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THE COMMUNITY OIL MARKET AND REFINING INDUSTRY :
RECENT DEVELOPMENTS AND OUTLCOK TO 1995 :

I. PRINCIPAL PROBLE!S AND POLICY RECOMMENDATIONS

Introduction

1'

In a series of reports to the Council since 1977, based on
consultations with oil companies, unions and governments, the
Commission has discussed the problems which confronted the refining

industry in the Community, namely :

- a large surplus of primary distillation capacity and an excessive
number of refining sites;

- a need to invest in capacity to convert residue to lighter
products and to improve product quality.

These problems resulted from the fall in consumption since 1979,
the increase in net imports of finished products from third
countries, the rise in the relative demand for light products, and,
more recently, the increasing severity of environmental standards.

Their solution was seen to lie in the concentration of the
industry's activities at a much reduced number of more complex

refineries.

The Council adopted the approach to these problems recommended by
the Commission in its successive reports, namely :

- recognition that the industry is responsible for taking decisions
about the closure of surplus capacity and about the investments
necessary to adapt facilities to the structure of demand;

— a positive attitude by the governments of the Member States
towards the measures of rationalisation taken by the industry;

- maintenance of an open policy regarding product imports provided
that other industrialised countries do likewise and suppliers
observe fair trading practices;

-~ monitoring by the Commission of developments in industry
restructuring and external trade.

Necent Developszents and current issues

3.

The situation of January 1988 shows that progress in adapting
capacity to demand has continued, although at a slower pace, since
the Commission last reported to the Council in May 1986.(COM(86)263
of 13.5.86). Primary capacity was reduced in 1986 by a net amount
of 24 million tonnes per year (M.t/y) to 595 Mt/y and by a further
3 Mt/y in 1987 to 532 Mt/y, 35% below its peak level in 1979/80.



The average utilisation rate in 1987 was close to 80%, considered
to be the minimum level consistent with the efficient
operation of refining plants. In certain Member States, notably
Germany and the United Kingdom, occupancy rates were considerably
higher. With demand on refineries expected to remain at present
levels or to increase slightly if prices remain in the $15-20
range, the refining balance for the Community a a whole is better
than at any time since 1980,

Despite this improvement, the industry nevertheless s8till faces
serious problems of a structural nature and in particular :

- imbalances between countries and regions where capacity is well
adapted to demand and those where over-capacity and poor
utilisation persist;

- potential major discrepancies in the costs borne by the industry
in different Member States in complying with differing
environmental standards;

- a low level of profitability, even in areas where plant is well
utilised, one consequence of which is to make it more difficult
to Justify and finance investments.

There have been no further major direct downstream investments in
refining and marketing by oil exporters since the Commission's last
Communication. The balance of external trade in petroleum products
has also shown little change. These are nevertheless important
issues which the Commission will continue to keep under review.

Finally the 1992 objective and the progressive implementation of a
genuine Internal Market in Energy will require measures which will
undoubtedly have a significant impact on the functioning of the

Community oil market.

Capacity Trends and Repional Imbalances

7.

Companies' present plans for closures would reduce EEC primary
capacity to 575 Mt/y, a level which provides ample cover for the
Commission's demand scenarios which range from 485 to 520 M.t in
1995. Utilisation rates, assuming net imports at 25 M.t, would be
between 79 and 85% in that year.

Although gross overcapacity has ceased therefore to be a general
phenomenon, it remains a serious problem for certain Member States,
notably France, Italy and Portugal, and for a considerable number
of individual refineries whose utilisation ratios are still very
low, 1in some cases less than 50%. There are also considerable
discrepancies in the degree of capacity reduction achieved by
different operators, the smaller companies having generally
restructured less than the larger groups.

The effort by companies to rationalise must therefore be continued
so as to achieve, by reductions in capacity, supply exchange
arrangements and Joint ventures, more efficient and viable
operations in the areas concerned. It is difficult to estimate what
further capacity reductions this would entail, given the
uncertainties about demand and intra-Community trade. The further



cuts planned by the companies would bring the total for the period
1987-1995 to about 20 Mt/y. These are almost all located in the
South of the Community but it remains questionable to what extent
they would correct the regional imbalances now apparent. The
employment implications of further restructuring are expected to be

relatively slight.

The Commission considers, however, that the economic and security
interests of the Community require that there should continue to
be, at Community level, a margin of spare primary and conversion
capacity to meet unforeseen increases in the demand upon the
industry. Such increases could result from higher consumption or
export demand on the one hand, or from a reduction in normal trade
inflows on the other. It is also desirable for competition reasons
that independent distributors should have a choice between imports
and domestic manufacture for any additional supplies they may need.
A balance therefore has to be struck between the objective of
efficient and profitable operation of the Community industry -
which implies high utilisation of plant - and that of safeguarding
security of supply and competition which requires a margin of spare
capacity. The Commission believes that the present policies aimed
at rationalising the industry while maintaining open access to
international markets will help to achieve such a balance.

Environmental Requirements

8

The refining industry, like other industries in the energy sector,
is inevitably concerned by atmospheric pollution issues which in
turn affect energy costs and the competitive position of different
refining plants. The Commission attaches importance to a balanced
pursuit of environmental and energy policy objectivesn. It is
therefore concerned about the potential regional imbalance which
may result from the considerable and growing differences in the
costs borne by the industry in the various Member States in
complying with different environmental standards. These
differences in compliance costs could over time work to the
detriment of refineries otherwise efficient and viable.Community
environmental legislation aims to limit such cost advantages and
disadvantages by setting minimum standards based, as required by
the Single European Act, on a high level of protection.

The industry has in recent years had to initiate large programmes
of capital expenditure in order to meet higher standards for
product quality, notably to permit the phasing out of the use of
lead in motor gasoline and the reduction of the sulphur content of
gasoil. Substantial investment for such purposes is expected to
continue. In particular, if new low limits for sulphur in fuel oil
are generally adopted, investment in extreme conversiori proceses
may be necessary further to reduce the yield of residual fuel oil
to match the declining outlet for this product. There is concern
in the industry about the difficulty of financing the heavy
investments required for environmental reasons.



As in the past, the Commission will continue to develop further
proposals in close consultation with the refining industry so as to
take account both of the need of appropriate environmental
protection legislation and the global situation of this sector.
The potential financial difficulties caused by the investments
required for environmental reasons should be alleviated as far as
possible by means of reasonable lead times and adequate forward

planning.

Profitability

10.

11.

Apart from short periods when exceptional circumstances applied,
profitability has for many years been generally insufficient to
remunerate capital employed or to f{inance new investments, and
seems likely to remain so. Surplus capacity in all phases of the
international industry and severe competition have certainly been
major factors in creating this situation but OPEC's official price
régime also played a part by keeping crude oil prices artificially
high in relation to product values.

It is to a degree a structural characteristic of the oil industry
that the division of integrated profits among the several functions
varies considerably from one period to another. It is indeed for
this reason that most operators have sought to integrate their
activities. When refining margins do not cover manufacturing
costs, non-integrated refiners <face severe problems and even
integrated companies are obliged to subsidise their refining
operations out of earnings from production, from distribution and
marketing, or from specialised manufacturing activities such as
lubricants and petrochemicals. Although such cross-subsidisation
may be unavoidable for limited periods, it is plainly not desirable
over the long-term since it tends to deprive the more profitable
activites of the capital needed for their own development.

In recent years refining margins have continued to be very
sensitive to movements in the crude oil price and to OPEC's trading
practices. They rose sharply during the months in 1986 when
netback pricing formulae were introduced and fell back during 1987
with the return to official prices, reaching very low levels at the
year end. In 1988 profitability has improved as crude oil prices
have again declined more rapidly than those of products.

The Commission believes that further reduction of Community
capacity will improve refining margins provided that similar
rationalisation takes place in other regions and that crude oil
prices are market-related. The outlook for refining profitability
remains however uncertain and companies which are not integrated,
or insufficiently integrated, may find 1t necessary either to
acquire production interests themselves or to enter into joint
ventures with oil exporters. There have already been a number of
developments of this kind and more are expected.

Downstrean Investment by Producers

12.

Direct investments by oil exporters now represent about 3.5% of the
Community's refining capacity, those principally concerned being
the state entities of Kuwait, Libya, Mexico, Norway and Venezuela.



The Commission reaffirms the view expressed in previous
communications that such investments in refining and marketing by
oil exporters are in principle to be welcomed as beneficial to the
Community industry and to security of supply. 1In particular there
are considerable mutual advantages in joint ventures which satisfy
the complementary interests of producers in securing downstream’
outlets and of refiners in securing supplies of crude oil at
market-related prices. The Community's favourable attitude must,
however, be subject to certain conditions, notably that :

- such investments represent a long-term commitment to the
Community market;

- changes in structure or ownership do not seriously reduce the
diversity of crude oil supplies.

— the process of rationalisation of the industry is not adversely
affected;

- new operators are subject to the same trading conditions as their
‘competitors.

External Trade in Petroleum Products

13.

The net imports of finished products by the Community in 1987 were
gsome 27 M.t. or 6% of consumption, similar to the 1985 level and
slightly above that of 1986. In the Commission's view they will
not rise substantially above that 1level, because the export
capacity of the Communtiy's suppliers will shortly reach a plateau
and thereafter decline.

The Community's open policy assumes on the one hand a similar
attitude by the United States and Japan and on the other a
responsible attitude by exporters of petroleum products and their
observance of fair trading practices.

On the first point it is gratifying that the United States has
maintained the conditions of access to its market and that the
import policy initiated by the Japanese Government in 1985 has been

implemented.

As regards relations with exporters, the cooperation agreement
concluded with the countries of the Gulf Cooperation Council on 15
June 1988 will provide new possibilities for joint analysis of
trade flows and industrial cooperation. As the two parties have
Jointly declared, the subsequent negotiation of a trade agreement
will have to take account of the restructuring of the Community
industry and of the need to maintain capacity in line with the
fundamental interests of the Community and its security of supply.

Internnal Harket

14.

Consultations with the companies have revealed a number of
constraints upon their operations, at Community or national level,
which result from national regulation or administrative practices.
A number of these are identified in the Commission's recent report
on %“The Internal Energy Market"(COM(88)238). The elimination of
these constraints and harmonisation throughout the Community, so



far as consistent with Energy Policy, would make operating
conditions more similar inthe Member States, and serve the double
purpose of completing the Internal market and maintaining a strong
and sound refining industry to the Community. Harmonisation in
this field should be carried out within the context of the
improvement of economic and social cohesion throughout the

Community.
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Recommendations for endorgsement by the Council

1S,

The Commission accordingly proposes the following recommendations
for endorsement by the Council:

1.

8.

The policies previously adopted regarding domestic refining and
import of petroleum products should be continued but with
greater emphasis on the regional rather than the Community
situation.

Rationalisation should continue, concentrating upon areas and
refineries where utilisation rates are below viable levels, with
the aim of raising the utilisation rate of primary capacity in
all refineries to at least 80%.

In the 1interests of =supply security and dinternational
competitiveness the Community should maintain an efficient and
viable refining industry operating at high utilisation rates but
with a margin of spare capacity to meet unforeseen increases in

demand upon 1it.

The Community should maintain its open attitude to imports of
petroleum products and to downstream investments by oil
producers provided that similar policies are followed by other
major consuming and exporting countries and that the viability
of the Community industry and its restructuring are not
adversely affected.

The Community should make every effort to reduce differences in
environmental standards in the various Member States which could
significantly affect industry costs.

