it for energy production and 20% for rational use.

This figure is believed to represent some 9% of total gross fixed capital formation, i.e, total
investment, as against 6.8% during the previous decade. The situation differs considerably,
however, from one Member State to another, and the first results appear to be somewhat
behind schedule.

This investment must therefore be supported and encouraged, so that the programmes are not
only completed but, in some cases, even stepped up.

The requisite support should go first to investment designed to increase the efficiency with
which energy is used, currently a sphere accounting for only one fifth of planned energy
investment.

Without neglecting investment on the supply side — the subject of considerable effort — it

must be emphasized that investment in rational use has many favourable consequences for
economic revival: slimming of the energy bill, improved international competitiveness of

' 1 ECU (1 September 1982) = BFR/LFR 45.2251; DKR 8.24985; DM 2.35805; FF 6.62402; LIT 1 329.54; HFL
2.57814; UKL 0.549885; IRL 0.685961; DR 66.8224.
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firms, creation of a specific market for energy-saving devices and technology, job creation,
rapid payback of the capital employed, etc.

What, under these circumstances, are the obstacles to expanding the investment effort? Evi-
dently, the necessary capital has to be found. In addition, the economic and psychological
conditions have to be created which will make it possible to overcome the lack of enthusiasm
with which this type of investment is still too often regarded by firms, despite its clear advan-
tages in terms of private and public interest, .

The future trend of energy prices is a major reason for such reticence: any likelihood of a fall,
even slight or temporary, puts a brake on investment decisions, in respect of both supply and
demand. The uncertainties surrounding the forward trend for the consumer prices of the vari-
ous forms of energy must therefore be removed: a realistic pricing policy, based on long-term
cost trends, will help to do this,

As to the availability of investment capital, the ECSC Treaty has allowed the High Authority,
since the inception of the Coal and Steel Community, to finance industrial loans to the coal
industry by borrowing,.

The same possibility exists in the nuclear sector, under the Euratom Treaty, but it was not
until 1977 that the Council authorized the Commission to raise capital for on-lending to
finance the construction of nuclear power stations and industrial installations for the fuel
cycle. The Commission borrows up to the limit of the loan applications it receives. Initially,
the Council authorized a first instalment of on-lending which amounted to 500 million ECU,
subsequently increased to a total of 2 000 million ECU.

More generally, the Council authorized the Commission in October 1978 to raise loans in
order to promote investment in the Community. This is the system commonly known as the
New Community Instrument for Borrowing and Lending (NCI). Under this decision, an
instalment of 500 million ECU was authorized in May 1979 so that loans could be granted to
finance investment projects in infrastructure and the energy sector. A new instalment of 1 000
million ECU was authorized in May 1982 covering infrastructure financing, investment by
small and medium-sized enterprises and, in particular, finance for investment in the rational
use of energy.

In addition to these measures, the European Investment Bank is extremely active in the energy
field, which from 1958 to 1981 absorbed 36% of financing provided by it. Without going
into detail here — a fuller discussion will be found below under the relevant headings — it
should also be noted that, independently of its R&D action, the Community grants financial
support to many projects which in various fields seem likely to speed up the rate at which tech-
nological innovations find industrial and commercial applications.

These projects cover the technology of oil and gas exploitation, uranium prospecting, coal
gasification and liquefaction, the demonstration of potential energy savings and the exploita-
tion of renewable sources such as solar and geothermal energy.

The Commission is trying to persuade the Council substantially to increase the funds avail-

able for this type of action. Proposals have also been put forward for encouraging certain cate-
gories of investment in the rational use of energy by means of interest relief grants.
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(¢) Regulation

Another way in which the Community can act is through directives or recommendations
which, directly or through national legislation, affect the energy market or that for production
and operational equipment. Various instances can be found, notably with regard to the ratio-
nal use of energy: insulation of buildings, performance or labelling of powered appliances,
etc.

As regards prices, a Council recommendation sets out the basic principles for aligning electric-
ity tariff structures in the Member States in order to improve the transparency and cohesion of
price systems and encourage the rational utilization of electricity.

{d) The industrial aspects

Energy policy also ties in with industrial policy. The coal and nuclear industries, for example,
have long been a source of concern to the Community institutions. More recently, the Com-
mission has directed its attention to the oil-refining sector, where surpluses and an imbalance
between supply and demand for certain products are causing problems at a time when com-
petition from exports of oil products from the oil-producing countries is on the increase. In
order to obviate these difficulties, the Commission proposed to intensify its surveillance of this
sector and to guide its future development essentially by means of mechanisms of information
and consultation between all interested parties, both inside and outside the Community.,

5. Rational use and saving of energy

Rational use covers all measures designed:
{i) to achieve savings so that all forms of energy may be used as economically as possible;

(ii) to obtain better use of primary energy;

(iii) to encourage the substitution of other forms of energy for oil in satisfactory economic cir-
cumstances.

