R

'MEMBER OF THE COMMISSION OF THE EUROPEAN COMMUNITIES

Lt
N U

" SPEECH BY DR. GUIDO BRUNNER,

.
-

. AT TNO, Den Haag, 21 September 1979
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Ladies and Gentlemen,

L . ~

‘Slnce 1973 the o0il prlce has - in money terms - grown almost tenfold. Durlng

the last nine months alone the oil price has shown the same
amount of increase as in the time from 1973 to 1978 The in-

,crease was 8 dollars a barrel.

 It is dlff;cult to understand_fully the dramatic growth of the

funds now flowing to the OPEC countries: This year OPEC mem-
bers stand to receive more than 120 billion dollars. This is

.-the first time in history that without recourse to military
force such an enormous redistribution of wealth has taken place
-within such a short time. '

'This redistribution is_taking'plaée moreover in a period of

major economic difficulty. International economic relations

: are complicated by rising protectionism, monetary disturbances

and uncertainty in the field of 1nternat10na1 investment. A
cons1derab1e part of ‘these difficulties are the result. of

- present energy problems. I should like to make clear that this
 _remark refers to both energy production and energy consumptlon,

to both the OPEC producers and to the consumers.
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Most“national"étdnomiesfof'the industrialized countries are
expexiencingagreat.difficulties as demonstrated by rising un-.

a empldymeht'and'increasing”inflation. I think that last winter
VZ_brought it home to us that in:the energy field we have reached

a critical point.. T1me is short and without ‘adequate political

“action we may be heading for uncharted waters and eventually

d1saster. St111 we do have at the moment a period of relative
calm on the: world oil markets. But soon we shall be facing the
rrgo;saof nex;,w1nter. In this period of relative calm on the
warldmoilfmarkets.it:may”bé useful to.reflect on the nature of
recent problems:and~onwthe ptospects which lie ahead.

‘The particular events- of ‘last w:nter - the Iranlan revolution
- and the consequent ‘'shut. down 1n,product10n, the extreme cold

1n:Europ€ - could -not have been -predicted. But the underlying
developments:in thegwor1d oil market which made this year's
pricé'explosianzpossible have been plain to see for some time.
Many peopleaéndxnotaBIY*weain the Commission of the European’

: ‘Communities soundedfﬁarning;notés. But they have gone unheeded.

 Wefmusf be realistic ahd.clearly understand that control over

production and pricing was slipping away from the oil compa-
nies: and from westeérn governments even before 1973. Demand was
increasing"at“enormous'rates—up to then and it did not take

"long for world demand to start to increase again after 1973.

1.

The_efehtéfwhich¢tobk'place?in;1973 and during last winter

‘give1us1thteam1@ssons;which7we-mus;-take to heart at our

- The first lesson which I draw from last winter is that we
are _still far too dependent on oil. In 1978 it accounted
~for 54 % of our total energy consumption, compared with 61%
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,progfess and to overcome the léng lead times between price

: munlty has a role here and I shall return to this later.

/.0il stringency is correct, then we shall see a hotter poli-
' t1ca1 spot11ght turned on all 011 questlons.

rd

”in,1973‘:Tnoﬁgh there has been thislbfbgress'which is quite

‘substantial it is clear that we shall remain vulnerable to

- the next upset -in the world -supply system until we have

substantlally reduced our dependence on oil. We have really
only begun the process of massive substitution of oil by
other energy sources. '

My second conclusion is that the 0il market has now become -

: extremelyrfragile and increasingly sensitive to supply inter-

ruptions. It is clear that there is already very little mar-
gin left in the world oil supply structure, and that any
significant and unfavourable development in the production

| policyrof any one major o0il producer would rapidly affect

Community ©0il supplies. The temporary loss of 6 million bar-
rels/day of production from Iran was not minor - it was.20%

of OPEC's production. Other producers made up some of the

shortfall, but with difficulty. And even after the partial
restoration of Iran1an production and the 1 million barrels/
day increase by Saudi Arabla the market remained tight and
'pressures on prices were maintained.