The respohsibility for restructuring should, as hitherto, be
left to the companies, provided security of supply and free
competition are not impaired.

Covernments should, however, assume an active role in :-

-~ 1identifying and removing obstacles posed by national
regulations or practices to the rationaliation of the
industry; '

- promoting mergers and joint ventures by refining companies
not viable on their own.

The Commission should continue to monitor and report to the
Council as necessary regarding :

- trends in Community consumption, external trade, refining
capaclty and profitability;

— developments in other major oil consuming and exporting
countries;

- progress made in restructuring and possible effects on
gsecurity of supply or competition ;

- progress made by Member states in removing obstacles to
rationalisation.



II.

16.

17.

17.1

17.2

THE OIL MARKET AND YHE REFINING INDUSTRY IN THE COMUHITY:
RECENT DEVELOPHMENTS AND THE PROSPECTS UNTIL 1995

OVERVIEW

Now even more so than in the past the problems of the Community refining
industry should be seen in a world context, since the problems in question
affect most of the major world refining centres, although the gravity of
the problems and the emphasis may vary. Moreover, the main markets
(United States, Europe, Far East) are having an increasing effect on one
another, either directly or indirectly.

Most observers agree that the future of the refining industry in the
Community looks uncertain. There are many contributory factors whose
short-term or structural nature it is sometimes difficult to discern. The
main facts on which this assesament is based, and which are illustrated in
the remaining chapters of this communication, may be summarized as
follows:

.the srmall increase foreseeable in the demnnd for oil in the Community as
a result of moderate economic growth prospects, substitution implemented
or planned by other energy sources, and greater energy efficiency. Over
the next ten years, it is likely that total oil demand will level off.

the growing sharc of motor fuels - non-substitutable products - in the
consumption of industrialized countries. In the Community this growing
requirement can only be fully covered by new investment in conversion
equipment. The profitability of such investment varies according to
companies' gtrategies, their size, their degree of integration and the
conditions specific to the markets of the Member States on which they
operate. In general, it should be emphasized that it is difficult to
assemble the capital needed for major investment when refining is barely
profitable or even unprofitable. If they cannot be produced in the
Community, these distillates have to be imported from non-Community

countries.
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17.3 the volatility of crude oil prices and the 1likelihood that this

17.4

17.5

17.6

phenomenon will continue, the prospect of a gradual rise over the next
decade being the most generally accepted hypothesis.

Protection of the environment requires increasingly severe standards one
of the consequences of which is pressure upon refinery operating costs.
There are varying assessments of whether the cost differentials
resulting from differences in these regulations distort competition.
The impact in some Member States of local constraints is regarded by
some as being at 1least as serious as the impact of the national
regulations in others. In addition, it 1is asserted that the
disadvantages for certain refineries of high environmental protection
costs may be offset by advantages in terms of siting, capital costs etc.
The significance for an industry which is already very much in deficit,
of the investment which would be required to meet higher environmental
standards should be emphasized. A balanced application of standards of
protection which takes account both of the needs of the environment and
of the particular circumstances of the industry, and which is not
discriminatory, would make it possible, while achieving the required
level of protection, to avoid perverse situations from the economic
point of view whereby, for example, very efficient refining capacity is
closed while other plants, which should have been shut down, survive.

the raintenance or even bringing back into operation of comparatively
unsophisticated refineries which often benefit from preferential crude
acquisition conditions and do not have their own distribution network.
These refineries, taken in and out of service depending on the state of
the market, could to a large extent help to maintain surplus potential
supply. In addition, without calling into question the economic benefit
of contract processing operations, there are those who wonder about the
effect they may have in some cases in adding to surpluses.

differences in the degree of restructuring carried out in the various
Member States indicated for example, by average national refinery
utilization rates ranging from 53% to 93% in 1987 and ratios of
conversion to distillation capacity varying from 11% to 30%. It should
be said, however, that some of the differences in the extent of
conversion facilities can be explained by differences in the conaumption
structure from one Member State to another.
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It should be noted that the capacity utilization rate, which has so far
been used as the overall criterion for the state of health of the

refining industry, is becoming 1less and 1less significant. The
profitability of the industry is now determined more by exogenous factors
(surplus oil supply, crude access cost, differentials between crude

purchase prices and the netback from petroleum products sales, etc.) than
by the structure of the industry's equipment.

17.7 the development of international trade in refined products. This trade
increased in volume by one-quarter between 1981 and 1986 in which year it
accounted for 24% (compareg with 18% in 1981) of total world oil trade -
estimated at over 26 Mb/d. Within the Community this trend has resulted
in an increase in net imports of products, rising from 1.5% of
consumption in 1981 to nearly 4% in 1986. In absolute terms, net imports
rose from 7 Mt in 1981 (EUR 10) to 19 Mt in 1986 (EUR 12). It should be
noted that this deterioration in the net external balance was not
continuous but was the net change over a period during which supply
conditions on the world market fluctuated very greatly. As regards the
sources of supply, gross imports of products into the Community remain
comparatively stable, the breakdown being roughly 20% from industrialized
countries, 45% from developing countries and 35% from state-trading
countries. Recent trends, however, indicate a reduction in the share of
developing countries and a steady increase in that of the satate-trading

countries.

17.8 the inadequacy of revenue on the refined products' market compared with
the crude supply cost, narrowing the refining margin or even making it
negative. This is basically a result of the excess supply on the world
oil market. It is felt particularly acutely by companies whose activites
focus mainly on refining and which do not have their own crude production
or specialized downstream activites (petrochemicals and lubricants).

In these conditions, companies' strategic choices, and in particular
their degree of upstream and downstream integration, and the geographical
distribution of their markets, take on a decisive importance.

18. Consultations with companies operating in the Community have shown that
gsensitivity to these factors varies from one company to another. They
have also highlighted constraints which apply either to the Community as a
whole or, more often, to certain Member States, which make the future more
problematic for certain companies.

2 Source : BP Statistical Review of World Energy
Not including trade between CPE countries
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Some of these constraints ore the result of national rules and regulations
or administrative practices, and of the specific features of tax systems.
For example, the oil companies mentioned the following constraints in one
or more countries: the ban on inter-refinery trade in finished products;
discrimination by law or by practice against refiners and in favour of
importers of products; taxation penalizing liquid fuels; different
consumer taxes on petrol and on diesel fuel; policies encouraging the use

of gas or electricity; persistent walling—off of national
markets - whether on a reciprocal or one-way basis; pricing systems; the
national-flag obligation; pollution-control measures; differences in

product quality standards; differences in taxation and tax-collection
‘ arrangements, etc.

Several of the constraints were mentioned by_the Commission in its recent
working paper on the internal energy market. In some Member States they
tend to aggravate the difficulties encountered by the refining industry.
There are therefore two reasons for removing these constraints and
striving for harmonization at Community level in order to make operating
conditions more equal as between Member States: the internal market goal
and the need to maintain a strong and healthy refining industry in the
Community. Their removal is consequently particularly urgent except in so
far as they serve the Community's energy policy objectives.

19. The Commission draws the following conclusions from the above analysis:

19.1 The process of restructuring the European refining industry should
continue over the long term, with the aim of maintaining a competitive
industry of an adequate overall size. Further closures will probably be
inevitable but efficient capacity should not be forced to close down in
order to keep in operation plants which are profitable because of
fortuitous circumstances or unfair conditions of competition. In
addition, companies which have made considerable efforts to rationalize
in the past should not be penalized compared with others which have not
made similar efforts because they enjoyed the benefit of artifically
protected markets.

300M(88)238. 2.5.1988.



19.2

19.4

19.5

15.6
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It is necessary to make the most of regional complementarities and
strengthen the European dimension of the companies so that the refining
capacity as a whole within the Community is geared to the interests of
consumers as a whole.,

The deterioration in refining margins in 1987 was to a large extent due
to a lack of flexibility in crude offtake conditions as well as to price
fluctuations. Freer world markets could provide a remedy by making the
supply conditions of oil refineries more comparable.

Steps must be taken to ensure that competition between operators in the
Community, whether they are integrated refiners, independent refiners,
importers or independent distributors, 1is not distorted by thec effect of
national rules and regulations. This will help to open up the markets of
the different Member States. Certain situations which are at present
protected (monopolies and other restrictions) will be altered as a result
of the single market and the disappearance of internal frontiers. This
should lead to greater competition and price alignment.

The Commission has always taken the view that the setting—up by producer
countries of refining and distribution companies on the Community market
is a favourable development provided that the companies in question are
set up on a long—term basis and comply with the rules to which their
competitors are subject and that the investment made is compatible with
the process of rationalizetion in the refining sector. Provided that
these conditions are met, the downstream integration of producers should
not impair the security of supply or distort competition.

In addition, steps should be taken to ensure that all our OECD partners
adopt a comparable attitude vis-A-vis investment by producer countries in
downstream activities.

The follouwing comments are called for as regards the question of surplus
distillation capacity:

Part of the surplus does not raise any major problems to the extent that
it is unused. This is the case, for example, with the reserve capacity
in complex refineries over and above the minimum primary capacity needed
to ensure the profitable operation of the conversion plent which is
linked to it. This is also the case with inland refineries which are at
an advantage, as far as location is concerned, for the light product
market, but cannot fully utilize their primary capacity becau e of the
difficulties encountered in marketing heavy products.
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Following the major capacity reductions over the last ten years, it is
becoming increasingly difficult to take decisions to close down further
capacity. In some cases such decisions mean that part of the market is
no longer served, while in other cases the supply channels have to be
reorganized. However, the decisions in question are part of company
strategy and should not be opposed provided that they comply with the
rules of competition and allow consumers to obtain satisfactory supplies.

A more worrying matter is the question of keeping refineries in operation
or bringing them back into operation, sometimes intermittently, when

factors such as location, the demand structure or the lack of a
distribution network would normally require that they be closed down once
and for all. In a few cases refineries which it had been decided to

close down have been sold and reopened, probably because of the high cost
of closing capacity down and in particular of restoring the site, which
make it preferable for the owner to sell the plant. Another factor is the
presence of buyers with access to supplies of crude under favourable
conditions. Bringing such plants back into service pakes for uncertainty
and does not help to improve the market situation.

Vith regard to the rationalization of facilities, there is a difference
betwecen the Hortherm European earkets, where capacity has been reduced to
a level close to the level of demand, and the Southern parkets, where
there is still a considerable surplus. A special effort will have to be
made to reduce excess capacity and to restructure in the countries in
question. Use should he made of the Community's financial instruments,
where these are applicable, in order to offset the adverse effects of
closures on jobs and the economy in the least-favoured regions.

Taking maximum economic efficiency as the guiding criterion should lead
to the closure of plants with, for example, a low utilization rate, high
operating costs, an unfavourable location or equipment which is unsuited
to the demand structure, and which only massive investment could improve.

The approach adopted by the Council in 1985 to deal with the development
of irports from refineries in the producer countries is still a valid
one, consisting in keeping the Community market open provided that two
conditions are satisfied, namely :
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— that the sa=me attitude is adopted by the other mnjor consurmer rarkets so
as to ensure that market forces distribute among them the burden
resulting from the new trade flows, and

- that a responsible attitude is taken by new exporters, whereby exporting
enterprises comply with normal commercial practices.

As regards the first point, the Commission 1s pleased to note that the
United States has maintained the conditions of access of petroleum products to
its market, and that the change in import policy decided on by the Japanese
Government in 1985 has begun to bear fruit. Nevertheless, it 1is still
concerned about the reappearance of protectionist tendencies in certain

quarters.