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, contri-
bute to effecting economies in energy. However, the public authorities are responsible for
creating awareness of this need among domestic, agricultural, industrial and other consumers,
and for modifying the legal and economic structures in order to combat wastage, losses and
low efficiency.

There is a great deal at stake: the modest target of a 10% reduction in energy consumption is
equivalent to some 100 million tonnes of oil equivalent per annum, roughly the present pro-
duction from the North Sea or a hundred large nuclear power stations.

In December 1974 the Council adopted a Community action programme, the aim of which
was to achieve a 15% reduction in primary energy demand by 1985.
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(a) Recommendations and directives: support for demonstration projects

Under this programme, the Council adopted in March 1976 five recommendations on con-
crete measures for the rational utilization of energy. These cover:

(i) incentives for the thermal insulation of buildings;

(i) efficient operation of heating installations in existing buildings;

(iti) improvements in driver behaviour in order to reduce the fuel consumption of road vehicles;
(iv) the promotion of urban public transport;

{v) the operation of electrical appliances.

Following a communication submitted in early 1977, which emphasized the importance and
urgency of intensifying the implementation of the Community programme, new recommenda-
tions on the following subjects have been added:

(i) the regulation of heating, the production of running hot water, and heat metering in new
buildings;

(ii) the rational use of energy in industrial enterprises;

(iii) the establishment of national consultant bodies with a view to promoting combined heat
and power for district heating or industry;

(iv) the reduction of energy requirements by improving the thermal efficiency of buildings.

The Council also adopted several directives on:

(i) the performance of heat-generators and the insulation of the heat distribution system in
new buildings;
(ii) the indication by labelling of the energy consumption of domestic appliances.

The appliances were selected in accordance with the following criteria: amount of energy con-
sumed, speed of market penetration and whether standards for measuring their energy con-
sumption have been adopted by the European standardization bodies.

Having periodically reviewed progress so far by the Member States and by the Community,
the Commission has found that satisfactory progress has been made since 1974 compared
with other industrialized countries,

However, the rate of progress and even the extent to which the recommendations adopted by
the Council have been implemented still vary considerably from one Member State to another
and so there is still considerable energy-saving potential in the Community.

In the long term, it should be possible to save 15 to 20% of the energy now used in industry,
about 15% of that used by transport and more still of that used in the domestic and tertiary
sectors.

In June 1980 the Council recommended the Member States to adopt, if they had not already
done so, programmes covering all consumption sectors and pricing policies which would
encourage rational utilization. The Member States were invited to promote the introduction
of consultancy and technical assistance services, notably for small and medium-sized enter-
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prises. These services would centre around a new and original method: the ‘energy bus’ deve-
loped jointly by Canada and the Community. By this means firms can work out basic energy
balances, identify possible savings and obtain practical advice on the spot. :

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, coordinate natio-
nal action and determine the way in which the Community can best encourage such action.

Furthermore, under the Regulation adopted in June 1978, the Commission is granting finan-
cial aid to demonstration projects on energy saving. The purpose of demonstration projects is
to reduce the uncertainties attached to the commercial and economic viability of a given tech-
nique. The aid granted to date covers more than 150 projects and amounts to over 80 million
ECU. The experience gained from supporting demonstration projects has been positive, even
if it is a little early to pronounce on the technical results of the projects, only a few of which
have been completed. The potential demand indicated by the replies to the calls for projects
shows the need for such an action and the advisability of increasing the financial resources
allocated to it.

By helping to bring new processes onto the market, projects of this kind constitute 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 will, therefore, be
assessed in conjunction with national and Community research and development programm-
es.

Finally, the Commission asked two teams of independent experts to study wider problems of
energy saving. The first report, already alluded to, was published in July 1979 under the title
‘For low-energy growth’. The second, which was completed in April 1981, is entitled ‘Invest-
ment and employment in a low-energy society’, These reports provide the basis for a general
strategy for the rational use of energy in the Community.

(b) Investment in the rational use of energy

Results so far with regard to energy saving have generally needed only small investments or a
change in behaviour. ‘Second-generation’ savings, however, often require bigger, or less
obviously profitable investments. This type of investment was analysed in a communication
from the Commission to the Council (February 1982) on investment in the rational use of
energy.

In spite of a fall in energy imports over the last few years, the Community’s economy is still
heavily dependent on external oil supplies, and even a slight recovery would be constrained by
this if the necessary structural adjustments for improved regulation of demand are not carried

out.