‘In. these circumstances, steadily rising real prices for ener-
gy are 1nev1tab1e. This effect can and must be moderated by
p051t1ve energy saving measures in addition to the reduced .
demand which higher prices will cause. Over a long period of

time, iieing-prices will be a factor favouring the opening

up of 'new" or unconventionel 0il reserves, and of new ener-
gy sources, including gasification and liquefaction of coal.
But welmusf'now,take‘tﬁe right decisions to accelerate this

and effect. FlnanC1a1 incentives may be necessary. The Com-

My third conclusion,is»that if my prediction of permanent
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‘ market. 11es thereln.»
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denétrgam;“govefhments wili want to taye"an increasing in-~

terest in whé;_is going on in their markets. Upstream, go-

vernments from all parts of\the'world,are going to want to
’Abe'sﬁre of tﬁéir standing and influence in key production
"areas‘ A latent element of politisation of the world energy

R
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. S What should the Community be doing now?
I propose three dominant courses of policy and action: First,

'we ‘must reduce our own energy demand. Second, we must develop

our own energy supp11es from all sources. Thirdly, we must im-

prove our-relations and mutual understanding with OPEC and

other producer countries. These are all obvious and self-

~ evidently correct. But-théy are not so simple or easy to

achieve.

1. Thé‘reduction-of'energy demand by energy saving is a vital

and:very difficult task. Much remains to be done, through
actlon at- Commun1ty, nat1ona1 and local level.

' total
'MaJor factors of energy. consumptlon are the rate of econo-

mic growth,. and-. the 11nk between that and increases in ener-
gy,demand.\I‘thlnk.tha;uw1th firm efforts, the Community
could reduce.this ratio to 0,8 by 1985. This would bring
about savings of 190 million tonnes oil equivalent per year
by that date..If existihg<best practice in the energy effi-
cient-desfgn:offhuildingsfplant%and machinery were adopted
rapidly throughout thé‘Community, the ratio could be reduced
by 0,7 -'equalmto additiondl annual savings of 100 million
" tonnes oil equivalent by 1990.

.
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-energy intensive basis. This means constructive thought about
‘life-styles which are less wasteful of resources in general -
~ including energy - and the political willingness to carry out

~.and will proVide the basis for much of the Commission's further
work. We might save about 15 % of present consumption in in-

‘To sum up on energy sav1ng, I should say that it is a vastly'

In the longerAterm, we must work toward% restrﬁcturing the eco-
nomy so that it can operate at a high level, but on a less

in practice'what seems sensible on paper. The recent study en-
titled "In favour of an enérgy efficient society" by a high
level independent team of experts points the way in this field

dustry, about 30 % in transpbrtation and almost 50 % in house-

holds. #hat we need in the future is a new type of growth which
is not based on consumption and waste, notably waste of energy.
Our future growth must be rather based upon investment de-'
signed- to ensure our economic and polltlcal survival.

underrated field of energy policy, yet one in which we can do
more, more quickly and mére cheaply to keep our energy situa-

. tion under control than in any other. Revising building regu-

lations, arranging for the regular servicing of boilers and
working out rational urban transport policies are all less gla-

‘morous ;than building nuclear power stations, or searching for

0il in deep waters. But the results, if less sensational, can

~be even more important.

2. The Community is not richlf endowed with its own energy re-
sources. But it is essential that what we have is exploited to
the full. Last year we produced only 45 % of our own require-

+;
o

" ments. By 1985 we could produce about 50 %, but on present .

trends it seems unlikely that we shall increase this share very

‘much by. 1990.. How can we best make further inroads into our own

dependence, in the longer term?

