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OIL SUPPLY

Communication by the Commission -

to the‘CohnciL

i, At the1r meet1ng on 13 May 1980, the Council: 1nV1ted the Commission to
fexam1ne and report on actions to be taken if oil suppLy probLems arose wh1ch,=
' wh1Le not warrant1ng full emergency shar1ng arrangements, nevertheLess demanded
’a coordwnated response,by Commun1ty governments.~, E ‘ ' o

~

<  2) " Meanwh1le, the outbreak of host1L1t1es between Iran and Iraq have reduced

*,:wortd exports. of oil by nearly four m1LL1on barrels per day. W1th the present'

h1gh Level of stocks in the Commun1ty (around 130 days of present consumpt1on),
,fdemand approx1mately 9% Lower than Last year, and the announcement of product1on
‘~jncreases by certain.producer States, there is no reason to foresee an earLy

’1fo1trshortage'and markets have remained reasonably calm.

-

3 Neverthetess, 1nd1v1duat countries and compan1es are being d1fferentty
affected, and the suppLy 1nterrupt1on may be prolonged. There is therefore
'need for. dovernments to work together in. assess1ng the swtuat1on and in tak1ng

action to forestall tension in oil markets. g

4 Governments have aLready agreed that abnormaL purchases of oil on the‘
‘f‘spot market shouLd be dwscouraged, and that arrangements should be made for any
necessary stock draw*down requ1red to baLance suppLy and demand between now and
the end of the year, they have also agreed to ‘reinforce oil sav1ng and fuel
fsubst1tut1on measures, and to continue in close. consultation, so as to deal

with situations of particular d1tf1cuLty,fcr 1nd1v1dual‘countr1es.



sy This commun1cat1on by the Comm1ss1on is to prov1de the basis for

- con31derat1on by the CounC1L of ‘the contwnu1ng act1on needed at Commun1ty

“and. nat1onaL LeveL. The purpose is to preserve a flexible approach to ’
{

‘ [deaL wwth any S1tuat1on whwch may deveLop 1n com1ng months, within the\

framework estabtwshed in Council D1rect1ve 73/238 of JuLy 1973. That
Dwrect1ve, 1nter aL1a, required Member States to take powers to draw on
,stock% to 1mpose restr1ct1ons on conSumptwon and to. regulate pr1ces.
,‘It also. created a coord1nat1on group under the cha1rmansh1p of the
v’]Comm1ss1on Cnow the’ Qil SuppLy Group) to coordinate actlon in the event of

IsuppLy d1ff1cult1es.

6)‘: The range of possibte‘actions is set out\at,Annex, The Commission,

‘regards~it as‘particuLarLy"impdrtant that :

(i)',aLL member countr1es should undertake measures to redUCe
| pressure in o1t markets. These measures ‘may d1ffer from
country to country accord1ng to special nat1onaL cwrcumstances,
“but they should be coord1nated at Communwty Level and Lead to -
‘comparable effects. : ‘

+ (ii) . the possibLe meaSures should.inctude':?"
'(a) demand redu§t1on efforts, wh1ch couLd be strengthened at

,the appropr1ate t1me by gu1dance to compan1es to hoLd owt

deL1ver1es ‘to consumers down to spec1f1ed levels;

(b)'gu1dance to compan1es to avoid abnormaL oil purchases, and
in any case to consuLt the government before oil is

purchased at prem1um pr1ces on the spot market or etsewhere,

"(c)‘improved and faster\cottect1on of information on oil stock-

levels;

(d) closer consuttation withmindustry“about.stoCks, Leadtnge

if necessary to government guidance on future stock levels;

o



User
Rectangle

User
Rectangle

User
Rectangle

User
Rectangle


‘(é)‘1nf0rmat arrangements at Communwty Level to deal w1th

spec1aL probLems,

L (fi‘consuttat1on, fotlowed by the necessary actwon ‘at nat1onaL
’ Level, when internal prices of specific 07l.products vary

by more'thah'anfagreed percentage from the Cdmmunity‘average

(g) continuing close consultation and coordination of action by
the 0il Supplies Group, meeting at the Level of senior
cfficials as often as is neceSsary;'\

h) coordwnatwon of act1on wwth other consumxng States, through

the appropr1ate 1nst1tut1ons.