Investment in rational use, which is currently only 0.4% of Community GDP, should be rai-
sed t0 0.7% in 1985 and about 1% in 1990. In absolute terms, the sums involved would rise
from 7 to 8 000 million ECU in 1980, to 19 000 million ECU in 1985 and about 25 000 mil-
lion ECU around 1990, i.e. they would be tripled.
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This effort would improve the international competitiveness of firms by making them more
energy-efficient. It would open up markets for industry and reduce some of the restrictions on
growth, Many jobs would be created as a result,

Consequently, the Commission is proposing various practical measures for resolving the diffi-
culties surrounding investment decisions. It is suggesting, for instance, that interesting initia-
tives taken from now on by one or more Member States be made open to the Community as a
whole, and that Community action as such should be taken to support national measures; in
particular, this would mean improving financial channels and agreements, offering finance
which is better suited to the needs of small and medium-sized firms and of households, pre-
venting the Community market from being compartmentalized (or remedying such a situa-
tion), encouraging the decentralization of decision-making on the rational use of energy and
promoting training and information in this field.

In July 1982, the Council adopted a recommendation inviting the Member States to take simi-
lar measures if they had not already done so.

The Commission also identifies certain investment projects of particular interest, such as the
utilization of waste materials, heat waste, and district heating networks. A proposal for a
regulation on the granting of interest relief with a view to stimulating such investment was put
to the Council in September 1982,

6. The development of alternative resources

(a) Coal

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

The upheaval that occurred in 1973 led to reappraisal of this policy, with a view to halting the
decline in output.

Among the objectives adopted in 1974 was the maintenance, in 1985, of the pre-1973 pro-
duction level. It is now clear, in the light of the subsequent fall in production and the lower-
than-expected growth in total consumption that it will probably not be possible to reach this
objective.

However, Community production, together with an increase of coal imports, would still ena-
ble solid fuel to play a major role in 1990: about one fifth of energy supplies. With nuclear
energy, coal is one of the main substitutes for oil in the centralized generation of heat,

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 between
1976 and 1979, since cost increases outpaced earnings. It is, therefore, more necessary than
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ever to aid the Community’s coalfields financially; consequently, at the beginning of 1976 the
Commission formulated a new set of Community arrangements coordinating at Community
level national policies for, and intervention on behalf of, the coal industry. Furthermore, the
common system of aids for coking coal, 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, has been adapted and extended on several occasions, the
last being in April 1982, the changes remaining in force until the end of 1983.

As regards the potential substitution of coal for oil in the industrial heat sector, the Commis-
sion takes the view, having studied the determining factors, that market forces and technical
development will result in greater use being made of coal in this area. The rate of conversion,
however, may be slower for economic and ecological reasons than is desirable from an energy-
policy point of view. Measures must therefore be found to accelerate this development and
change the consumption patterns of Community industry with a view to freeing the latter
from the oil constraint.

The Commission is also trying to promote the marketing of solid-fuel liquefaction and gasi-
fication techniques.

Monitoring of coal imports has also been introduced, in order to ascertain market trends
more accurately and rapidly. In addition, the research into coal technology pursued in recent
years will be maintained in the future.

As a follow-up to these endeavours and achievements, the Commission, in its communication
of 10 February 1982, redefined the role for coal in the Community’s energy strategy, the aim
being to increase its use, even if that were to mean importing more, Coal reserves are vast, and
their geographical distribution is such that, unlike petroleum, there is an alternative to depen-
dence.

However, the consumption of coal has not gone up since 1973. There are many reasons for
this: the nature of coal as a fuel, the uncertainty surrounding price movements and the secur-
ity of supplies, and the role of coal in the energy policy of the Member States. Measures
should be taken to remove these obstacles as far as possible and overcome the environmental
problems.

To improve the prospects for consumption, the Commission proposes that:
(i) prices should be made more transparent;

(ii) investment in coal-fired plant should be encouraged throughout industry, in public build-
ings and district heating schemes;

(iii) research, development and demonstration activities should be stepped up, so as to create
more scope for the utilization of coal.

In addition, the coal industry’s situation should be improved. At present, of the Community’s
total production some 50 to 60 million tonnes (20 to 25%) are profitable, some 140 to 150
million tonnes (60 to 65%) are not profitable under present market conditions and about 40
million tonnes (15%) cannot be produced competitively at all. A healthy Community industry
is in the interests both of consumers and workers. The coal industry’s situation can be impro-
ved by continued modernization and rationalization, the progressive closure of mines which
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are no longer economic and the opening-up of new, economic, production capacity. The
Commission accordingly intends to continue to support modernization and rationalization. It
will also continue to carry out its responsibilities regarding the retraining of miners and any
other social problem which may arise. The long-term situation of the industry would be
improved by concentrating national aid measures on the promotion of structural change and
improving productivity.

Finally, the expected increase in coal imports is bound to have certain consequences. In the
coming years much of the extra demand for coal will be met by imports, which may increase
by a factor of three or four over the next 20 years. In this respect, the major producers of the
industrialized world will remain the Community’s principle source of imported coal.