As far as the second point is concerned, the conclusion on 15 June 1988 of a
cooperation agreement with the GCC countries should offer the Community new
opportunities for a Jjoint analysis of the situation, and for trade and
industrial cooperation. As indicated by the Council, the subsequent
negotiations on the commercial aspects of relations between the Community and
the GCC will have to take account of the process of restructuring the
refining industry and of the need to maintain a production capacity in line
with the fundamental interests of the Community and its security of supply.
The Commission considers that it will be necessary in this context to define
conditions of access which reconcile the desire of the GCC countries to
safeguard their exports of refined products to the Community with the need to
ensure that these exports are compatible with the interests of refiners and

consumers in the Community.

19.8 The process of rationalizing the refining industry in the Community has
resulted in job losses. Between 1980 and 1986 some 28 500 jobs were lost
in this sector, corresponding to an 18% reduction. A slight further fall
in employment is foreseen between 1986 and 1990, but it should be small
compared with previous reductions.

Given the comparatively moderate number of Jjobs lost and the
possibilities for redeployment or early retirement, refinery closures
have not, generally speaking, caused acute employment problems.
Nevertheless, because of their impact on indirect employment, the
repercussions of closures have been severe 1in regions where the
industrial fabric is not diversified.
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19.9 However serious the problems facing the refining industry in Europe,it is
necessary to avoid taking measures which would make worse the
constraints to which it is subject. It is for the indeetry ilself to
take the appropriate initiativen needed for its restructuring: it is for
the public authorities to establish the environment which will enable it
to do so. We should not cverlook the fact that the scope for individual
action is limited because of the international nature of the oil market.
Consequently, protectionist reactions must be avoided, since they would
pimply spark off similar counter measures outside the Community, and the
end result might be more damaging for the Community than the open and
cooperative approach pursued so fer.
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JIY. OIL CONSUMPTION IN THE CO:RTUNITY

0il and enerpy congsumption in the Community

20. Since the early 19705 oil's share of primary energy consumption in the
Community has fallen sharply, from 63% of +the Community's energy
requirements in 1973 to 47% in 1986, a downvard trend which caa be
expected to continue in the years ahead.
Nevertheless, o0il is still the Community's leading energy source aad is
set to remain so until the turn of the century.
ne of the Community's energy objectives approved by the Council in
September 1986 was to reduce oil's share of energy consumption in the
Community to around 40% by 1995 (33% for imported oil).
The latest national estimates published in the Commission's recent review
of the Member States' energy policies provide further evidence nf the
predominant role played by o0il in the Community's energy supplies™ They
suggest that oil could cover 43% of the Community's energy requiremants by
1995 (see Table 1).

Table 1
EUR-12 : Primary energy consumption 1973-95
In millions of tonnes 1973 1985 1986 1990 1935 l
0il equivalent (Member States!
(M.toe) estimates)

0il 647 489 505 506 501
Solid fuels 232 239 232 245 266
Natural gas 117 185 187 202 211
Primary electricity 33 143 150 168 182
Total primary 1029 1056 1074 1121 1161
energy consumption

gOJ No C 241, 28.9.1986.

CoM(88)174 final, 6 April 1988.
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(1)

(ii)

22.

23.
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An assessment of the sensitivity of oil consumption to crude oil prices
follows later in this section. Two price scenarios are considered:

a high price scenario in which prices bounce back rapidly to between USD
25 and USD 30 per barrel (in 1988 dollars) and oil consumption falls to

485 Mt by 1995;

a low price scenario in which prices hold steady at between USD 15 and
USD 20 per barrel and oil consumption rises to 520 Mt by 1995.

Not only are future price trends an unknown quantity but uncertainties
remain concerning oil demand in transport and industry.

The latest estimates forecast that demand for motor fuels (petrol and
diesel fuel) which, together, account for 33% of all demand for oil,
should grow by between 1.5 and 2% a year until 1995. Higher growth - and
the 1986 and 1987 figures point to demand for these two products growing
by as much as 4% a year - would further increase the proportion of
motor fuels and reinforce the trend towards the lightening of the product

barrel.

Heavy fuel oil consumption in industry is unlikely to increase. In fact,
most forecasts sugpest the opposite.

Should these projections for motor fuels and heavy fuel oil prove true
they are bound to have an impact on refining economics and on investment

in conversion units.

One final wuncertainty which could change the pattern of demand for
petroleum products is the possible increase in heavy fuel oil consumption
at power stations in the mid 1990s. This will have to be watched very
closely if the objective of limiting oil's share in this sector to 15% is
to be attained. The data from the Member States indicate that 14% of the
Community's electricity could be generated from oil by 1995.

Recent 0il consumption trends and short-term prospects (1988)

24.

The downward trend which had continued until 1985 ended in 1986 when
total oil consumption in the Community rose significantly, by over 3%, to
502 Mt.

This higher consumption reflects the big reduction in oil prices in 1986.
Although the fall in crude prices was not passed on completely or
immediately, consumer prices nevertheless fell in most Member States,



- 20 -

thus stimulating consumption. In addition, consumers took advantage of
the attractive prices to build up their stocks, particularly of heating
oil. This too played a part in the increase in consumption.

In late 1986 and throughout 1987 crude prices recovered and fluctuated
around the OPEC marker price of US $18 a barrel. Petroleum product
prices made a slower, less complete recovery than crude oil prices. This
trend made refining far less profitable in 1987, in direct contrast to
the situation in 1986. The latest data indicate that total oil
consumption in 1987 was the same as in 1986.

Based on the economic growth and crude oil price assumptions set out in

25.
Table 2, o0il consumption can be expected to increase in 1988, by
around 2%.
Table 2
EUR-12 Recent trends and main assumptions for 1988
I
1985 1986 1987 1988+

GDP growth (%) 2.5 2.6 2.6 2.5
Inflation rate (%) 6.1 3.6 2.8 3.1
ECU/US$ exchange rate 0.760 0.983 1.154 1.286
Average cif price of
imported crude oil
in US $/barrel 27.5 14.5 17.9 16.0
in ECU/barrel 36.4 14.9 15.6 12.4
Total oil consumption
(in Mt) 486 502 502 510

* Forecasts - June 1988

26.

The upswing in o0il consumption starting in 1986 was attributable mainly
to the sharp increase in demand for petroleum products in the transport
sector, 1i.e. petrol, diesel fuel, aviation kerosene and bunker fuels.
Together, these four products accounted for 43% of all oil consumption in
1986. Their share is expected to grow further in 1987-88.
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Heating oil consumption is no longer falling but has levelled out. Heavy
fuel o0il consumption, however, continues to fall, though deliveries
sshould be only slightly down in 1988.

Annex A-1 sets out data on consumption of each of the main petroleum
products between 1985 and 1988.

iledius-term prospects for oil consueption (1995)

27. lMedium-term oil consumption trends in the Community will depend on a
series of factors, notably:

(i) economic and industrial output growth rates;
(ii) the progress made towards the more rational use of energy;
(iii) oil prices and inter-fuel competition.

28. Two scenarios have been chosen to project likely oil demand trends.
Table 3 presents the main assumptions made in each.

There are two differences between these scenarios and those in th
previous communication from the Commission on the oil refining industry:

(1) the time scale for the projections has been extended to 1995;

(1i) the three 1986 scenarios assuming oil prices of USD 15, 20 and 25 a
barrel (in constant 1986 dollars) representing higher, unchanged or
lower consumption in 1990 than in 1985 have been replaced by two
price scenarios - one for USD 15-20 a barrel (in 1988 dollars) in
which consumption increases up until 1995, the other for USD 25 30
a barrel in which consumption declines from 1989.

Scom(e6)263 final, 13.5.1986.
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Table 3

EUR-12 :Projections for 1995: principal assumptions

HIGH OIL PRICE
SCENARIO

LOW OIL PRICE
SCENARIO

GDP growth

Average 2.6% a year between 1985 and 1995
giving growth of 29% over ten years

0il price
(in 1988 dollars)

Return to US $25-30
per barrel in 1989
and holding steady

Fluctuating between
Us $15 and 20 a
barrel (towards

until 1995 the top end of the
range in 1995)
Total oil consumption 485 Mt 520 Mt

in 1995

29.

30.

31.

The two scenarios both assume the same GDP growth and agree with the
Member States consumption forecasts. As stated in paragraph 8, the
Member States forecast oil consumption in 1995 at 501 Mtoe, in the middle
of the range suggested by the two scenarios.

In the hipgh oil price scenario total o©il consumption would slip back
again after the 1986-88 increase to return to around the 1985 total of
485 Mt by 1995. The breakdown of consumption by product category would
however change between 1985 and 1995, with a 20 million tonnes increase
in consumption of petrol kerosene and diesel fuel in transport being
offset by a similar fall in heating oil consumption in homes and heavy
fuel oil consumption in industry.

In the low o0il price scenario the recent upward trend in oil consumption
would continue to total around 520 Mt in 1995.
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The main driving force behind this growth would, once again, be the
increase in consumption in transport (up 32 million tonnes between 1985
and 1995). Demand for heating oil would hold steady, while demand for
heavy fuel o0il should be around 10 million tonnes down on 1985.

Annex A-2 sets out the consumption data and estimates for each petroleum
product between 1980 and 1995,

Medium—-term consumption prospects as seen by the oil companiesn

32.

Most o0il companies consulted by the Commission expect consumption in the
Community to remain close to 1987 levels, albeit with significant
differences from one Member State to another. Increased demand for fuel
in transport should be offset by lower demand for heating oil and fuel
oil. Nevertheless a few companies predict that consumption could decline
to the 1985 1level by 1995, The o0il companies! total consumption
projections therefore fall within the ranges suggested in the two
scenarios considered by the Commission.

Generally oil prices should range between USD 15 and 25 (in 1987
dollars); they could move outside these limits but not for long as
corrective factors would gsoon come into play. Price elasticity of demand
is thought to be weaker than it was at the time of the 1986

consultations.

Inter-fuel competition

33.

The 1995 consumption estimates for the two scenarios are based on the
general assumption of abundant supplies of o0il and its rival fuels
throughout the period covered. The following additional assumptions were
made as regards competition in specific sectors.

In the residential and services sector, the trend to replace oil by
natural pas and, in some Member States, electricity is likely to continue
if oil prices rise again but would end if prices remain low.

There seems to be no threat to the preference for coal at existing power
stations no matter what the oil price scenario since exporters of coal to
the Community have already proved flexible enough to adjust their prices
downwards. Nevertheless, bearing in mind the heavy investment needed to
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receive and handle coal, persistently low oil prices could influence
decisions to build new power stations, especially since some
Member States have mothballed oil-fired power stations which could be
recomnissioned without great cost.

Possible decisions by certain Member States to defer the construction or
commissioning of nuclear power stations could result in some oil-fired
pover stations being brought back into service.

Finally, there has been a certain amount of pressure to burn more natural
gas at power stations.

In industry, there are four main reasons for the decline in consumption
of heavy fuel oil:

(i) industrial restructuring and the switch to less energy-intensive
products;

(ii) the campaign to save and make more efficient use of energy;

(iii) the concern to protect the environment; and

(iv) the switch to rival energy sources.
These changes will continue in the years ahead, albeit with a smaller
reduction in fuel oil consumption. Restructuring is sure to continue but

persistently 1low energy prices over several years could delay
technological developments leading to greater energy efficiency.

