May I begln by vaylng that I vely much apnreCLaLe the honour of

‘being inv1ted by vour Asaoclatlon to speak Aat your ann411 luncheon meeting,:

L belleve thlS is Lhe flrst ‘time that you have called upon someone who is net
;aniY rereignrterthe,induetry'but also to your country to give hiefvieWS on
VSOmP of the outetandrng questions regardlno 1nternatlona1 oil torday.
I ‘was dellghtea to accept the 1nv1tat10n by your Chalrman, which
V'I trust was been made with d partlcular view to my present duties in- the

~Commission of the European Communities. You are probably all aware of the ideas

.+ implicit in the concept of an unification for Europe, which would not only enable
the countrieseinvolved to benefit from the economies of scale of modern industrial,a
5§j;f*1rf?'soc1ety, buL ‘also make it pOSSlble to..avoid the anragonlsms ‘of the past whlch
“have often 1ed to painful and sterile conflicts.

It isrencouraging to find that there is a growing awareness in your
country of the contribution that the nine member countries of the European
Community,can nake towards a solution of the problems we are all facing in the
'energy field.

Assumlng that economlcrgroth will eontlnue its present trene

l_world energy requlrements are very likely to be at twice thelr present level

rrrby 1985 and Lo have 1ncreased fourfold by the year 2000,
| The share of 0il in total energy c“nsumptlon will continue to go up, -
from some 45% in 1970 to about 50%- 0/ 1985 ~in the year 2000 it is expected that
:the share of oil will vary between 40 and 50%, depending on the assumptlons maderr
"regardlng the development of nuclear energy

The United States and the European Community will be the two 1aréest :
oii—consumingrareas in the world representing 25% and 20% of the total. The

V,Sharéréf imports in total US requirements will not be lower than 50% by 1985,;:'*f"
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K'Th flgures -are. sufflcrent Lo lllustrate what 1v at stake 1n Lhc

L 'oil séct01

for all consumlng countrles., The world of oxl is in a state of

’l 'rapld evolutlon and questlons regardlﬂg Lhe condltlons of supply for a su ;

‘stantlally blgger volume of 011 are belno ralsed in many quarters.'

~Goncession: agreements with producers are belng rcnegotlatcd in .the -

maJorlty of producing countries. Although complete natlonallzatlon of 011

e resources ‘is llkely to rema11 rather an exceptlon varlous types of new agree-
'ments, referred to asrpartlelpatlon or assoc1atlon agreements, w111 place the "
'managemeut decisions in the hands of the national companies in the prooucing
countries. The taskof the integrated forelgn companies will gradually be reduced
.to‘that of operators of nationally controlled concessiong.

Therlnternationalreompanies will continue to controlfpart of the
resources, but the cost of this oil is bound to. be much higher as a larger
'share of the profits will be retained by,the:producihg countries. Another part

.of the oil produced will be disposed of by the national companies, which may.

'elther endeavour to build up their own outlets:in consumer markets, or sell the -

~oil to 1ndependent compaﬂles for refining and dlstrlbutlon.

g Inraddltlon to the traditional exportlﬂg countrles of South Amerlca
r'the Mlddle East and Afrlca new ‘areas of supply, wliere exploratlon efforts have ledrf-i+
:Lo the dlscovery of majoxr fields 1n recent years, w1ll make thelr,appearance;
The North Sea basin is one of ‘these areas and in a not ‘too distant future Europe

'7w1ll be able to eount forratrleast 15% of 1ts requrrements on resources located

on its dOOrSLep ‘and offerlng greater ‘security of supply. Although a con51derab1e:f;ef

Vinvestmentreffort will be'required the development of the flelds W111 be just1£1ed,}f

by their closeness to markets.

“In view of the change in:unaerlyingfeonditions, the cost of o0il will.
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ﬁ?vome people are 1ucllned ‘to do, that. the. nrlce of o&lds 1nev1tablv g01ng to.