‘?);, oltow1ng con51derat1on by the Council, the Comm1551on witl work out
’ deta1ted proposats further as necessary,1n consultation w1th the 0il Suppty
Group. ﬁ_,‘ ‘
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ANNEX

,lAreaS'of 6ppoftunity for ‘action

fAt'tfmes of artificial disrdption~cf'the supply/demand balance, it ng_r o
n"iﬁecessa5y~to subplement~traditionat market'forcee by additionai | ‘
. ‘measures, espec1atty to avoid 1ncreases An marg1nat supply prices to f it
' unnecessar1ly high Levets,\ These measures: may: not necessar1ty be
v:the same in the dwfferent countr1es but should tead to comparabte’~~*
?effects.‘ : '

e Th1s could take the foltow1ng atternat1ve but ccmptementary forms*

4;Act1on on prices through d1scourag1ng the purchase of hwgh~pr1ce
il by the owt companies. Th1s act1on can be revnforced by
consumer pr1ce and taxat1on polvc1es,

‘v:-ﬂAct1on on supply/demand through spec1f1c measures of demand

e reduct1on and/or stock pot1cy,‘ﬂ
- Increase3'1n 1nd1genous production;'

wh1chever course or comb1nat1on of courses is adopted, 1t must be
-e.couerdvnated not onty at Communwty Level but with other countrwes,
"notabty the USA and Japan.

:e a) Djscourag1ng owt compan1es from mak1ng purchases at excess1ve prwces

1) Governments shoutd agree that spec1f1c and sumultaneous actxon

- wwLL be taken to d1scourage oil compan1es from makvng crude :
o1t and product purchases at excessive prices and/or acceptwng k
deats that - 1nctude anc1tlary etements (discounted sales of
goods or serv1ces, etc.) whxch effectwvety 1ncrease the reat

o price paid for the a1l. Governments themseives shou[d also

i adopt the same level of setf~d1sc1pl1ne in the context of any
V«;state-to-state deals. = ISR

.

. =4



iw) The form of this action would depend upon 1nd1v1duat nat1onat

circumstances, but could include:

 ;“ advvce or guidance to compan1es, supported by a spec1f1c
request to consutt the Government before h1gh~pr1ced oil
!~1s purchased , o , o
 ;uvoluntary price discibline or price éontrots for the main
“oil products, ex-refinery and/or at consumer leveL, to
ensure that compan1es will not be able to recoup the cost
" of hwgh~pr1ce purchases;’ ' ' ;
‘-,adm1n1strat10n of taxation lLaw, where possibte, to penalxze
h1gh*pr1ce purchases and sates.v_

In any event, governments must avo1d pressing oil compan1es to

‘,”ma1nta1n supply regardless of cost.

b

bémand reduétioniﬂ

Governments should react in a flexible manner to reduce demand

~according to the severity of the supply disruption. Such a

s _fiexib{é\reaction could be operated in three phases:

i) coverage of a small 1solated deficit w1thout the need :
- for generat consumption reduct1on, \

:;ii) coverage of a quant1tat1vely{targer deficit necessitating

‘consumption reductions which need not be the same in all
Member States but which would reflect the degree of

reductTOn needed: in each Member State,

i11) a more serious s1tuat1on Just1fy1ﬁg identical consumption

reduction in all Member states without necessar%ty identical

\measures ®

In this context, companies may be advised to reduce deliveries\by a

“specific percentage\to all except priority customers. It has been

“argued in the past that thws woutd create unnecessary public aiarm,
" This need not be so, if the actlon is nxpta1neé to the public as a way

o

“of ensuring fair shares and of av01d1ng ruinous 1ncreasas,wn oil prices.