To sum up the prospects for greater inroads by rival energy sources in
industry: :

- electricity should capture a larger share as specific applications
develop;
- coal should find it difficult to increase its share since most large

consumers who found it to their economic advantage to switch to coal
have already done so (for example cement works), while the
disadvantages of handling and burning coal which have deterred small
and medium consumers in the past are likely to remain.



36.

37.

- natural gas is likely to continue to increase its share as the grid
is extended in the Member States which currently have limited
facilities (Spain and Ireland) or none (Greece and Portugal). This
increase in market share can be expected to continue in both oil
price scenarios since gas prices are aligned on the price of
petroleum products albeit after a certain time lag.

There could be a far bigper increase in natural gas's share and a
gspectacular decline in fuel oil use if the Community or individual
Member States were to adopt environmental protection 1legislation so
strict that fuel o0il was virtually forced off the market.

Industrial sources suggest that this will probably occur in Germany once
all the Community and German standards on the prevention of pollution by
gaseous emissions from combustion plants enter into force. In this case
by its very nature as a clean fuel natural gas would emerge as the
substitute fuel.

In this connection it should be noted that one of the principal
objectives of the Community 1legislation, and in particular, of the
proposed directive on large combustion installations, is to avoid
policies which could contribute to the elimination of one of the
competing fuels. The different emission limit values proposed for each
of the fuels have been established with this in mind. This is not to
question, however, the competitive advantage of natural gas by virtue of

its cleanness.

The measures taken as part of the programme to complete the internal
market to harmonize excise duties on petroleum products and to bring
closer the VAT rates for various fuels could radically change the
competitive position and hence the various patterns of consumption of
energy and of different petroleum products in certain Member States.
However, 1in the Community as a whole they should have little impact on
consumption of each energy source if the Commission's proposals to align
the rates on the current average are implemented.

Inter-fuel competition as seen by the oil companies

38.

Most oil companies feel that all fuels should compete on equal terms and
that the tax or other advantages enjoyed by natural gas, coal and
clectricity should be abolished. This would promote flexibility between
fuels and encourage large consumers to equip themselves to burn two or
more fuels at their plants.

Nevertheless this demand for neutral taxation of the various forms of
energy conflicts with one of the Community's energy objectives - to
reduce oil consumption and, hence, the Community's dependence on imported
oil.
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CRUDE OIL SUPPLIES AND INPORTS OF PETROLEUM PRODUCTS

Crude oil nupplies

Pattern of supply

39.

40.

Before 1974 the Community imported almost all its crude oil, primarily
from OPEC members. Today the pattern of supply is far more diversified,
with the Community producing around one-third of its crude oil itgelf and
importing the other two-thirds from a wide variety of sources (see Annex

A-3).

Thus crude oil production in the Community (which has Jjust 1.4% of the
world's estimated oil reserves of 96 000 Mt) has grown steadily since
1974 when it stood at just 13 Mt or 2% of the Community's supplies.
Boosted by the jump in o0il prices from around USD 3 per barrel in 1973 to
USD 34 in 1981, production in the Community peaked at around 149 Mt or
34% of the Community's needs in 1986. In 1987 crude oil production in
the Community fell for the first time, to 145 Mt. The United Kingdom
still produces almost 85% (122 Mt) of the Community's output although all
the other Member States except Belgium, Ireland, Luxembourg and Portugal,
also produce some oil, from as little as 1 Mt in Greece to S5 Mt in
Denmark. Most of the oil produced in the Community is also refined in
the Community, only a small proportion (no more than 20%) being exported,
most of it to the USA. Projections based on today's oil prices foresee a
further decline in output until 1995, particularly in the United Kingdom,
with output then levelling out at just above 100 Mt.

0il imports from non-Comrunity countries fell steadily between 1974 end
1987, accompanied by a marked diversification of sources of supply.
Total crude oil imports fell from 560 Mt in 1974 to 328 Mt in 1986 and
1087. Industrialised countries' (principally Norway) share of supplies
rose from 0 to 7% and the Suviet Union's from 1 to 6%, while the
developing countries' share plummeted from 97% to 57%. OPEC provided no
more than 45% of the Community's supplies in 1987 compared with around
94% in 1974, The Gulf Cooperation Council members bore the brunt as
their share fell from 45% in 1974 to just 14% by 1987. Consequently, the
Community's crude oil supplies are now far more diversified than they
were ten years or so ago, which is fully in line with the Community's
security of supply objectives. The projections for o0il consumption ‘and
production in the Community suggest a steady increase in imports, with
the sources depending, as in the past, primarily on availability and
price. The security of supply objective implies that the emphasis must
be placed on prospecting for and producing new resources in the Member
States as well as on maintaining a satisfactory variety of sources of
supply for imports from outside the Community.
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Quality problems

41,

42,

As environmental regulations have been tightened up and the pattern of
demand has changed, greater emphasis is being placed on the availability
of light, Ilow-sulphur crudes than in the past. The average API gravity
of crudes processed — apart from the period when additional heavy fuel
oil was required because of the 1984 miners®' strike in the United Kingdom
— held relatively steady until 1985 when the crude slates began to
lighten before becoming heavier again in 1986 when Spain and Portugal
Joined the Community. At the same time the sulphur content of imported
crudes fell steadily to an average of 1.1% by 1985. Since 1986, however,
it has risen slightly and now averages 1.36% (see Annex A-4).

Most of the industry does not share the fears voiced by certain circles
that the supply of 1low-sulphur light crudes might not be enough to
satisfy demand and considers that supplies should be adequate at least
until 1995.

On the supply side, there is still a significant surplus worldwide of
low-sulphur crudes, as can be seen from the narrow price differential
between low-sulphur and high-sulphur crudes. Norway will continue to
step up its output of low-sulphur crudes in the years ahead, though
output from the United Kingdom will fall. Recently, new fields of this
type of crude were discovered in Venezuela, Yemen and the Soviet Union.
On the demand side, consumption of heavy fuel oil is continuing to fall,
both in absolute terms and as a proportion of consumption of petroleum
products, not only for environmental reasons but also as a result of
inter-fuel competition and energy policy.

Taken together, these supply and demand trends suggest that there will be
enough low-sulphur crude to satisfy demand until 1995 at least, despite
the expected tightening-up of environmental standards in the Community.
Some observers fear that after 1995 growing demand for low-sulphur crude
in the USA could create tension on the world market which would trigger a
sharp increase in the price of low-sulphur crude in comparison with
high-sulphur crude.



28 -

EUR-12 -- IUBORIS_QFE_CRURE_QIL_AUD _PETIROLEUM PRODUCISG

EROH_THIRD _COUNTIRIEG _TIQ _THE EUROPEAN COMMUNITIY (EUR-12)

Changes_between_ 1986 _and_1987_by_economic_blog

ICrude o0il
| (excluding

lsetroleum
| products
tfeedstocks)!i(including

ICrude oi

| texcluding

J— Al n AN B a

1 IPetroleum
|products
|feedstocks) i (including

|

|

]

I

|

! D lfeedstocks) | tfeedstocks)l
1 - ———_l1HZt [_.%__1Mt l__% LM l__%__I1HML___L _ _%_ .1
| ) . 1 i r ) ; % I
I1A. Industrialized ! | | 1 ] I ] ! |
] countries | 251 8l 211 211 301 91 221 201
| Norway | 251 81 21 21 38t 91 31 31
I USA | - - 101 101 - -1 g8l 71
| | | | | | | | | |
1B. Developing I | | | | | 1 ! |
| countries i 2641 801 4514 441 2521 771 451 421
| OPEC | 2241 681 371 361 2011 611 gl 351
] OAPEC | 1731 531 381 371 1571 481 401 371
| GCC | 831 251 171 171 621 191 171 161
| 1 | I | ] ! ] | ]
IC. State-trading | | | I | ] | 1 |
| countries 1 231 71 361 351 261 81 411 381
| Soviet Union | 231 71 281 271 261 81 311 291
I__ l_ | 1 ] 1 ] | | 1
ITotal for all | | | ] | | 1 1 |
Inon-Commugity | 1 1 | | 1 | | |
leouniries _ ________1__3281__19@e! _1@2:!_ __10@1_ _3281_1@e@e1 _ 19081 1801

1Totals A, B and C plus imports of unspecified origin.

Source: External trade statistics of the Community

(NIMEXE system).
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Imports of petxroleun products

43.

For many yearc the Community has pursued a 1liberal policy on oil
irports from non-Community countries.

In practice, the duties laid down in the Common Customs Tariff (CCT)
have not been reimposed at any time eince 1979 even though some
exporters have repeatedly exceeded the ceilings et under the
Generalized System of Preferences. (GSP)

In June 1985 the Comnunity introduced Ebnitoring on imports and
information systems so as to gain an understanding of exporters!
intentions. A cimilar system was adopted in July 1985 for the
larger group of countries in the OECD/IEA. The Community maintains
close contact with the exporting countries concerned so that the two
sides can compare oil supply and demand forecasts.

In this way the Community regularly acsesses the impact of its
current policy of giving new exporters an opportunity of
establishing stable outlets on the Corununity market previded they do
not endanger the maintenance of a sufficient level of refining
capacity to gatisfy the legitimate concern for security of supply.

The situaticn todav

44.

45.

46.

Grosn imports of petroleum products (including feedstocks) from
third ccowmtries were about 1098 Mt in 1987, i.e. an increase of 6.5%
{6.6 Mt) compared with 193€, most of this incrcase being shared
between France and Italy. Deducting the 32 Mt exported to
non-Community countries (the same as in 1986), the Community
imported a net 76 Mt, including feedstocks, almost 7 Ht more than in
1986 (see Annexes B-1, B-3 and B-9).

Looking at the cources of supply, between 1986 and 1987 the
State-trading countries' phare grew. fastest (by 13% or 4.6 Mt),
followed by the industrialised countries' (7.5% or 1.5 mt) and,
finally, the developing countries' (up 1% or 0.5 Mt). The
developing countries remained the leading source of supply in 1987
at 42%. The State-~trading countries' share has grown, however, to
38%, the highest fipure in recent yearn. The industrialized
countries' chare of supply is holding steady at around 20% (see
Annexes B-1 and B-S)

Analysing the changes in petroleum product imports by custowrn
tzentment, imports nt zero duty were slightly down on 1986 at 61%.
Within this category imports for sapecific processing or chemical
convernion continued to take a large share at 48 Mt, almost half the
total, though salightly dJdowmn on 1986. Imports covered by the
Generalised System of Preferences (GSP) took their share of all
inmports up to 21%. Consequently, only around 18% of oil imports into
the Comnunity in 1987 were liable tc the normal Common Customs
Tariff (CCT) duties. This proportion has held relatively steady
over the last few years (See Annex B-6).

The breskdown of imports by product category for 1987 shows, as wag
traditionally the case before the introduction of the "netback
deals" in 1986, & return to the growth trend in heavy oils (gas oil
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and fuel oil) which again take over two-thirds (68%) of the total or
73 Mt. Much of this increase in impecrts of heavy oils and, in
particular, fuel o0il (up 4.3 Mt) can be attributed to greater
censumption at power stations, especially in Italy. Light oils’
share fell a little to 20%, while that of other products {LPG and
petroleum coke) held relatively steady (see Annex B-7).