- One of the biggest contributions to Community supplies has
come from Dutch and subséquentlY'UK, natural gas. The Nether- .
lands and thé UK together account for the largest part of the
Community's estimated recoverable reserves. Our natural gas
praductioh in 1978 was 14 § of global energy consumption. As




~ thisfaudience will’know very well, productlon will peak in

. the mlddle 1980's and by 1990 imports should be equal to pro-
o duction. Imports lack of course, the securxty of domestic

Qtproductlon.j;'“hp. |

'TDomestie produ;tioﬁ, ﬁowever, depends on the exploitation of
" new discoveries and the development of exifting discoveries
of relatlvely small reserves by means - of common carrier pipe-
. lines. These in turn depend on gas prlces. For the longer
'term, I hope to see the industry adapting itself for an ex-
’,pand1ng future’ based on new sources of supply - including
the gas1f1cat10n of coal.

Qggl is by_far the Community's largest energy resource. Yet
we have failed alarmingly to arrest the decline of the coal
mining industry, and of_fhe Community's capacity to burn coal
‘ In'the-1960FS, the .run-down of the coal industry may have
seemed the'ldgical,«if‘painful, thing to do. But since 1973,

it has been very difficult to arrest the trend, in spite of

- repeated policy commitments by the Community and Member States
Consumption last year was 204 million tonnes oil equivalent

- compared with 222 million tonnes oil equivalent in 1973 and

- production had deélined by 26 million tonnes oil equi?alent

- in the same period. I recognise the difficulties - coal is
difficult to handle, dirty and Community coal is expensive to
mine - but unless we take action now we shall not have the ca
pacity to burn or produce coal in the 1980's, when we shall
really need it.

It is essential that coal be used increasingly for electrici-
.ty’production.'l know that the Netherlands has decided to ’
~_burn 0il in its power‘stations.when gas is phased out. This
r,jfisefrankly'ﬁfdisturbing'decisibn,kalthough I can appreciate
the economic aigumentsﬂ ) o

fComﬁunity 0il production has received much publicity recent-

. ly - it is a glamorous subject. The United Kingdom - with

estxmated recoverable reserves of 4,500 million teonnes -

/.
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.~ - . produces the lion's share at the moment, but prospects else-

where - offshore Ireland, France and Denmark - are encouraging
1and,it'isiimp6rtant that,explqration continues rapidly. The
. cost of déep-water eiplbration has risen dramétically in ref
. cent years, but the effort must continue if the decline of °
United Kingdom production around 1990 is to be compensated
by alternétive'Community production. But even at peak pro-
duction in the mid 1980's, the United Kingdom will account
~ for only ZO?e’ZS $ of Community requirements; |

~ Nuclear power has attracted considerable attention - and con-
. troversy. The Commission has always recognised the need for

an é§banding nuclear capacity if our electricity demands are
to be met and if our dependence on-o0il is to be reduced. We
now have 29'gigawapts of installed tapacity. Given the need
to~redﬁce 0il ‘consumption, the Commission would like to see
70 - 75 % of electricity generated from coal and -nuclear
- power stations by 1990, which means getting as much as we can
from both,Sources;jHowever, in practice, it is unlikely that
the desirable maximum of either will be achieved. |

-1 cannot complete” the picture of the priorities on the suppi& o

' side-withoug a reference to the Community's work on research,'
development and demonstration. A new four year programme for
research into new sources and energy'conservation has been
allocated 105 million European Units of Account for the pe-
rjod 1979 - 1983, roughly double that for the previous pro-

grémme. The greatest part of this programme is devoted to
sglar energy. :
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"eTo help brldge the gap between successful laboratory scale
research and development and full commercial app11cat10n,
the Commlss1on is running a scheme of financial aid to de-
monstratlon progects.,261‘785 000 Dutch guilders

" over. four years has been provided for new energy technolo-

'gles. The first geothermal, solar and coal projects have al-
ready been chosen and further solar energy projects will be
deczded thlq year.