Regular talks should be held between the Community and those producers so as to improve
the general understanding of market trends and reduce the danger of unnecessary tension in a
period of real or threatened shortage.

It is also to be desired that European companies engaged in supplying coal should take action
(e.g. by setting up a trade association) to ensure that information about short-term market
trends and longer-term prospects, potential problems and their possible solutions should be
exchanged on a regular basis.

Finally, the Community’s increasing dependence on external sources of supply requires that
the current policy with regard to stocks must be modified to provide means of dealing with
any serious shortage of coal.

(b) Natural gas and Community oil

Today, coal is no longer the Community’s only resource, and efforts on a wide scale must be
made to develop the Community’s considerable resources of oil and gas — under the North
Sea in particular. Community oil production reached 101 million tonnes in 1981, and that of
natural gas 125 mtoe. Their respective situations are somewhat different however: oil produc-
tion still has a little room to expand, whereas natural gas production is tending to fall. Conse-
quently, everything must be done to maximize the exploitation of the fields discovered and
ensure that dwindling reserves are replaced by fresh discoveries, the objective being to achieve
and permanently maintain the highest possible level of production. It is therefore hoped to
achieve 125 million tonnes of oil a year in 1990 and almost the same volume of natural gas.

In order to maintain this effort, the Community grants financial assistance to Community
research and development projects using new techniques for prospecting for and exploiting
hydrocarbons in particularly difficult areas such as the North Sea. Eight successive annual
allocations of aid have been granted since 1973: about 240 million ECU on a total of 242 pro-
jects, with total investment exceeding 600 million ECU.

As part of its programme on the rational use of energy, the Community is restricting the use of
natural gas and petroleum products in power stations, in order to reserve available hydrocar-
bon fuels for those uses in which they offer a specific advantage or for those in which, as in the
case of vehicle fuels, there is currently no substitute.
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Recent developments concerning natural gas prompted the Commission in February 1982 to
propose various measures designed to make supplies more secure within the context of the
energy strategy for the Community. The new contracts recently concluded by Member States
for deliveries of gas from Algeria and the USSR indicate that the volume of imports will be
going up, from 28% of the present total supply to possibly as much as 36% by 1985 and more
than 45% by 1990. This increased dependence on external supplies means that better guar-
antees must be sought for the stability of the Community’s overall supply. The Commission is
therefore advocating amongst other things, and aside from the expansion of Community
exploration and production mentioned above, that sources of imports be diversified, additio-
nal storage and reserve production capacity be set up, encouragement be given to research into
the production of natural gas substitutes and, finally, that the capacity of the Community’s
transport grid be expanded.

(c) Nuclear energy

The importance of the atom for Europe’s energy supplies was acknowledged back in 1957 in
the report by the ‘Three wise men’ which as its title indicated made the development of this
new energy source ‘an objective for Euratom’ and hence a major objective of European energy
policy. According to that report, nuclear energy after an interval of about 10 years, that is
from 1967 onwards, would begin to relieve the Community of the burden of oil imports thus
improving its supply structure and its overall position.

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 curbed
the development of nuclear energy utilization. It took the 1973 oil crisis to bring nuclear
energy once again into the foreground among the sources which can be used to replace impor-
ted oil. The minimum objective established in 1974 was to have available, in 19885, nuclear
power stations with a total installed capacity of 160 GWe, or, for example, 160 units with an
average rating of 1 000 MWe. This would have accounted for more than one third of total
production of electricity and covered some 13% of total energy consumption.

But as the impact of the oil crisis wore off, nuclear programmes lost their momentum and the
likelihood of the objective being achieved became increasingly remote. Current figures and
estimates for nuclear capacity and production are less than half the target set in 1974: this
shortfall is equivalent to around 100 million tonnes of oil a year, but the effect of this delay is
cushioned by the fact that the increase in electricity consumption is lower than forecast.

Thus, the objective of achieving in 1985 a nuclear contribution of more than one third of elec-
tricity production should now be reached before 1990, when it is expected that nuclear-gene-
rated electricity will account for about 38% of the total. This evolution, nevertheless, is too
slow when set against the possibilities inherent in nuclear energy for reaching a balanced
energy supply. The delay is due partly to the fact that the effort, firmly intended when supply
difficulties began to be felt, is beginning to seem less urgent and even less warranted now that
the tensions in the market are becoming slightly less acute.

Although nuclear power stations produce electricity at a lower cost than conventional thermal
power stations, they are extremely expensive to build, and large-scale programmes require
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very considerable quantities of capital, which in the present economic situation gives rise to
serious problems. The Community is now able to use 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: since 1977 it has earmarked more than 800 million ECU in appropriations,
and the Commission has managed to get the financial resources available for this purpose
doubled.