Intro-Comsunity trade in petroleum products in 1987 was around 9%
down on 1986, with a total volume of 86 Mt. The 1987 figures for
trade in petroleum products between the Member States confirm the
Netherlands (31 Mt), the United ¥ingdom (S5 Mt) and Spain (5 Mt) as
the leading net exporters and Germany as by far the top importer (at
29 Mt). Howaver, after adding trade with non-Community countries
only the Netherlands (at 20 Mt) and Spain and Greece (approximately
3 Mt) remain net exporters of petroleum products (see Annexes B-2
and B-9).

Fipures for 1987 show that the Community as a whole imported a net
27 Mt of finished petroleum products, excluding feedstocks, (total
imports minus total exports) or around 6% of its total consumption.
This is comparable to the volume recorded for the Ten in 1985 but
significantly higher than the 1986 figure (see Annex B-10).

Prospects for imports of products from third countries

49,

£0.

There ic nothing to suggest any significant increese in oil imports
from non-Community countries over the next few years. There are
several reasons for reaching this conclusion.

First, the moves to liberalise internationnl trade in oil products
are continuing and being stepped up, particularly in Japan, which
sharply increased its imports of all product categories in 1986 and
then again in 1987, According to the OECD data, net imports now
cover 24% of consumption in Japan, and 3% in the USA (6% in the
Community). While certain circles in the USA are still calling for
the introduction of an import fee, care will have to be taken during
the bilatsral and multilateral discussions within the IEA/OECD and
GATT to avcid decisions dictated essentially by budget
considerations but detrimental to international trade in oil.

Second, there are signs of a stabilization in imports from the crude
0il producing regions which brought into service new refining
capacity gecred to the export market, particularly the countries in
the Gulf Coaperation Council. Ho further major increase is expected.
Indeed, having regard to the capacity in service or scheduled to
come on stream in the near future &and the cxpected increase in
consumption in the countries concerned and their neighbours, the
surplun of exportabile o0il productn should start to fall steadily in
the early 1930's, particularly eamongst the OAPEC (Organisation of
Arab Petroleum Exporting Countries) members.

Finally, if the trend observed over the last few years for the
produzing countries to invest in the downstream branches of the oil
industry in the Community were to ccntinue, the countries concerned
vould probably concentrate on exporting crude oil, rather than
refined products, to the Community market.
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Relations with the Gulf Cooperation Council (GCC) countries

51.

52.

The Cooperation Agreement concluded on 15 June 1988 between the
Community and the Gulf Cooperation Council countries (Bahrain,
Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates)
should help to bring about closer economic cooperation between the
two sides. In the case of energy, this agreement should make
possible in-depth analyses of trade in oil between the two regions
and of their industrial implications, particularly for the refining

industry.

The oil industry in the Community has shown interest in these first
steps towards bringing the Community and the GCC countries closer
together. The Commission believes that the industrial cooperation
planned should focus on areas in which the two sides complement
each other and take account of the interests of oil companies in the
Community and the GCC in the upstream and downstream parts of the
oil industry in the two regions. The industry must therefore be
involved in implementing the cooperation agreement since attainment
of its objectives will depend to a large extent on the industry's

voluntary cooperation.

Ag for the possible conclusion of a trade agreement, <the Commission
will as required by its mandate from the Council in accordance with
the GATT rules, ensure that any industrial and trade measures
adopted in no way Jjeopardize the restructuring of the refining
industry and the maintenance of the refining capacity needed in the
Community to safeguard its security of supply.

In keeping with its longstanding policy of 1liberalizing
international trade in oil, the Commission is convinced that closer
relations with the GCC countries and other exporters will help to
make the world oil market work better to the benefit, in the final
analysais, of all oil-importing and oil-exporting countries.
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THE STATE OF THE REFINING INDUSTRY AND ITS PROSPECTS

Refining industry worldwide

53‘

54.

55,

As a result of the integration of the world markets for crude oil
and refined products the Community refining industry is now affected
to a large degree by the refining situation in the other parts of
the world.

Changes 1in primary capacities, refinery throughput and rates of
utilization between 1980 and 1986 for the main areas of the world
are shown in Annex A-5.

Yorld primary capacity was reduced by some 8% between 1980 and 1986
as a result of closures in primary capacity in the Community (-33%),
in the United States (-14%), in Japan (-16%) and in the rest of the
world (-2%). These closures have been partially offset, however,
by the creation of fresh capacity in Africa, the Middle East and CPE
countries (increase of the order of 15%).

Refinery throughput decreased by 5% in the world as a whole; the
regions where capacity was reduced are also the regions where
refinery throughput decreased. In contrast, throughput increased
in Africa, the Middle East and CPE countries. :

The averapge utilization of primary capacities in the world increased
very little between 1980 and 1986 (from 74 to 76%), the increase in
the rate of utilization in the Community, the United States, Africa
and the Middle East being almost offset by drops in utilization in
Japan, CPE countries and the rest of the world.

Developments in 1987 are thought not to have changed fundamentally
the situation described by the 1986 figures because of the relative
stability at world 1level both of refining capacities and of oil

demand.

The situation in the. refining industry is still marked by a world
purplus of the order of one quarter of the installed primary
capacity. This surplus refining capacity in a market with ample
supplies of crude oil will continue to exert downward pressure on
the profitability of refining operations both in the world and in
the Community. '



Refining capacity in the Community

56.

57

58.

Since 1980 there has been a continued reduction in primary
distillation capacity in the Community, which has fallen from
920M t/year in January 1980 to 595M t/year in January 1987, i.e. a
reduction of 35% in seven years or come 5% a year,

1987 was marked by a significant drop in the rate of closures,
capacity decreasing by 3M t/year (i.e. 0.6%) to 592M t/year in
January 1988.

1988 and 1989 should see the 1987 trend continue. According to the
information received from oil companies primary installed capacity
should drop slightly, reaching 578M t/year in January 1990. By
then the total reduction in primary capacity since the beginning of
1980 will amount to 342M t/year (i.e. 37%).

Some distillation capacity which had been temporarily closed in 1985
or had been mothballed was reactivated in 1986, taking advantage of
the general upswing in the profitability of refining operations in

that year.

Some installations were sold to new operators, e.g. the RBP refinery
in Antwerp was bought by NYNAS and the Korean company DAEWQO while
the EXXON refinery in Hamburg was bought by a subsidiary of COASTAL.

Recommissioning of these plants and the continued operation of
capacities expected to be shut down contributed to the reduced
rate of restructuring observed in 1987.

The Community's refining capacity, which stood at 592 mio.t/y at 1st
January 1988, is divided among four large categories of operators in
the following way :

- 24% belongs to integrated companies whose refining capacity is
essentially located in one Member State. This group includes
CEPSA, DEP, ELF, ENI, PETROGAL, REPSOL and VEBA.

— 21% belongs to companies which are present in two, three or four
Member States. This group includes CFP, PETROFINA, KPC, MOBI! and

TEXACO.

~ 32% belongs to companies which have refineries in at least five
Member States. This group includes BP, ESSO and SHELL.

- 23% belongs to independent non-integrated refiners such as SARAS
whose refining activity is located in a single member state.
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As regards market sales, those companies whose refining activities
are concentrated in a single Member State gencrally realise the
greater part of their sales in that country. The sales of companies
which refine in several Member States, on the other hand, trnnd to be
more evenly divided among the different Member States whether or not
they manufacture there.

59. Developments in primary capacities by lember State since 1980 are
summarized in Table 5 below and are given in more detail in Annex A-7.
A complete list of capacity changes since 1985 (shutdowns, reductions and
increases by Member State and by refinery concerned) is given in
Annex A-8.
Table 5: Reduction in primary capacities between 1980 and 1988
(Situation as at 1 January).
1980 1988 % change
(million tonnes/year) 1988/1980
Belgium 55 32 - 41%
Denmark 11 9 - 21%
Germany 154 84 - A5%
Greece 20 18 - 12%
Spain 72 62 - 14%
France 167 99 - 41%
Ireland 3 3 0
Italy 180 118 - 34%
Netherlands 102 65 - 36%
Portugal 19 14 - 24%
United Kingdom 137 88 - 36%
EUR - 12 920 592 - 36%

Primary capacity shutdowns since 1980 were proportionally greater in Germany
(-45%) and in Belgium and France (-41%). Italy, the Netherlands and the
United Kingdom were close to the Community average (-36%). In the other
Member States closures were on a lesser scale: Portugal (-24%), Denmark
(-21%), Spain (-14%), Greece (-12%) and Ireland (0%). .

In 1990 Italy should join the group of countries that have reduced their
capacity the most, with a percentage fall of 42%, provided that the reductions
currently scheduled (-14M t/year), involving the closure of two refineries and
a reduction in capacity at others, are actually achieved.

60. The rates of utilization of primary capacities in the Community irmproved
appreciably in 1986 compared with 1985 because of the increase in
refinery throughput. For the Community as a whole the average rate of
utilization, calculated in terms of the total quantities of crude oil and
feedstocks processed, rose in 1986 from 68% in 1985 to 78% in 1987.

61. Nevertheless, the Community average conceals very different pituaticns
in the various Kember States. (see Annex A-9).

In 1986, for example, the rate of utilization was over 90% in Germany,
Denmark and Greece, over 80% in Belgium, Spain, the Netherlands and the
United Kingdom, but only 66% in France and Italy, 59% in Portugal and 53%

in Ireland.
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The low rates of utilization in these four Member States are due to
special circumstances or to particular developments in their oil markets.

In France restrictions on imports of petroleum products, in particular
from non-Community countries, were recently lifted, bringing about a
rapid increase in imports up to end 1987. * The fierce competition in

France for the marketing of motor fuel (especially from supermarkets)
prompts operators to look for the cheapest supply and, given the current
state of the oil market, to import products.

In the past Italy was a net exporter of refined products thanks largely
to contract processing, but this has gradually fallen off and Italy has
become a net importer of refined products. Despite the closures
achieved surplus capacity has been kept in reserve and this is reflected
in the rates of utilization.

As for Ireland and Portugal,the latter has refineries with a capacity
which is out of all proportion to the local market while in Ireland,
operating costs are high and throughput is kept to the technical minimum.

An analysis of the distribution of prirmary caopacities as a function of
their rates of utilization is given for the Member States and EUR-12 in

Annex A-10.

This analysis is based on detailed information received by the Commission
from the o0il companies consulted and comprises primary capacity,
quantities processed and rate of utilization for a large number of

. refineries established in the Community. The principal conclusion that

can be drawn is that at Community level only 58% of the primary capacity
operates at a rate of utilization of 80% or more, that 32% of the
capacity is used at between 60 and 80% and the remaining 10% at only
between 40 and 60%.

A look at the geographical breakdown shows that in the North of the
Community (B, D, DK, NL and UK) 82% of primary capacity is used at a rate
of B80% or more whereas in the South of the Community (E, F and I) this
figure falls to only 37%, confirmation that surplus capacity is
proportionally greater in those three countries.

The method of calculating the rate of utilization does not meet with
unanimous agreement among the oil companies consulted. Some suggest
calculating it solely in terms of the quantities of crude oil and natural
gas condensates, excluding all the other feedstocks processed.
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Others use the method adopted by the Commission in its successive reports
on refining, namely, to calculate the utilization rate in terms of all
the quantities of crude oil and feedstocks processed in the refineries.
Although this method does not give an accurate measure of the utilization
of distillation units during a given year, it gives a better indication
of the capacity of the industry in the Community to meet demand by
processing solely crude oil should this become necessary or economical.

To indicate the importance of the convention followed the rates of
utilization in Annex A-9 have been calculated by each of the two
alternative methods. A difference of the order of 6 to 7% is apparent
between these two methods of calculation for the Community as a whole,
e.f. 71 and 78% respectively in 1986.