Tﬁe'aavancement of technology for opening up new sources of
energy is .an: urgent priority: But the. lead times are long,
and the scale on which. subst1tut1on must take place is enor-

A

Nexefthelessﬁ,we«calcﬁletegthat new energy sources could by

providing 4 - 7% of Community supplies by 2000. This would
"~ be -equivalent to 70 - 120 million-tonnes of oil oer year, a

considerable amount in absolut terms. )

3. Thedtripodnnf“enetgyzpoiicy is completed if I add the de- -

Velopment;ofuco-operationuwith third countries to the two legs
I have'justfdesciibed‘- energy saving and indigenous supplies.
. Since ‘we shall;never;be‘anywhere near wholly independent of ex-
‘ terﬁalgsuppliee;:itrisuimportant'that we do what we can to in-
crease,the'security;offoumwimports and to improve: the condi-
.tioﬁs:oﬂ access::to our market. Indeed, we sometimes make the
mistake of ‘treating all imports .as if they were equally inse-

- curg .and undesirable. .’ |

In fact, thefe*iS'aulot of muddled thinking about external re- ﬁ’
lations in 'the:.energy field.. There is.a simplistic tendency to ;
label'any;disagxeementnwhichﬁwe;mayuhave with gggg, for exampie,
as "conffontationalﬂ;'and“tO'regard '"co-operation' as con-

‘ Sis:ing:merely»onVague,etatementswof”goodwill or agreement.
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In pfaﬁtice, O£_course; all the actors on the world energy

stage ~ the Community, the other industrialized consuming coun-

”tries, the OPEC countries, the East European countries, the
‘non-oil developing countﬁies have a strong interest in the
fundamental stability and orderly development of the world
energy market. Energy remains, ne?ertheless, fraught with the
highest political and even strategic'signifiéance, and there
is always'thé potential danger that short-sighted policies
‘from any quarter will lead to an aggressive and destructing
scramblelfot»Scarce world energy supplies. In such a process,
the non-oil developing countries, already extremely hard hit
by high energy costs, would suffer most.

But I am an 6ptimist, and I believe that we can ensure that
the issues which unite the various countries or'groups are -
stronger than those which divide them. It is therefore a prio-
rity that we work hard in this field, and come to sensible
arrangements. ﬁ o '

~ I should like to elaborate a little on our relations with the
0oil producers. There is a high degree of inter-dependence
between almost all of them énd the western industrialized coun-
tries. The terms of trade may have changed, but whereas we need
and shall continue to need their o0il, they need industrial
goods and'expert}services,which can best be supplied by the
west and furthermore their mbnetary assets and financial in-

v_vestments_are placed within the western economy and therefore
dependent on its success. The precise nature of these mutual
requirements needs to be discussed and defined with OPEC. Much
past policy.and action - on both sides - has been due to inade-
quate understanding of the o;her‘side's position and aspira-
tions. , - ‘ ’
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'lwhlch the recent development -of the world energy market put

~economic. upsw1ng which'i industtialized countries have expe-

‘tional. Western industrialized. countries who have opened the

-
-

It is vital that we are perfectly aware of the economic stress
upon developing countries. lney have observed the enormous

riepced’ between 1950 and 1970. This expansion was based on

cheap ' 0il. Oil was the motor of the western economies. 0il

has a crucial importance for developing countries. It stands

for. economic’ growth and wealth. 0il was expected to play a
‘major ‘part. 1n the development of these countries. The number
of’oil flred power stations-is:evidence of this. The explosion
ofithe oil.price now-has made-many - development plans inopera-

pathuto ;he:present economic:system:and led other people on’

 ‘to-it have a:moral obligation: to help developing countries

to- dlver51fy the1r econom1chesources and to develop alterna-
tive sources:of: energy,‘

Ladiesvanleentlemen,:I-siarted my remarks with an.analysis of
thelbeckground:tOurecent;price decisions by o0il producing coun-

‘tries. I conclude~with these brief.remarks about our attempts

to establish.a:dialogue- and 1dent1fy points of common interest
with the producing countries. To that extent, my remarks should

-have;some symmetry. But.I"hope that this will not detract from

thesu;gencyyofimy;messageéinﬂbetween - that Europe's energy

v-salvation.liesxihfourfhandSsahd‘depends on difficult decisions

and firm action:which shouldibe taken without delay.