A further difficulty lies in the supply of nuclear fuels. It is generally thought that although
these fuels would have to be largely imported, their supply does not entail risks comparable to
those which affect oil deliveries. However, the Commission has considered it necessary to for-
mulate 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 capac-
ity for enrichment and for reprocessing of spent fuels, while at the same time strengthening
European industry in these sectors.

This expansion has now taken place with regard to the enrichment of uranium: several instal-
lations for isotope separation are in service in the Community, Action has also been taken
since 1976 to develop uranium prospecting within the Community by means of financial aid
to projects undertaken in the Member States. To date, 34 projects have been supported and
together have received about 27.5 million ECU.

However, the supply of fuel to nuclear power situations will still be largely dependent in future
on external supplies of natural uranium. Moreover, concern about the problem of nuclear
proliferation means that exports are subject to political considerations inspired inter alia by
concern over non-proliferation of nuclear weapons. An attempt is being made through nego-
tiations to solve this question of international security and at the same time to obviate possible
obstacles to the development of nuclear industries within the Community. It may be recalled
in this connection that for more than 20 years the Community has had its own system of nuc-
lear safeguards, which is now coordinated with that of the International Atomic Energy Agen-
cy (IAEA).

However, for some time past the chief obstacle has been public reluctance to accept expansion
of the nuclear industry, because of the possible hazards to workers in such installations, to the
population in their vicinity and to the environment. These hazards must nevertheless be com-
pared objectively with those associated with other forms of energy production.

This distrust has been deepened by the accident which occurred in March 1979 at the nuclear
power station at Three Mile Island, near Harrisburg, in the United States, which resulted
from a highly improbable series of component failures, chance circumstances and, in particu-
lar, human errors and insufficiently strict operating procedures. However, this accident had
no serious consequences for the staff, the general public or the environment.

The Community has been engaged since 1958 in a programme of action in the sphere of pub-
lic health protection against radiation. In both the field of research and that of regulations
continuous efforts are being made to improve the design of nuclear installations and their met-
hods 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.
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Nevertheless, the Commission 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. The accident at Three Mile Island shows, for example, that safety, protection and
detection devices must be used more rapidly and more effectively. In addition, there should be
frequent inspections of equipment, and teams should be given improved training for both the
normal course of operations and the action to be taken in the event of incidents or accidents.
Finally, there should be better preparation of emergency plans to cope quickly and effectively
with an accident, irrespective of how serious it is.

But nuclear safety is not restricted to the operation of power-station reactors: it must also
cover all the industrial stages of the fuel cycle. The problems raised by radioactive waste must
be dealt with. A plan drawn up by the Commission aims to step up research into conditions in
which radioactive waste can be disposed of in the safest possible manner for, in some cases,
almost unlimited periods, and also the identification, at Community level, of the sites offering
the best guarantees in this respect.

There is also a Community research project designed to ensure that the dismantling of nuclear
installations at the end of their economic life is fully compatible with safety and environmen-
tal protection requirements.

In conclusion, the Community research programmes broadly reflect therefore, these varied
concerns for the safety of workers and the surrounding population and the protection of the
environment.

However, Community research is also seeking to extend the applications of nuclear energy
and encourage the development of new types of reactor which will be more economical and
make more efficient use of nuclear fuel. These are fast-breeder reactors (FBRs) — a new type
of nuclear reactor which makes it possible to extract much more energy from fissile fuels than
do current reactors.

With the prospect of a persistent and increasingly rapid deterioration 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. Fast-breeder reactors should therefore be available for
electricity generation on a commercial basis during the 1990s, A considerable effort will be
required, however, to develop the technology and, above all, to ensure safe working methods
and the protection of the environment,

Increased use of nuclear energy still requires better information for the public on all these
aspects and the Commission is making its contribution. In November 1977 and early 1978 it
organized meetings to explain to representatives of public opinion the various aspects of the
nuclear problem and to carry out an objective investigation into the conditions to be fulfilled if
nuclear energy is to fit harmoniously into the Community’s future energy supply.

All the activity and achievements on these many fronts will be continued and expanded in
future. The ‘energy strategy’ guiding the Commission’s action from now on was supplemented
on 10 February 1982 by a ‘nuclear section’ which reiterates nuclear energy’s contribution to
the present, and especially the future, security of the Community’s energy supplies. The main
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advantages of nuclear energy are stressed: low cost per kWh, creation of added value and of
jobs, easy storage for large volumes of fuel, alleviation of the balance of payments, etc.