For the Member States this difference between the maximum and minimum
rates of utilization varies according to the relative proportions of
crude oil and feedstocks in refinery supplies. It is of the order of 1%
in Ireland and Portugal but close to 10% in Germany and the Netherlands,
refineries in these two countries (as indeed in Belgium, Denmark and the
United Kingdom) wusing a higher proportion of feedstocks than the

Community average.

The tendency for converaion capacity in the Community to increase, which
started in 1973, has accelerated since 1980, rising from 100M t/year in
January 1980 to 169M t/year in January 1985 and 179M t/year in January
l988. It currently represents 24% of primary capacity.

The fipures received from the oil companies indicate that conversion
capacity will reach 181M t/year in 1990.

New units for hydrocracking, hydroconversion of residues and coking will
come on stream in 1988/89 while catalytic cracking capacities will remain
stable and thermal cracking and visbreaking capacities will fall (see

Annex A-11).

There was thus a period of rapid increase in conversion capacity between
1980 and 1985, by an average of 13% a year, followed by a period of very
low growth between 1985 and 1990, with an average of 1.4% per year.
This trend must be seen in the lipght of the profitability of. conversion
operations, which was very high at the beginning of the 1980s but which
gradually diminished towards the mid-1980s. ‘
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The beginning of the 1980s was also & period when heavy fuel oil
consumption dropped sharply: the proportion of heavy fuel oil changed
from 33% of consumption (inland deliveries and bunkers) in 1980 to 21% in
1985, which created a need for new conversion capacities over that

period.

Since 1985 the downswing in the consumption of heavy fuel oil has slowed
appreciably, the drop in inland deliveries being partially offset by an
increase in deliveries for bunkers. Heavy fuel oil now accounts for

about 20% of consumption.

By 1995 heavy fuel oil should stabilize at around 19.5%, for the two
price scenarios set out in Chapter III.

An examination of the changes in conversion capacities in the
Hember States (see Annex A-12) shows that in 1980 only Germany (16%) and
the United Kingdom (11%) had a ratio of conversion to primary capacity
higher than the Community average, which at the time was around 9%.

In the other Member States the ratio between conversion and distillation
capacities was fairly low (between 4 and 9%) and ‘in Ireland, there was no
conversion plant whatever.

In 1988 conversion capacities are higher than the Community average in
Germany, the United Kingdom and Greece (30% of primary capacities) and
are close to the Community average (24%) in France, Italy and the

Netherlands.

In the other Member States the figure varies between 11 and 20% (zero for
Ireland). The relative increase in capacities can also be seen to have
been greater in Greece, Spain, Italy and the Netherlands.

The marked relative increase in conversion compared with primary capacity
is due both to an increase in installed conversion facilities and to a

decrease in primary capacity.

Some differences observed in the degree of conversion capability, can,
however, be explained by differences between the Member States in the
structure of demand and in export potential.

Product-upgrading capacity has developed steadily in recent years in
order to meet the tougher quality and environmental protection standards

required for petroleum products.

The main units that have and will be used are required for two main
purposes.

One is to increase the production of components and petrol with a high
octane number (units for reforming, alkylation and the production of
oxygenated compounds such as MTBE) in response to the reduction in the
lead content of leaded petrol and to the introduction of lead-free

petrol.
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The other is the desulphurization of an increasing proportion of gas oil
in view of the lowering of the sulphur content of this product and the
desulphurization of intermediates (generally the products of vacuum
distillation) which feed the catalytic cracking units.

The development of upgrading capacities and the improvement of existing
units should continue over the years to come, in particular to meet
growing sales of lead-free petrol, since from 1988/89 onwards certain new
vehicles will have to use this grade of fuel in all the Member States.

The Community's refining balance

68.

69.

The Community's overall refining balance since 1980 and the prospects up
to 1995 are given in the form of a graph in Annex A-14, a summary table
in Annex A-15 and a simplified table below (see Table 6). '

The main observations to be made on the changes in the industry between
1980 and 1987 are as follows:

. a drop of 75 million tonnes in the consumption of oil (from 577 to 502
Mt);

. an increase of 25 million tonnes in the net supply of finished
products, including 15 million tonnes from increased net imports from
non-Community countries (rising from 12 to 27 Mt);

« & reduction of 100 million tonnes in refinery throughout;

. the closure of 325 million tonnes a year of primary capacity, a
reduction of 35%;

. a rise in the average utilization of primary capacity from 62% in 1980
to 79% in 1987.

According to the scenarios put forward in Chapter III for the period
1987-1995 the following would occur :

. oil consumption would drop by 17 million tonnes according to the high
price scenario or would increase by 18 million tonnes according to the
low price scenario;

. net imports of finished products from non-Community countries would
stabilize at their current level;

. the quantities processed in the refinery would drop by
15 million tonnes (high price scenario) or rise by 20 million tonnes
(low price scenario);
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. primary capacity would decrease by almost 20 million tonnes;

. the rate of utilization of primary capacity would stay at its current
level (79%) according to the high price scenario or increase up to 85%
in the low price scenario.

Table 6: Community refining balance (1980-1995)

1980 1987 1995 1995
Millions of tonnes SCENARIO SCENARIO
25-30%/bbl 15-20$/bbl

1. Total oil con-

sumption 577 502 485 520
2. Total refinery

throughput 570 472 455 490
3, Primary capacity

(as at 1 January) 920 595 575 575
4, Rate of utilizat.

(4 =2 : 3) 62% 79% 79% 85%

70. For the Community refining industry, therefore, the "high oil price"
scenario would mean the continuation of the present situation with the
gross margin of spare primary capacity of the order of 20% (25% taking
only processed crude oil into account and excluding feedstocks).

The "low oil price" scenario would be better for the industry because of
the increase in refinery processing resulting from higher consumption.
This scenario would lead in 1995 to a lower gross surplus primary
capacity of the order of 15% (20% taking only crude oil into account).
Whatever the scenario there will still therefore be higher primary
capacity than total o0il consumption in the Community and the industry
will have sufficient capacity overall to cover demand.

71. The refining balance by product for the Community is given in Annex A-16

for 1985, 1986 and 1987. This table presents a comparison, for each of
the main categories of product, of the net production in the refineries,
i.e. production after deduction of process fuel, with the demand for
petroleum products (inland deliveries and international bunkers).
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An analysis of the balance by product over
that:

- Community production has remained higher tl
5 to 6 million t/year) and kercsene (likew:

- the Community still shows a negative bala
(5 million t), naphtha (6 to 10 mill
24 million t) and "“Other products" (5 to

— for heavy fuel o0il the Community went froi
(7 million t due partly to the miners' str:
a surplus situation in 1986 and 1987 (2 to

The figures in the balance by product (i.e.
versus demand), as set out in Annex A-16, ar
for imports from non-Community countries.
borne in mind that:

- a large part of imports from third countri

- an unknown proportion of products leaving
entered as net production is in fact rej
refinery which regard it as feedstock.

These points are particularly important in t

The question of dependence on imports of gas
the o0il companies, who consider that the |
production in gas oil, as a result of econom
does not present any particular risk for sup

On the one hand, +the traditional suppliers
Africa and the Middle East, have surpluses
the Community market.
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In the long term problems could arise however if external supplies of gas
oil were to stop permanently since conversion facilities in European
refineries are mostly catalytic cracking units of the FCC type (fluid
catalytic cracking), which have a higher yield of petrol than of gasoil.

Employment in the Community refining industry

74.

75.

Employment trends in the Community refining industry can be seen from the
statistics published by EUROSTAT (see Annex A-17).

The first point to emerge from an analysis of these figures is that the
years 1978 to 1980 were the period of maximum employment in the refining
industry, with around 160 000 direct Jobs according to EUROSTAT. This
was also the period when refining capacity in the Community reached its

highest level (920 Mt/year).

Since 1980 the number of Jjobs in the refining industry has dropped
regularly, mainly because of closures of surplus capacity, but also
through the gradual introduction of automation, especially the automated
control of the refining processes.

The tendency towards fewer Jobs has, however, been moderated by the
addition of new conversion units in the refineries which were kept in
operation. As shown in Annex A-11, conversion capacities increased by
70% between 1980 and 1985 (and by 80% between 1980 and 1988).

In 1986, for example, the last year for which EUROSTAT figures are
avallable, the level of employment was 131 500 units. Job losses in the
refining industry can therefore be estimated at 28 500 between 1980 and
1986, i.e. an 18% drop over the gix years or a yearly average of 3%.

What can be expected after 1986 is a gmaller drop in the number of
refining jobs because of the lower number of closures in 1987, which is
likely to be confirmed according to the forecasts of the oil companies
consulted. Between January 1986 and January 1990 capacity closures
already made or scheduled are estimated at 40 million tonnes/year,
whereas between January 1980 and January 1986 300 million tonnes/year of
capacity had been shut down. The second cause for job losses, namely
automation, should also have less of an impact since most refineries have

now already been equipped.

It should also be noted that new units will continue to be introduced in
the refineries, in particular for the production of lead-free petrol and
gas oll with a low sulphur content, and this will have a positive impact

on the level of employment.
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In addition to direct job losses, it is necessary to assess the impact of
restructuring in the refining industry on indirect employment. On this
point the estimates put forward by, the Commission in its previous
communication on the refining industry’ remain valid.

Indirect employment in companies working for the refineries {especially
maintenance and services) will be one to three times as much as direct
employment in the refineries.

However, these 1indirect employment losses have been partly offset,
overall, by the positive impact on the economy and employment of major
investment programmes in the refineries since 1980. Nonetheless, these
new jobs are often created in different places from the ones where the
refineries are closed down and cannot therefore make up for losses at

local level.

Refinery closures 1in regions where the industrial fabric is not
diversified have posed or will pose serious problems for the regional or
local economy. For eligible cases the Community's structural Funds
could be mobilized in addition to national measures to soften the blow of
closure and develop new activities to generate jobs.

The Commission consulted the European Trade Union Confederation (ETUC)
when preparing this report on the refining industry. As far as aspects
connected with employment are concerned, the workers' representatives
emphasized:

- the extent of dindirect employment losses, especially in the
less-developed regions of the Community;

- the extent of job losses in the distribution sector, which is not
covered by the figures relating to refining. The programme to
rationalize motor fuel dictribution in Italy, for example, could lead
to a reduction in the present number of sales outlets from 35 000 to
20 000, i.e. a loss of at least 15 000 jobs over the next few years;

— the lowering of the level of qualification for jobs as a result of the
growing use of services companies for work in the refineries, which
would also have a negative effect on the operating safety of the
installations.

7coM(86)263 final, 13.5.1986.
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Profitability in Refining

78.

79.

80.

One of the main concerns expressed by the companies is the
unprofitability of refining in the Comrmunity. This is not, needless to
say, a problem peculiar to the Community but on the contrary one which
affects the industry to a greater or lesser extent in all regions. It
results from the longstanding gobal excess of refining capacity which
still persists despite considerable reductions not only in Europe but
also in the United States and Japan. Given the close links between the
various international o0il markets and the relatively free movement of
petroleum products from one to another, the Community market cannot be
considered in isolation from the general world supply/demand balance.

Poor profitability is not a new problem and indeed, except for 1979 and
1986, when abnormal conditions prevailed, margins in the Community have
been inadequate ever since the mid seventies. Companies state that
during this long period they have rarely earned sufficient income from
manufacturing to cover their full costs (of the order of $20-25 per ton
for a complex refinery), let alone to finance investments to meet new
environmental restrictions and changing product requirements. At times
they have barely recovered variable costs of some $2.5 per ton (excluding
process fuel at about 33.5 per ton of throughput).

