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Communication from the Commission to‘tHé Council

]

Measures to mitiggﬁe the effeéts of short-term oil supply problems

i

Introduction

1. The Council, in its meeting of 20 September 1979, invited the Commission to
‘make proposals as to how the Community should prepare itself for a possible
renewed supply emergency. , g -

The Commission had discussions with Member'Statés, bitateral as well as
multilateral, which this paper reflects. -

2. The nature of the.international oil supply situation is such that “hnre
could easily be developments leading to ténsions of a sort that . o not
be equitably eliminated through the operations of normal market forces alone.’
At such times, certain steps need to be taken to ensure that, throughout
the Community, oil supplies are handled on'a similar and equitable basis.
The taking of these steps is clearly the responsibility of Member State
governments, but the nature and effect of such steps should be discussed -
between Member States and the Commission to ensure adequate co-ordination
(as provided for in Directive 73/238/EEC) and to avoid counterproductive
and conflicting results from divergent approaches to the same problem.
It is also necessary to develop a common pragmatic approach to the evaluation
of the severity and lLikely repercussions of supply problems.

) N ! 7’. .
3. The policies necessary will need to cover three specific aspects:
- measures to reduce consumption; - '

= the level and use of stocks; .
- pric{ng for beth intefnational purchases and end consumers.

H

Measures to reduce consumption

1. In general, measures may. be dividéd into two categories:

- structural and energy saving measures =~ aimed at reducing
dependence on imported oil in the medium to long .term;

- immediate measures - to reduce consumption in the face of a
supply shortage, both by allocation of supplies and by
supporting measures aimed at reducing the Level of demand.

In the latter category, most Member States draw a clear distinction between
"erisis measures”, necessary in the case of severe reduction in availability,
" and the measures that would be adopted under less stringent "sub-crisis”
conditions. The specific nature of each measure therefore depends upon the
degree of shortage, its anticipated duration and the product to which it

applies, as well as on the general economic and social structure of the /.
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country, jts supply structure and its "adm1n1strat1ve attatude" (co-ordination
of industry actions, governmental actions, etq. . \ :

Structural oil sav1ng measures provide the best tong-term “defence" for
Community countries. Since 1973 devetopments have taken place progressively
and a Lot of earlier "waste” has been eliminated (so that supply interruptions
will affect social and economic Life quicker). Many ‘of these developments
have been in the public sector, especially electricity generation, following
reappra1sal of the use-of coal and nuclear power. These efforts should
continue. In this connection 'a draft r?solut1on regarding more structural
measures is already before the Council. Thus far both restructuring and
‘elimination of waste have tended to reduce consumption of heavy fuel oil, and
it is worth recording that the. refining industry has been following a parallet
line of structural change, with increasing emphasis being placed on conversion
capac1ty which will increase light product yweld and reduce the output of fuel oi

., Immediate measures are requ1red for any sudden d1srupt1on. For their
1mplementat1on the situation is as follows:

« [ *

a) The Legal Situation in Member States ,

Atl Member States have established legal béses for deal1ng with supply
difficulties.  In general, the legislation. does not define the degree of
shortage or disruption necessary to bring it into effect. However, it
appears that certain Member State governments could not use their existiing
legislation to impose rigid control measures for shortages of less than 7X%.

‘b) Full Crisis Measures v

L o b A .
For gasoil and fuel oil, mandatory reductiops ‘in deliveries are foreseen and
would be 1mptemented by governments with due regard to priorities. ALl -~
Member States are study1ng the question of, gr1or1ty rating of the d1fferent
categories. I "o

While there is a general dislike of coupon' ?at1on1ng schemes, most

‘governments intend to introduce coupons espec1ally for automotive fuels, but .

only in very severe supply difficulties.In less severe circumstances, most
 governments would rely on a ban on driving on Sundays and/or one or more . -

weekdays, and introduction of speed Limits.

.. In addition to these measures to reduce and control supply, most Member
" States have packages of measures aimed at reducing the level of demand, of
which _some are only of a supportvng nature,; and which are described in c). -
f Cod
f o . :
H1thout the political justification of an . internatipnal crisis evidenced by
the applwcatvon of the "crisis measures”, governments are, in general , not
: u1ll1ng to introduce hard measures. In sub-cras1s conditions most emphas1s
s placed on voluntary restraint by consumers, allocat1on by oil companies
(also, in most countries, on a voluntary ba51s)' and on the additional
measures, some of which are only of a support1ng natqre. In addition. to
publicity, these measures 1nclude, €.g.: ,

¢) Sub~Crisis Measures

- stricter limitation of temperature, in na®ticularlin public offwces,
= maximum fuel=switching in power stations' and 1ndustry,
- stricter enforcement of speed l1m1ts, , ‘
= prohibition of car rallies and non-business use of aeroplanes and boats,
- prohibition of jerry=can f1tl1ng, o
. -1‘ ' - ./.

Ney Line of actton by the European COQIMN!ty 1nﬂthe fxeld of eﬁergy saving
(Docuuent CON/79/312 final) T
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~ The Level and Use of Stocks

e 3 b

- closure of gasoline stations; o
- electr1c1ty blackouts; : L
- reductton in illuminated advert1sements.

The major point is to deveLop the "scarc1ty awareness" of the public as
well, by making it clear that if (more or 'l&ss) voluntary measures do
not have sufficient impact, more severe measures (carless days, etc.)
will have to be 1mptemented.

i

2.

‘i/

1. Stocks can play an 1mportant part 1n the management of a supply crisis.

or sub-cr1s1s. B

- In cases of temporary suppty 1nterrupt1on, a drawdown of stocks can
be made to reduce effective shortages until normal supply is resumed.