The task therefore is to encourage the optimum development of nuclear energy. To this end,
the Community’s actions in the coming years should be organized on the following lines:

(i) a more detailed analysis of the economic aspects of nuclear energy in a Community con-
text, to include notably the regular publication of target programmes;

(ii) a new approach to the problems of supplying the Community with nuclear fuels;

(iii) the rapid creation of provisional fuel-storage capacity pending the introduction, on an
economically and technically sound basis, of the requisite reprocessing capacity in the
Community;

(iv) improved arrangements for applying the system of safeguards;

(v) astrengthening and a broadening of the very important action carried out hitherto by the
Community concerning the safety of installations, protection against ionizing radiations
and the management and storage of radioactive waste;

(vi) a larger contribution by the Community to the essential task of providing public opinion
with complete, objective information on all aspects of nuclear energy.

(d) New and renewable sources of energy

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

In addition to the projects already under way, in respect of coal, hydrocarbons and nuclear
fission and fusion, since 1975 the Commission has been running research projects in the fields
of energy saving and new and renewable energy sources.

A second research and development programme for the energy sector was adopted for the
four-year period 1979-83. The total amount comes to 105 million EUA, almost double that
of the first programme, and although the same fields are covered there is a very distinct shift
towards solar energy and energy saving. The Community devoted just over 100 million EUA
to its entire programme of energy research and development in 1976, nearly 200 million in
1978 and almost 300 million ECU in 1982. This considerable increase in Community action
is accompanied by a parallel increase in the action of the relatively constant Member States:
the amount spent by the Community as such represents approximately 8% — on a relatively
constant basis — of total public expenditure on energy research in the Community.

Moreover, it is not sufficient merely to make discoveries. The Commission therefore gives
financial assistance to demonstration projects for sources of energy other than oil. This
involves the encouragement on an industrial or semi-industrial scale of techniques and process-
es which have been proved scientifically feasible but whose technical and economic viability
has yet to be demonstrated. Alongside the aid granted to demonstration projects in the field of
energy saving, financial support is given to projects to exploit alternative energy sources.
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The following have received support so far;

(i) some 40 projects relating to the exploitation of geothermal energy: 28 million ECU in
financial support as against about 300 million invested;

(ii) about 70 projects relating to solar energy: 23 million ECU in financial sﬁpport as against
some 80 million invested;

(iii) a dozen projects on the liquefaction and gasification of coal, 75 million ECU in financial
support as against more than 225 million invested already in the initial stages.

The current contribution of renewable energy sources to the Community’s energy balance is
low: 1.5% in 1980, attributable primarily to hydroelectric power and geothermal energy. The
efforts undertaken to increase this contribution should bear fruit by 1990, providing they are
actively pursued and the new sources are not made less competitive by a fall in the price of
conventional energy. With these reservations, renewable energy’s share by volume could dou-
ble to 2.3% of supply, the increase resulting from solar energy and biomass, while hydroelec-
tric power and geothermal energy remain more or less at their current levels,

One research and development project of particular importance 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 Nuclear Research Establishment in
the United Kingdom. This project, which has been named JET (Joint European Torus) will be
jointly conducted and financed. If all the technical problems can be resolved, JET, which is a
most promising project, may represent a decisive step towards the production of energy from
deuterium and lithium, raw materials which are available in almost unlimited quantities. At
present, it appears that the fusion of light atoms may, along with solar energy, make a major
contribution to the energy supply in the third millenium if it can be mastered industrially.

7. Security of supply

Most of the measures described above are designed to increase the security of supplies, direct-
ly 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 acci-
dental or deliberate interruptions in supplies, providing, in the case of deliberate interrup-
tions, a certain capability for resistance to economic or political pressures applied by the sup-
pliers.

.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, based on the
figures for the previous year. In February 1982, however, as a temporary precaution, the
Commission proposed to keep 1980 as the reference year, lest the recent fall in o0il consump-
tion should reduce the volume of emergency stocks by too much.

Moreover, since the beginning of 1978 the Member States have ensured that electricity produ-
cers maintain in thermal power stations sufficient stocks to ensure a supply of power for at
least 30 days. The Community has also given itself the means to ensure that the trade flows
between the Member States are maintained if there is an accidental interruption in certain oil
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supplies and that the burden resulting from the shortage is evenly shared. A decision of Feb-
ruary 1977 regulates trade in crude oil and petroleum products between the Member States in
the event of supply difficulties. A decision of November 1977 permits a harmonized reduction
of energy consumption throughout the Community in the same circumstances. A directive of
July 1973 calls for the coordination of the measures to be taken by the Member States to make
withdrawals from stocks, restrict consumption and regulate prices in order to avoid any
abnormal increases. The Commission is also trying to improve the organization of mutual
assistance between Member States in a period of tension on the oil market.

In October 1981, the Council stressed the advisability of taking, in conjunction with the other
industrialized countries, the measures needed to ensure that limited shortages in the supply of
oil do not have undesirable effects for the world economy on the market and on prices.

It is scarcely possible to predict what form exactly any shortages might take, in future, and in
each case appropriate solutions can only be devised in the actual circumstances.