In recent years mnargins in the Community have fluctunted very
congiderably as can be seen from Annex A-14 which compares the netback to
refineries from the market with the cost of crude oil over the period
from early 1984 to late 1987. This graph demonstrates that, having
remained at an extremely low level from Q1/1984 to Q1/1985, the gross
margin rose gradually to reach about $30 by Q1/1986. It then rose
sharply in Q2/1986, following the introduction of netback pricing for
crude oil -~ which effectively guaranteed the refiner the full recovery of
his costs - only to decline steeply in the second half of 1986, as OPEC
moved back to a régime of official prices. By the end of that year
refining was again making a loss and continued to do so throughout 1987.
After reaching a low point around the turn of the year, margins are
estimated to have recovered strongly in the first quarter of 1988, helped
by the decline in crude oil prices and the continued weakness of the
dollar against the Ecu. Retrospective discounts since given by some
producers have also improved the results of refining at the end
1987/beginning 1988,

Companies are agreed that the underlying couses of low profitability in
the Community as elsewhere are the persistent over-supply of petroleun
products to a declining market and the high costs resulting froa excess

capacity in the refining system.

It is clear from earlier paragraphs that much has been done since 1980 to
reduce the burden of excess primary capacity. In most Member States the
manufacturing activity has been extensively rationalised and utilisation
rates have been restored to satisfactory levels. Moreover, as a result
of substantial investment in conversion plant, a much higher value
combination of products and a higher proportion of distillates are now
produced from crude oil. Despite these improvements in cost structure,
flexibility and quality of output, however, earnings are not yet runninng
at satisfactory 1levels even 1in countries 1like Germany, where
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the industry operates at near capacity. In regions where rationalisation
has still a long way to go, the situation is much worse, in that
utilisation is low and unit operating costs are correspondingly high.

Opinion in the industry is divided, however, as to whether further
rationalisation in the Community will raise operating reoargina to a
satisfactory level. There are strong reasons for believing that, for the
industry as a whole and for the foreseeable future, the prospects of
recovering full costs are at least uncertain. It is characteristic of
refining companies that they always have some gpare capacity to cover
seasonal and other fluctuations in demand, as well as the risks of
accident or breakdown, and that their marginal costs of production are
low. In these conditions there are always some refiners prepared to
offer products at prices which do not cover their total costs and such
sales have a disproportionate effect upon the general level of consumer
prices. Secondly a tighter supply/demand balance in the Community would
not necessarily cause prices to rise because the market is open to
refiners in third countries.

As regards the relative importance of rising imports as opposed to
overproduction in Community refineries in depressing the level of
Community selling prices, company opinions were divided. Some thought
that prices vere determined rather by the "marginal®™ Community refiner
than by imports. Imports, it was pointed out, are mostly regular in
character and reach the market through established distribution networks
(often those of EEC refining companies). They are also largely counter
balanced by exports to third countries so that their net effect on the

Community balance is relatively small. Moreover, because of the high
freight cost of moving products to EEC markets, most overseas suppliers
are content to follow rather than to set prices. Other companies,

however, took the view that, since irmports had increased their share of a
stagnant market, it was evident that they had been priced at levels very
competitive with those offered by Community refiners.

These discussions tended to the conclusion that it is not possible to
agsess the relative importance of the various factors which together
determine the balance of supply and demand and consequently the level of
product selling prices in relation to crude oil. It is also clear that
the market has become so fluid and the roles of operators so mixed - with
refining companies importing finished products, producers processing in
Community refineries, and the downstream affiliates of international
majors in the market for supplies alongside independants - that the
traditional distinctions between the functions of domestic refiners on
the one hand and of the importers and distributors of finished products
on the other, have become blurred and are not helpful in underatanding

the market.
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A number of companies consider that the pressure on refining margins was
made worse by the reintroduction by OPEC in 1987 of official prices, even
though these applied to only a small proportion of total crude oil
production. Since product prices were excluded from the system there was
a natural tendency for them to be forced by competition to levels below
their value in terms of crude oil. This anomaly in the oil market has
been greatly reduced, however, in recent months by the general move by
producers towards the pricing of crude oil in line with the market values
of derived products. This move is to be welcomed as helping to create a
more efficient and integrated oil market.

Nevertheless, there is little optimism in the industry that manufacturing
can be made generally profitably in the conditions prevailing even though
individual refineries, which are well equipped and relatively well
situated with regard to supplies, will perform much better than the
average.

Companies are therefore increasingly turning towards re-integration as a
means cof obtaining access to crude o0il at market-related prices in return
for providing the producer with a secure and predictable outlet for his
exports. This subject is discussed further in Chapter VI.
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STRUCTURE AND PROBLEMS O7 THE IMDUSTRY

The Prospects for further Rationalication.

86.

87.

Estimates of refinery utilisation for the Community es a vhole are
misleading since, at around 80%, they give the impression that
rationalisation is almost complete. The average, however, conceals wide
differences between countriecs like Germany where utilisation, at about
90%, 1is close to the maximum sustainable, and other countries and
refineries where it remains below 60% (see Annexe A-10). ¥hile in some
Member States the process of regrouping the industry into a smaller
number of complex refineries is virtually accomplished, in others - and
notably but not exclusively in the South of the Community - much remains
to be done both to render the industries located there competitive and
efficient and to reduce the potential excess supply which overhangs the
Community market,

As explained in chapter V, the process of capacity reduction has slowed
since 1986 for & number of reasons. The much improved profitability of
refining during the OPEC netback regime and the higher utilisation rates
then achieved gave refiners contemplating closures pause for thought and
hope that the decline of the industry had been reversed. In one or two
cases newcomers were cncouraged to purchase refineries which might
otherwise have closed.

All companies agree that closures have now became ruch more difficult.
There is little if any further scope for major schemes of restructuring
lilre that at Inpolstadt where, of threec refineries, one was closed and
the remaining two connected to form a cingle complex shared by three
companies. In regions where the closure of one refinery has reduced
capacity by one third or one half, additional closures cannot be
contemplated without a disporportionate rise in distribution expenses.
Most of the aite closures to date have been carried out by large
companies which owned a number of refineries in the Community. Such
operators are hetter able than their smaller competitors, when a refinery
closes, to make zatisfactory arrangements to supply its customers either
from another of their own refineriecs or by exchanges with others. For
owners of a single refinery, closure means leaving the industry unless
they are fortunate enough to find a partner for a joint venture.

Kefiners are &also deterred from shutting down refineries by the
consequences for employees, particularly in areas of high unemployment,
and by the very high and unpredictable costs of closing and cleaning up
sites. By comparison the alternative of keeping the refinery in service,
in the hope that either trading conditions will improve or that someone
could purchase it, could appear very attractive.
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Investments by producer countries

88.

For some years certain oil-producing countries have been trying to
acquire refining and/or distribution assets in the Community. -

Industrial investments are generally in one of the following two forms:

- the acquisition of holdings in the capital of a refining company,
e.g. holdings by the Mexican company PEMEX in the capital of PETRONOR
in Spain and by the Venezuelan company PETROVEMN in RUHROEL (as a joint
venture with VEBA) in Germany;

~ the acquisition of refining and distribution assets, e.g. the purchase
by the Kuwaiti company KPI of the GULF company assets in certain Member
States and by the Norwegian company STATOIL of EXXON assets in

Denmark.

All these industrial operations are shown in Table 7.
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Table 7: Industrial investments by producer countries in the Community
Producer | Seller or| Type of % holding Year Refining
country partner activity Capacity

Controlled
B Kuwait Gulf 0il D 100 1983 -
Venezuela| Nynas R 50 1986 0.3M t
DK Kuwait Gulf 0il R+D 100 1983 2.5M t
Kuwait BP D 100 1987 -
Norway Exxon R+ D 100 1986 3.2M t
D Venezuela| Veba R 50 1983/86 | 7.2M t
EL n/a n/a
ES Mexico Petronor R © 34 1979 3.7M t
FR n/a n/a
IR n/a n/a
IT Kuwait Gulf 0il D 100 1984 -
Libya Tamoil R+ D 100 1983/87 | 4.8M t
L Kuwait Gulf 0il D 100 1983 -
NL Kuwait Gulf 0il R+ D 100 1983 3.8M t
P n/a n/a
UK Kuwait Hays,
Naphta, D 100 1986/87 -
Ultramar
EUR-12 i.e. approx.3.5% of the installed refining capacity 20.7M t
in the Community (592 mio.t)

Refining (R) and distribution (D) of the main petroleum products.
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More recently there have been acquisitions of finenciel holdings in
integrated oil companies, e.g. the Kuwait Investment Office's (KIO) 22%
in BP and Abu Dhebi Investment Authority (ADIA) 10% in CFP and CEPSA.
The agreement between Abu Dhabi and CEPSA also provides for supplies to
the latter of 3 million tonnes of crude cil a year, i.e. about 20% of the
company's refining capacity.

The specialist press has reported discussions between producer countries
and oil companies which could, if successful, 1lead to an expansion of
Mexican holdings and to the entry on to the scene of new countries such

as Saudi Arabia and Nigeria.

This trend does not only concern the Community, but is also apparent in
other consumer countries (United States and Sweden) where similar

investments have been made.

The main reason for industrial investments by countries exporting crude
oil is their concern for guaranteed outlets for the oil they produce. 1In
the present conditions of surplus supply, control of outlets downstream

becomes very important.

For the European refiner concerned the interest is two-fold : firstly,
these investments can bring additional funds in some cases which can be
used to finance capital expenditure in the refineries; and, secondly,
producers are associated with the risks of refining.

Participation agreements may include clauses ensuring the supply of crude
0oil on favourable conditions, which has a positive effect on the
profitability of the refiners concerned. They provide therefore a way of
achieving greater integration of activities for European refineries which
do not have sufficient crude oil resources of their own.

From the Community viewpoint these investments have so far not presented
any problems, since

- they 1increase the exporting country's interest in ensuring the
continuity of supplies to the Community, and

~ they reduce such countries' interest in constructing export refineries,
refining in the consumer countries being the more economical solution
because transport costs are higher for products than for crude oil.
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The Commission therefore considers that the establishment of producer
country companies in the Community refining and distribution industry
amounts to a positive factor provided that these companies get up their
operations on a long term basis and respect the rules to which their
competitors are subjected.

Our OECD partners should also be encouraged to adopt a similar attitude
to investments by producer countries in their downstream oil industries.

Quality of products and environmental protection

92.

93.

Changes in the technical sgpecifications of petroleum products and
environmental protection laws are shown in Annex A-19. Progress towards
harmonization between the Member States is outlined below.

As regards motor fuels and rmotor vehicle erdissions, harmonization of the
situations in the various Member States continues to make progress. The
distribution of lead-free petrol (EUROGRADE quality) will he obligatory
in all Member States from 1 October 1989. Furthermore to achieve
homologation at EEC level, stricter emission standards will be introduced
in 211 the Member States:

- for gaseous emissions from petrol and diesel-driven private cars;
- for particulate emissions from private diesel engined vehicles.
- for gaseous emissions from heavy vehicles.

The optional character of the different directives concerning vehicle
emissions could pose problems in view of the completion of the internal

market.