‘Th1s method of reducing demand woutd be qu1ck, shou[d not require
complex- government controls, and could be revnforced 1f governments
* wished by specific governmentat measures (e.g. ban’ on Sunday dr1V1ng,
'Lower heating temperatures, etc.l.

i when seeking to persuade companwes to foltow a part1cutar ccurse of
action to reduce market tensaon, 1t must be recognlsed that certawn
“actions by compan1es could leave them open to tegat actwoﬂ by thexr
customers. . Conseauent{y, government guidance must be 1n a suff1c1ently
off1c1at form to allow compan1es to plead appropr1ate exempt1on

ctauses where ruecess,ary.a

Governmeﬁts watt wish to conszder measures to he&p companies who are
.Left short of crude oil or products by, for examptef giving permwsswen
. to these companies to run down stocks temporar1ty or enccurag1ng
1nter~company exchanges, Here aga1n any government’ act1on must be~
taken in a way that W1LL provade Legat ctearance for the compan1es.

h

o c} Stock pot1cy

‘ The building of oil stocks 1n ant1c1pat1on of shortages and/or pr1ce

I“r1ses has been one of the causes of market tension in 1979 ana 1980.
~ Community stocks are ﬂoummchhwgherthan-nxotheryearsn A flexible

: stock policy is one opportun1ty for action. Community countr1es shoutd  [
""centwnue to consult with the industry and between themselves about

k stock Levels and future company stock polwc1es and be prepared to give

 gu1dance to compan1es (cn a basis agreed 1nformatly) not to 1ncrease,

:'or even to run douwn, stock for a Limited per1od (or of course the R

‘reverse, depend1ng on cwrcumstances),

A reductwon of 10 days’ stocks would in fact attow fuLL demand to be
met for é months with a 57 suppty defwc?t,

The swgn1f1cance of stocks is such that a faster and more frequent\
ad-hoc stock report1ng system should be set up in a permanent uay
'Hlto 1mprove transparency on stock levels. Beta1£s are be1ng worked
‘ out in consultation with the 1ndustry, ‘and the CQmm1sswon u1tt shortly
: br1ng forward a proposed scheme for 1mplementat1on.

.!1. |



S

 fd)f Measuhés to,increasefCommunity producti0n

' fIhcfeasing7Community produdtioh~{s mainly a longer‘ferm\prOSpétt thrddgh 
J,%X4ffthé.encouragement of further investment in oil and gas explorat1on and =
"‘  production., Reports by the main producvng countrwes (UK and. Nethertands)
7fﬂwh1ch have been circulated at official LeveL, shou l1ttle scope for qu1ck

4f1ncreases qin an 9wergency.

-ve)ffbilfshakihgfat Communityvlével”

Y shere are w1de dwfferences between nat1onat swtuat1ons, and 1t m1ght be U
{; ',necessary to find supply arrangements to correct 1mbatances between compéniesﬁ
LA and c0untr1es., Any informal arrangement shoutd rely on the voluntary e
'-cc-operatwon of the o1t 1ndustry on an 1nternat1cnal bas1s. .:
 ”:fThUS compan1es could be asked to d1rect t1m1ted supplies of oil to épecﬁfwc\

: ”idestvnat1ons, and possib1t1t1es of 1ncreas1ng 1ntra-€cmmunity exchanges of .
gdfawl, gas and ceat could be exptovted - att 1n advance of the 1ntroduct1on of

‘:”ffutt emergency sharvng arrangements.» : ‘

fli‘Price“bbﬂiciesﬂyv
"f;Prwce polwc1es can be an instrument to re1nforce the "d1ssuas1on" at a) above,
Cput it shoutd atso be . taken into account that o1l product prices, before and
after tax, vary wwdely in the Community. Some d1fferences wwLL a!ways ex1st
szecauee of d1fferent structures of. d1str1but1on covts, etc., but too~wwde
-d1fferences should be’ avo1ded in order to L1m1t the F)Sk of twmwted supplles
‘ ibewng rhanneted away from areas of low return.‘ The information now ,
c1rcutated by the Commission allows reasonably upwto~date ccmparisons to be
{ méde, - When indﬁﬁiduat governﬁeﬂt find that the érice fdf a spécif%é hrOduct
varies by more than an agreed percentage from the average, then after haV1ng
| checked the comoarabwixty of the statistic they sheutd seek an exptaﬁatlon ﬁy
S an exam1nat1on of their own 1ﬂternaL pr1c1ng procedure¢ andfor by discuss jon

w1th oil companies, and subsequgntty decade whether aﬁtwun is necessary
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