Nevertheless, the Council decided in October 1981, and confirmed in March 1982, that it
would implement a procedure making rapid action by the Community possible if circumstanc-
es so required. It also produced a list of measures from among which it reserved the right to
select those which the Member States should apply, under the Commission’s supervision.

8. International aspects

International relations are an essential factor in energy policy, since much of the Community’s
energy is supplied from outside.

As regards relations between the oil-consuming countries, the Council has established general

guidelines for international cooperation in the development of energy resources:

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

(ii) they agree to refrain from all discrimination towards the consumers of Community part-
ner States, with regard to prices and conditions of access to energy resources;

(iii) 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;

(iv) they will establish a procedure for the regular review of progress and of obstacles encoun-
tered in the application of these principles and the pursuit of these objectives;

(v} 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.

It is in this spirit that the Commission participates in the work of the International Energy
Agency, as in other OECD activities in the energy sphere. 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. These measures
dovetail with those taken by the Community to cope with supply difficulties.
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The Community is also taking part in the consultation procedure which was set up between
the major industrialized countries at the Western summit conferences. At the Tokyo summit
in June 1979, the United States, Canada and Japan moved into line with Europe by pegging
oil imports at the current level. The countries attending the conference also confirmed their
common determination to save energy, develop alternative sources of energy and fight against
speculative price increases.

Energy was again at the centre of discussions at the Western summit in Venice in June 1980,
preceded by a European Council held a few days before in the same city, In the declaration
issued at the end of the summit the participants stressed the need to ‘break the existing link
between economic growth and consumption of oil’ by conserving more oil and substantially
increasing production and use of alternative energy sources.

The energy crisis also led to various attempts to initiate a ‘dialogue’ between the oil-producing
and oil-consuming countries. The Community began the ‘Euro-Arab dialogue’ in 1974 in
which the problems of the oil refining industry were examined in the context of the Commis-
sion’s work on industrialization. At world level, a meeting preparatory to a dialogue between
industrialized and developing countries, devoted entirely to energy, 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 Con-
ference 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 includ-
es almost as many points of disagreement as of agreement. As regards energy, the points of
agreement were very general in character:

(i) a stable and suitable supply of energy is essential for prosperity and progress in all
countries;

(ii) all countries must help to see that adequate energy resources are available;

(iii) the finite nature of oil and gas resources is acknowledged, as is the need for a transition
from an oil-based supply to more permanent and renewable sources of energy;

(iv) it is necessary to save energy and use it more rationally;

(v} to achieve these objectives, national measures are needed, as are international coopera-
tion in the energy field and a development programme.

As regards East-West relations, the United Nations Economic Commission for Europe is the
appropriate setting for implementing the Final Act of the Helsinki Conference on Security and
Cooperation in Europe as regards energy. A new body called the ‘Group of Senior Advisers to
ECE Governments on Energy’ was set up for this purpose at the 34th meeting of the ECE, and
the Community takes part in its discussions. 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 situa-
tion bestowing mutual advantages is the best guarantee of a long-term stability in internat-
ional relations,
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A United Nations Conference on New and Renewable Sources of Energy was held in Nairobi
in August 1981. These sources (solar, geothermal, hydro, wind power, biomass, etc.) as has
been seen are going to meet an increasing share of energy supply. In the shorter term, how-
ever, they are to play a privileged role in the energy supply and economic expansion for the
Third World. Hence the Community, which is devoting to their development the sustained
effort described above, has incorporated action of this kind into its traditional policy of co-
operation with the developing countries. Its participation in the conference and the measures
resulting therefrom is also centred on the advantages of new and renewable sources with
regard to promoting the transition to a less oil-dependent world economy and to removing the
obstacles to the economic development of the Third World resulting from the high cost of
energy.

Under the Lomé Convention, which succeeded the Yaoundé Convention, the Community has
taken up special responsibilities towards the countries of Africa, the Caribbean and the Pacific
(the ACP countries) which are parties to this Convention. The latter provides for Community
measures to develop the mining and energy potential of the ACP countries and, at the same
time, to diversify its own sources of supply for minerals and energy.

It should be remembered, finally, that international discussions were initiated in 1977 on the
problems of nuclear energy and, in particular, on the problems raised by the nuclear fuel cycle
(enrichment, reprocessing, waste, etc.) as a result of measures recently proposed by the United
States.

The conclusion of this vast international exercise lasting more than two years was clear,
notably with regard to the highly industrialized regions of the world which depend heavily on
imported energy supplies: the option of developing the reprocessing of irradiated fuels and the
fast-breeding reactor must be kept open.
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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 preparation
of this policy may appear 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 development of
circumstances, and the delay is sometimes so great that proposals become out of date before
being adopted. Moreover, the Member States, being conscious of this delay, are often led to
take unilateral action, in some respects as a precaution, which makes agreement on the mea-
sures proposed more difficult, if not impossible. Consequently there are still gaps in Commun-
ity 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, international rela-
tions, and commercial and financial equilibrium, not to mention repercussions on the envir-
onment.