- For supply interruptions of ‘longer or 1ndeterm1nate duration, 'stock -
drawdown can be used to maintain supply on a reducing basis until
measures become effective in cutting back' demand. Considerable care
is necessary in this approach, since in ‘times of proLonged shortage
rebu1Ld1ng of stocks will be difficult. '

= When a shortage is unevenly distributed’ between compan1es markettng

< 0il products, stocks can be used to corréct the balance and avoid

'~ panic buying by those most short. This ‘Use of stocks should help to
avoid the competitive bidding-up of spot‘market prices at such times.

-~ Stocks of both crude and products can be used to level out seasonal
peaks and troughs of crude oil demand, which should also help to.
reduce the bidding-up of. crude oil pr1ces at times of traditionally
seasonal high demand. a

The extent to which the’ above use of stocks can be brought into play w1LL
depend upon the absolute level of stocks Hetd. e

In particular, the questwon of seasonal variation of stocks needs to be
considered. Present 90-day stock requirements based on a yearly average
could not supply 90 days of consumption at:winter peak demand levels. It
is for this reason that, in France, gasoil stock obligations are calculated
on a monthly basis relative to historical*consumption in the month in
question. N Y . '

It is for cons1derat10n uhether a policy fqr stock management shoutd be
introduced at Community Level based on spegific guwdet1nes agreed in-
co-operation uith other industrialised countries.

Pricing for both international purchases and end conSumers

1.

it

Pricing poses problems that are centraL to 'the proper handling of supply
interruptions or uncertainty. In 1973 andiin 1979 the world has witnessed
the effects of uncontrolled counterproductive compet1t1on for Limited
volumes. It was agreed at the Tokyo’ Summ1t that, at times of rising tension
in the international oil market, governments should recommend buyers to
abstain from paying unreasonable prices. The registry of crude oil and
product imports already established was envnsaged pr1mar1ly as a control to
allow identification of those that choose to ignore: such recommendations.

A Quick Response System or other mechan1sm to re1nforce this is st1LL under

2.

cons1derat1on.

3

Abst1nence from high-price purchases may reduce supply for a short time, so
that further emphasws must be placed on the need for effective measures to

‘“E i : ol
.
.
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‘reduce consunptzun. However, provided all governments follow the same

3.

policy, the end result should be a return to;nomat supply levels at

‘acceptablé prices. If governments do not follow the same policy, product

supply nay be drawn towards countrtes where uhe highest prices can be(
obtained. ; ; S

In parallel with the foregoxng, a common approach to consumer prices is

. ‘also necessary. Price harmonisation at nattqnal and COmmunwty Level needs

to accommodate two divergent aims: :

- the imposition of suff1c1ently’h1gh consumer prices to generate
public awareness of the need to minimise consumption without, at
the same time, providing for producers a demonstrable. 3ust1f1cat1on
for further crude oil pr1ce increases; and

- the establishment of a pr1ce reg1me that witl contr1bute to the.
avoidance of excessive price pressures if 1mba[ances should occur
in world oil markets, and moderate spot market transactvons.

The second aim is important, since past experience has shown.that:
high consumer prices alone have only a Limited effect on consumption

. tevels.. Price policies that do not. allow companies to recoup the |

. v
: Concluswons

1.

costs of their highest-price purchases repreéent effective backing to -
the recommendatwon that such purchases shouh& not be made.

B

In the interests. of Community solidarity, gt 1s 1mpdrtant that measures

‘taken should be comparable from Member State to Member State. In a futt

crisis situation co-ordination at Community level, (as provided for in
Directive 73/238/EEC) is necessary, especially for automotive fuels in

the context of crpss-border commercial and tourist traffic.

In a sub=crisis situation comparability is equally important. If, for .

example, the Community has to face a prolonged shortage of say 5%, it is

' questionable whether market forces and voluntary measures will be

2.

adequate; failing some stronger measures, spot market prices might be

driven to damagingly high levels. Specific government action may altso

prove necessary if the shortage is very unevenly d1str1buted between the
oil companies. In either case, co-ordination at Community Llevel weuld -
be desirable. S b ;‘ ‘

Against this background, the aim should be to ensure that:

= the method used for'assessing the s1tuat1oﬁ as uel[ as the -

conclusions are similar in all Member States .and other
industrialised countrxes, ~ Co :

-~ the Supporting measures —‘takvng into account the d1fferent'
supply and demand structures in the var1oys Member States -

are of an equ1vatent nature; : ‘ _ !
\ S

- = allocation systems (whether adopted on a mandatory or

voluntary basis) should be co-ord1nated at’tommunTty Level;
i

= recommendations or other measures to encourage compan1es to

abstain from htgh—pr1ce purchases need, if they are to be

fully efféctive, to come into force at the same ttae and
_ reflect s1nxlar Limits; e oo e

s:‘; Vsp
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"« the decision to reduce market tension through reducing
international demand by a drawdown of stock should be
taken only after discussion at Community lLevel, so that,
if the circumstances warrant, similar and s1muLtaneous
action may be taken by all Member States.

3. Discussion is cons1dered necessary on the foLLow1ng po1nts.

- measures for sub-cr1s1s conditions that' should be
co~-ordinated at Commun1ty level;

- the relationship between price. pol1c1es and administrative
measures and incentives 1n times of cr1sms, and :

- stock management policy.

In the L1ght of the Council's d1scuss1on the Comm1ss1on w1LL continue
to examine and consult on the situation and will subm1t proposats in
this field.
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