'ereach thc cost 1evel of alLernatch uources of energy whlcn are developed. SInctoo

the U S and Canadarvastrrebources of" nonrconvontlonal fueLs, such as oilrshaieszf:;ji
'”Vdf coal for gaqulcaLlon; can be brouéht 1nto productlon' but, in other parts of
”L,the,worldgrresources,¢which could;raploxy be developed as a replacement for 011
are not nowraVailable in 1argefvolume. Nuclear energy will undoubtedly provide
"therlong-term solutlon to ourx problem OLVpOfentlal energy shortage, but-apart
, froh the fact that its contrlbutlon w1ll be essentially in the productton of
: electricity, many. years will go'hy before it can contribute substantially to
‘the supply;of energy: accordihgrto the,host optimistic estimates,available,
nuclear energy will not cover more than:lSZ of ehergy neceds by 1985.
| | | On the other hand i heiievefitris correct to;say.that even present-,fr
day 0il reserves in the world are large;'particularly in the Middle East,
' sofftcient 'in fact, tolmeet rapidly increasing needs. In the absence of con-

~certed- efforts to limit supplles, prlces should continue to be influenced

by competltlon amongst the producers, as in the paat only situationsrof artifically
created shortage'would warrant an ekception to this basic'principle.
1f competitive conditions cannotrbe assured on the supply 31de, the

: danger of bllateralragreements between—producer ano‘COHSUﬁer governhentS‘beCOmes:
_Va real;one, alternatlvely a world w1de organlsatlon of the market mlght appear to
= be unav01dab1e. It would be dlfflcult to predlct who in the end would reap the

greater'beneflt from it, the producer or the _consumer.

| The fact that the UnlLed States will have to rely more heavlly on

'1mported energy to make up for the dcf1c1t in domestic supply is a source. of

concern, -and: it is understandable that the federal authorities are trylng to;f

"encourage the 1nd1genous productlon of all sources of" energy.

EurOpe and Japan have always been in a SLtuatxon of very consxderable
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:,Lhe mean of SafGQUI“dan Lho SCCUTJty of Lhelr supplles.:

Undcx perLﬂL c:rcumetancee, all consumrng countrles w111 havc to

vo1ume of supplles su1f1c1cntly Large to" meet requ1re c;“S'in the'lonéefi

iron,iincludrng a vuLfrcrenL maroln of £1ex1b111ty to overcome p0351b1e emergcnoy w';
rﬂsrtuaLlons.‘ i | |
Over Lhe years to come, exploration efforts w111 have to be greatly
Vexpanded in coﬁparlson with’ the past. Producer couotrles w111 not contrlbute
}more than ¥ small fractlon of exolorarlon effort, the majority of them'willr
prefer to'oSe'their,oil production revenue for the development of'their own
V.vrreconomles; raLher than invest in industrial operations which would not provxde
a great deal of employment for their populations. The major part of the invest;
Vmeﬁt_in'expioration will therefore have to'be'made oy the oilaindustry. Both
financing out of retained earnings and from external souroes w111 make it
necessary for profit margins to be sufflciently high. ,Consumer~prices wili f
have to be such that the total cost of exploration activitiee cenrbe recoyered.
Experience in the United States has clearly shown that. exploratlonr
- diminishes when profl*rmarglns at the producLlon level are 1nsuff1c1ent. - This,
in turn, over the longer run 1eads to a deficit in supply sources. A eimiierr
development as regards world resources should be avoided, as it would be
dlfflcu]t -to remedy and prices would start on an upward sprlal with no end in
31ght.
In order to - solve the 1ntr1cate problems of access’ to energy resourcesi,pd
and the supply of consumer markets, the steps to be taken. by the publlc

authorltles and the industry will have to be carefully concerted.

As we have seen, the industry finds it 1ncrea51ngly dlfflcult to

'rplan its tradltlonal role. Caught between the demands put forward'by the,

-
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ions of Lhe consumel markeLs,'1t'cannotffwwn"”

always, suf iéient oon for cheloplrg’LtS“aétLVitles.,7‘

thout tne""

nccc sar su Dort £rom cons umln overnmcnts Lhe 1nduetr ma no 1on er be . =
C 5 5 y vy o

able to carry its full rcspon51btllt1cs. 'Governments andrindustry should co-

ordlnate Wayb and means in Lh1s re»oect.