The search for greater convergence between national energy policies is complicated by the
gravity of the economic and financial repercussions of the vicissitudes on the energy market
and the diversity of the economic measures adopted to cope with them.

Moreover, the Member States display differences in attitude which themselves tend to create
differences in national situations and in ‘political philosophy’, or even the degree of progress
of their national economic or energy policies.

Lastly, as we have seen, energy policy must continually adapt itself to current developments,
and is not exempt from drastic upheavals or 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 agreed, the aims adopted, the measures
already taken and those which will be implemented in the near future in accordance with a
well-defined strategy already form an impressive and coherent whole.

Regular contacts within the Council between those responsible for energy at national level

ensure that the problems facing each country are more fully understood and increasingly
allow the Community to speak with one voice in international energy forums.

51




Even if still imperfectly applied, Community policy orientations form an acknowledged frame
of reference for national measures and the activity of economic operators. Security of supply,
which is a major concern, is taking the practical form of joint protective measures and increas-
ing control of consumption.

Although it is still too early to say that the European Community now has an energy policy as
such, in the full sense of the term, enough measures have already been taken, enough ‘small
steps’ accomplished, to consolidate the progress achieved so far and to lay the foundations for
further progress.
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Glossary

® Toc: tonnes of 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 tonne of oil.

1 toe = 1 x 10" kcal or 10 million kilocalories.
1 mtoe = 1 milliontoe = 1 x 10" keal.

@ Tce: tonnes of coal equivalent. Another unit of equivalence: based on coal.

1 tce = 7 x 10¢ kcal or 7 million kilocalories, or 0.7 toe.
1 mtce = 1 milliontce = 7 x 10" kcal.

@ Calorie: quantity of heat required to raise the temperature of 1 gram of water by 1°C,
1 kilocalorie or kcal = 1 000 calories.

@ Kilowatt or (kW): unit of power equal to 1 000 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 = 1 x 10° kWe = one thousand electric kilowatts,
the electric Gigawatt or GWe = 1 x 10° kWe = one million electric kilowatts,

® 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,

© 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 transfor-
med (e.g. coal burnt in a power station to produce electricity).

© Secondary energy: energy 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).
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Nuclear energy is difficult to classify because so far it has been generated in the form of electricity by pro-
cessing fissile materials (uranium, thorium, plutonium). It is generally classified as primary energy.

® Arabian light 34° APL:

API (American Petroleum Institute) density: the scale employed to express the density of the oil;
formula for converting APl density into decimal density (at a temperature of 60°F, i.e. 15.56°C):
. 141.5
API density degrees = ————————— 131.5
decimal density
(e.g. Arabian light 34° APl = decimal density 0.8550)
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Further reading

General

This study is based exclusively on documents of the Commission of the European Communities and on
the legal texts emanating from the Communities published in the Official Journal of the European Com-
munites.

To avoid an excessively long list of bibliogaphical references to documents and legal texts dating from
before 1 July 1981, the reader is invited to refer to Bibliography on energy published by the Commission
of the European Communities under the catalogue number CB-AK-81-A02-EN-0.

General Report on the Activities of the Communities (annual)
Chapter ‘Energy policy’

Bulletin of the European Communities — Commission (monthly)
Chapter ‘Energy policy’

The energy situation in the Community
Situation and outlook (annual)

Energy statistics. Yearbook — Eurostat, Luxembourg

M. 1and 2

The development of an energy strategy for the Community
(Communication from the Commission to the Council)
Stencilled doc. No COM(81)540 final of 1 October 1981

IIL. 3

Review of Member States’ energy policy programmes and progress towards 1990 objectives

(Communication from the Commission to the Council)
Stencilled doc. No COM(82)326 final of 10 June 1982

III. 4

Council Recommendation of 27 October 1981 on electricity tariff structures in the Community
OJ L 337,24, 11. 1981
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L. 5

Investment in the rational use of energy
(Communication from the Commission to the Council and Council Recommendation)
Stencilled doc. No COM(82)24 final of 10 February 1982 and OJ L 247, 23. 8. 1982

. 6

The role for coal in Community energy strategy
(Communication from the Commission to the Council)
Stencilled doc. No COM(82)31 final of 10 February 1982

Measures to enhance the security of natural gas supplies to the Community
{Communication from the Commission to the Council)
Stencilled doc. No COM(82)45 final of 15 February 1982

An energy strategy for the Community — the nuclear aspects
(Communication from the Commission to the Council)
Stencilled doc. No COM(82)36 final of 9 February 1982

Measures to limit the effects of a limited shortfall in oil supply
{Communication from the Commission to the Council)
Stencilled doc. No COM(81)533 final of 30 September 1981
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