In view of this situacion of'growing concern for all the consumer-
countries, the neceSSLty to-define an' cnergy policy appears today clearly., In
ths respect many actions will be required. It is generally considered that the

fol1ow1ng headlngs should be consldered with prlorlty. co- operatlon among consumer

countrles, 1mproved relatlons between producer and consumer countrlcs,'the'

development of new resources. and the 1mprovement of market condltlons.
In view of the condltlons which govern the world 011 market today
there is a-definite need for all consumrng countries to coordlnate their efforts

when trylng to deflne the apprOprlate solutions, Tt is undeniable that'actions‘

in thc energy pollcy field would be far more effective if a grealer number of
countrles would take part in them. Tne increase in emergency stocks and the'

arrangements made for allocating available supplies in a situation of shortage,

which for the time being apply only to the European countries,rare'good
examples of actions that could usefully be extented to other regions. dFurther
areas for coordination would seem to be an additional wxploration effort for
new resources, a more rational use of energy, and the development of new
techniques both in the production and in the consumption field.

The solidarity that exists between consumer countrieefis:evident

in the regular meetings that take place in the Organization for Economic
Cooperation and Development in Paris; There is no doubt that it could be
further developed. |

Member countries of the European Community would welcome ‘a closer
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As far as. the produecr countlleb are cencernedr nobody would ftne dn?
benefit: in the lonocr run- 1n establlshlng a preferentlal relatlonshxp thh eome
-, preduetng erea.f Normdrimurket rorceb should contlnun to determtnc developments
qat world 1evel and the securlty of supply should not be put in Jcopardy by
dependlng too Heavxly on certain areas. On the other hanc, oil is ounly one

V,OL the components of 1nternat10nal trade and the creatlon of more favorable
eondltlons for the 1nternat10nal exchange of -goods ‘in general would have a far

reachlng stablllzlng effect on the relatlons between consumer and producer

countries.

-

The industrial’tountries should consider ways in which they can assist
the developingVCOutriee; ineiuding the oil producing states, in the development
,,end gradual divereificatien of their economies.. The Community's aevelopment
policy should aim at eetabllshlng economlc, social and cultural liaks w1th
1rthose countries by way of .cooperation agreements;rr

The Thlrd and probably mos & 1mportant problem oever the longer Lerm
is -the develepment of new resources. of 011 There are vast areas of sedimentary'
baetn rn the world where exploration for 0il has not even started;i Perts of:
"the so-called shelf bordering the earth s contlnents, parts of the deep sea
and certain arctic regions ‘are a few of,the more 1ikely areas for exploration
in the years to come.rrTechnieal diffieeities,willrhave to be overcome, but
in-this'doﬁain,érogress oyer the last -ten years has been very rapid.

Fiseal legi lation in the Unxted States provides for a number of
1ncent1ves 1n favour of oil exploratlon. The European Communlty could follow

the example of the Unlted States with a v1ew to fOSterlng its own industry.

The Communlty also lntends to create the p0531b111ty of direct financial lncentlveef,
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enVLsages thc settlng up of “common enterprlses

';,fFommunLtv prcgects whlch would ba Open to all 011 companles w1thouL

. dlscrlmlnatlon. The chardcterlstlcs of each pro;ect would be the sole cr1ter1on

for’ detérmining the exLent “of the flnanc1a1 support.

"iast but ndt 1eav in view of the economics of oil marketlng, T

,Vthe 1ndustry should: be enabled to 1mprove the prOflt&blllty of 1ts 1nvestments.

For,many,years'inrthe'past{ profit margins. in the oil induStry'Were
highefrthan the aberage for othér branches of industry., ngher profltablllty
in oil is JuSLlfled by the higher risk 1nvolved in oil exploratlon and overseas b;
production. More recently profits have come down to levels which in certain
countries in Europe are disconcertingly low. Taking account of the greater
uncertalnltj 1nvolved in new investments in some of the produc1ng countrles;
it is understandable that. the industry he31tates tb_make,new investmeqts at a
rate bommensurate with”fhe increase in demand. Theferabe already—:hg first signs

.0f a tendency ‘on behalf of the indusbry to withdtaw from bome'df the 1easb'pro;"'
fitablé markets.

Thercbuntries of the EurOpéan Comﬁunity'are'Very much aware of the
risks 1nvolved and bhe necessxty to find an approprlate solution. Measureé to
control market conditions, such as imposing maximum price levels which tend to
lower profit margins in the industry, should be avoided. The burden of exgise
taxes on oil products, both on motor fuels and on fuel oils, is very heavy in
Europe, and an effort could be made to bring it down to more reasbnable,levels.

| Measures of this kind howeber might not be sufficient to halt the
pbenomenon of price erosion which is implicit in a situation of sometimes

disorderly competition. Quantitative limits of any kind are unknown in the

European market and any short term surplus supplies is likely to fihd its Way
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"ndu'tfy 1tsglf be able ae ,‘1ud SO fdiﬁ"f

of SLlffdl&Clpllnu 01 lel thp alLernalee of more far reacthg 1nLorventlons

'7”25 unavaildbla? r "'has;béén'ﬂome improyeméntfoyergthe,lasg few"mOn;hs,”:
,i;bUt itls probably too early to say that'allrhéé tﬁrned fofrthe becﬁé?{~

VV 7 | A futher problcm to. 1nduery is to éﬁsure Lhérnec» °';yw'eqﬂiiibf§&ﬁ: ;f”” 
thWLO“ S“Pply and dema1d for (uch product and at any poan 1n time, maintéining%irrr

”prOducthpecificatiqnsrat the level required;by,gqnsumers, There,is,today,ir

a deficit of féfining capacity not only in this country, but also in Europe.

Recent'éxperieﬁCe in the United States has showa, that a lowering of import

- barriers =~ in order to encourage imports of the quantities and qualities of

productsrwhiCh'aré in short supply on the internal market ~ is not sufficient.

Relatively small additional supplies of low sulfur crude oil and finished
pfoducts - such as heavy fuel oil and light distillate - for which thertraditionalr‘

import restrictions were partly reduced, have been secured at very high and

’

rather speculative prices.

There is no doubt that crude oil producers or refiners from other

areas would have been able to meet additional United States demand, if they

- 'nad been told sufficiently in advance and not been obliged to respond to last

minute calls for supplies that had to be found on an emergency basis in other

markets.

3

Y

Europe is certainly in a position to increase its exports to the

\ ‘ ,
United States, but the increase in refinery capacities which this implies will"

of necessity have to be planned some time in advance. Whereas existing.

capacities would no doubt make it possible to face normal cyclihél fiucthations
in demand - for which they have been laid out -, they are notrsufficieﬁt to take
care of new exﬁorﬁ movements at short notice. Governments - includingrtﬁe
ﬁnited States - should therefore define-dleatly the orientations of their

import policies and indicate what limitations a product specifications they




i Yl dmpos

;“iq:ghé,éhort:gpd'tﬁe 16n' tcrm s 1 nLly in advance.,
-~ There certalnly isa great deal of uncertalnty about Lhe future

: ?fﬁhiéﬁ’ﬁould?makéwlt.hazﬁdeUS to:takcadecisions*which,bear'upon"tocrléng:

Ca pcriod ahead but 1L is Lqual ly important to av01d the return to a- 31Luatlon

e

,Qﬁ e treme Len31on 1n thc maxket, such as was apparent dullng the w1nter OL

971 1972 whcn consumers on both 31des of the Atlantlc came  to feel the =

,conSequences;,

"I admit that my pfesen;atidn'dfrthe;state of the world oil market -
is fairly gloomy, and I should like to’finish with some moré frieﬁdiyrpérspecfivés :
for the future.

Over the yedrs to come the equilibrium between supply and demand.
for oil in the world will no doubt be precarious. The oil industry, however,
has been able to adapt itself to mew situations on many occasions in the past
and it has often been statéd that it .could stand as an exaﬁple—of,a branch
of industry with considerable flex?bility. : S

We should only recall how a number of emergency situations, such
as the Iranian situation iﬁ 54/55, and two Suez crises, have been met withoutr
major difficulties for the consumer, Prices-have gonerub over relatively
short periods, but there has not been an actual shortage of availabilities
and the return to normal conditions;has always been very rapid.

The developments which have taken place more recently and led

to the so-called Teheran and Tripoli agreements, followed by the agreeﬁents

on participation, have had a far-reaching effect on the bargaining pOSit10ns




. that- the oil industry 'should again reaffirm our conviction that i

-~ .powers of 'frl‘re'xirbili'ty artr'idrérffi'c::ieric.y. : '