Other diffecrences that might still exist in 1995, if progress towards
harmonization has not been made by then, would be in:

~ the lead content of leaded petrol (0.15 or 0.4 g/l), although this
factor will become 1less and less important as lead-free petrol
increases its market share.

- the sulphur content of diesel fuel (0.2 or 0.3%).

In order to complete the work of harmonization in thia f{field, the
Commission has assigned and will assign to the European Committee for
Standardization (CEN) a series of mandates to establich European
standards (lead-free petrol, diesel fuel, LPG fuel, substitute fuels).

As regards fuel oils and emissions from combustion installhtions, major
differences could still exist in this sector by 1995 if additional
progress towards harmonization is not achieved in the meantime. These

differences concern:
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— the sulphur content of heating gas oil:

(0.2 or 0.3% depending on the Member State)
the sulphur content of heavy fuel oil:

there is currently no Community standard.

Such a standard could be introduced in the new rules currently being
considered on emissions from small combustion installations provided
the option chosen is to limit the sulphur content of the fuel used,

national standards exist in some countries;

the limitation of emissions from large combustion installations:

. The Council has fixed precise dates (1993, 1998, 2003) on which global
objectives for reduction, varying according to the pollutants and
Member States concerned, must be achieved for emissions of SO_. and NO
from existing installations. The degrees of reduction take account o
the existing situation in the Member States and their development needs
so as to arrive at a more harmonised and convergent situation by

1995-2000.

The Council has also fixed Community norms for emissions of SO_ and
NO , and dust which will apply to all new combustion installé%ions
au%horised after 1 July 1987 which will ensure a base level of
environmental protection.

in some Member States national standards could enter into force before
these dates.

The Sinple European Act has laid down several objectives, including the
completion of the internal market and greater action in the field of the

environment.

The joint implementation of these two objectives could present problems
in some cases if Member States decided to have recourse to
Article 100 A 4, vhich provides that, after the adoption of a
harmonization measure by the Council, Member States may apply stricter
national provisions if that is deemed necessary on grounds of major needs
relating to protection of the environment or the working conditions.

Any national measures taken on the basis of Article 100 A 4 will
nonetheless remain subject to the safeguard clauses such as notification
to the Commission for assessment or possible appeal by other Member
States. It is to be hoped that should such provisions be finally adopted
they will not have the effect of creating disharmony in the automobile

and oil sectors.

A basic consideration in this regard will be that provisions adopted by
the Council should respect the high level of protection mentioned in
Article 100 A para 3 of the Single Act.
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Costs borne by the refining industry in complying with environmental

protection meagures.

The study of June 1986 undertaken by Chem Systems on behalf of the
Commission showed that differences in the national environmental
standards expected to be in force by 1993 would result in substantial
discrepancies among Member States in the compliance costs borne by
refiners. The conclusions of this study and their implications for
intra-Community trade were discussed with companies in the meetings held

early in 1988.

Most companies considered that the increasing disparity in compliance
costs could affect intra—-Community trade and companies' decisions about
the location of investments and disinvestments. A greater approximation
of standards throughout the Community over a reasonable period was
therefore seen to be highly desirable. It was pointed out, however, that
there were also significant differences between Member States for example
in the cost of distribution, of capital and of labour.

A number of companies commented that, because of the narrow scope and
limited terms of reference within which the consultant was required to
work, the estimates of cost differences provided by the Chem Systems
study were larger than would occur in practice. The main considerations
mentioned were

- only EEC and national regulations were considered whereas in some
Member States responsibility in environmental matters 1is largely
devolved upon regional administrations. In these countries the
restrictions placed by local authorities upon refineries in sensitive
locations are often severe but the cost of compliance was excluded from

the atudy;

- the consultant was required to exclude imports and exports of petroleum
products and supplies to the bunker market and to assume that the
entire output of the standard refinery was placed on the internal
market of the Member States considered. This constraint meant that no
account could be taken of the possibility of disposing of high sulphur
residues on the bunker market or, for example, of the complementarity
which exists between the German and Benelux industries and the
opportunities which this affords for reducing the cost of meeting
severe German product quality standards {e.g. by running high sulphur
crudes in the Netherlands, exporting low sulphur gas oil by pipelines
to the Ruhr and disposing of high sulphur residue as bunkers);

- the study takes no account of the lower distribution costs which at
least partly compensate refiners in densely populated regions for the
cost of meeting strict environmental regulations (and conversely the
distribution cost penalty borne by refiners in isolated locations).,

It was also pointed out that the effects on intra-Community trade of
differences in the compliance costs of national industries would be
reduced by the relatively high cost of moving products in small vessels
from one Community port to another (order of $10/t in N.W. Europe). This
would provide a measure of protection for refiners in countries where

compliance costs were high.
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Completion of the internal market (1992)

99.

100.

101.

The o0il sector in the Community is already subject to a large degree of
competition and free movement of products is the general rule. Statutory
monopolies, which affect particularly the import of petroleum products,
have been adjusted or are in the process of being adjusted in the newer
Member States. Nonetheless, there remains much to be done to achieve the
objective of a wunified oil market without internal customs or tax
frontiers and without technical or other barriers.

In a recent report to the Council8 the Commission drew up a list of
obstacles to the completion of the internal energy market for each energy
sector. By way of information, Annex A-20 contains the list of obstacles

to the unified market in the o0il sector. In a subsequent stage the
Commission will propose ways of eliminating the obstacles which are not
already scheduled for removal (as in the case, for example, of the

national-flag obligation) or are being discussed (e.g. Commission
proposals for the harmonization of excise duty and the approximation of
VAT rates). The maintenance of scme of the obstacles identified could,
under certain circumstances, be considered acceptable if to eliminate
them would be to jeopardize fundamental elements of energy policy or

another Community policy.

Implementation of the single market and the disappearance of internal
frontiers will in any case mark the end of certain protected situations
(monopolies and other restrictions). The result will be greater
competition between oil operators in and between the Member States and an
alignment of the pre-tax prices of petroleum products.

Tax harmonization will make for more uniform competition conditions
between the energy products on the markets of the Member States, the
latter losing to a large degree the possibility of adjusting individual
tax rates. The tax levy imposed on energy products in general, for
example, and on petroleum products in particular will be more comparable
from one Member State to another, -the only differences permitted being
the authorized ranges for VAT. Nevertheless the possibility could
continue to exist for the Member States to introduce transitional fiscal
differences in the interests of the protection of the environment.

Bringing the pre-tax prices of petroleum products closer together and tax
harmonization will lead to a greater convergence of the prices paid by
consumers in the Community, which should lead to increasingly attractive
prices for consumers on account of the greater competition.

8

coMLM(88)238 final, 2 May 1988.



ANNEXES TO THE DOCUHENT ENTITLED
RTHE OIL MARFET AND THE REFINING INDUSTRY IN THE COMMUNITY:
RECENT DEVELOPHENTS AND THE PROSPECTS UNTIL 1995"

ANNEXES A

Annexes concerning the o0il market and the refining industry

0il consumption in the Com=unity

A-1 : Short-term prospects for EUR-12, 1985-88.
A-2 : Medium-term prospects for EUR-12, 1980-95.
The Cormrmunity's oil supplies

A-3 : Changes in the pattern of crude oil supplies, 1974-87.

A-4 : Crude oil supplies, 1981-87: average API values and average sulphur

content.
Yorld refining capacity
A-5 : Primary capacity and utilization in 1980 and 1986.
Refining capacity in the Comzunity
A-6 : Installed capacity in 1988.

A-7 : Primary distillation, 1980-90.

A-8 : Changes in primary capacity: actual figures since 1985 and forecasts

until 1990.

A-9 : Primary capacity utilization rates in 1985, 1986 and 1987.

A-10: Distribution of primary capacity on the basis of the utilization rate

in 1987.
A-11: Conversion capacity, 1980-90.

A-12: Conversion units in terms of catalytic cracker equivalents,
1988, by Member State.

1980 and
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A-13: Refinery structure (simple, semi-complex and complex refineries), 1980

and 1988.

The Community's refining balance

A-14: Refining, 1978-95: graph showing changes in primary capacity, refinery

throughput and net imports.
A-15: Overall balance, 1980-95.
A-16: Balance by product 1985, 1986 and 1987.
Erployment in the refining industry in the Community
A-17: Changes in employment, 1980-86.
Profitability of refining in the Corrmunity, 1984-87

A-18: Graph showing supply costs and refinery netback.
Graph showing gross refining margin.

Quality of products and environemental protection

A-19: Changes in the technical sgpecifications for petroleum products
environmental protection legislation.

Internal energy market

A-20: Obstacles within the oil sector.

and

55



OIL CONSUMPTION IN THE COMMUNITY:
SHORT-TERM PROSPECTS FOR EUR-12.

ANNEX A-1

IN MILLIONS OF TONNES 1985 1986 1987 1988
ESTIMATE
1. INLAND DELIVERIES 430 441 442 443
« PETROL 91.2 95.5 97.7 99
« KEROSENE 21.7 22.8 24.0 25
. AUTOMOTIVE GAS 62.2 65.8 69.7 73
OIL
« HEATING GAS OIL 100.0 104.1 g98.1 a8
. HEAVY FUEL OIL 78.1 74.2 71.5 70
. OTHER PRODUCTS 77.2 78.7 81.0 78
2. BUNKERS, OF WHICH: 27 31 30 31
« GAS OIL 7 7 7 7
. HEAVY FUEL OIL 19 23 22 23
3. REFINERY FUEL,
OF WHICH: 29 30 30 31
« HEAVY FUEL OIL 11 11 11 11
4., TOTAL CONSUMPTION 486 502 502 504
(1+2+43)
SOURCES: EUROSTAT AND OECD
COMMISSION SCENARIOS.
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OIL CONSUMPTION IN THE COMMUNITY

FMEDIUM-TERHM PROSPECTS FOR FUR-12

ANNEX A-2
IN MILLIONS OF TONNES 1980 1985 1995 1995
. SCENARIO SCENARIO
25-30 $/bbl [15-20 $/bbl
1. INLAND DELIVERIES 510 430 430 455
. PETROL 91 91 95 100
. KEROSENE 21 22 24 26
. AUTOMOTIVE GAS 52 62 76 81
OIL
. HEATING GAS OIL 120 100 89 99
. HEAVY FUEL OIL 156 78 70 70
. OTHER PRODUCTS 71 77 76 79
2. BUNKERS, OF WHICH: 29 27 27 34
. GAS OIL 6 7 7 7
. HEAVY FUEL OIL 23 19 19 26
3. REFINERY FUEL,
OF WHICH: 37 29 28 31
. HEAVY FUEL OIL 18 11 10 13
4, TOTAL CONSUMPTION 576 486 485 520
(142+3)
SOURCES: EUROSTAT AND OECD

COMMISSION SCENARIOS.
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THE
CHANGES

ANNEX A-3

COMMUNITY'S OIL SUPPLIES: 1
IN THE PATTERN OF CRUDE OIL SUPFLIES

EUR-2 | EUR-10 | EUR=12___,_1
924__1_1978__1.1982__1_1965__1_1986__1_1987__1

e+ =

Hi % 1Mt ) % 1Mt ) % (Mt 1 % IMt | %2 1Mt 1 %1

1. Community
production (crude
+ LNG)

2. Imports into
the Community
from non-Community
countries, of
vwhich:

A. Industrialized
countries, of
which:

Norway

B. Developinug
countries, oif
which:

Algeria
Saudi Arabia
Egypt
United Arab
Emirates
Iraq

Iran

Kuwaitl
Libya
Mexico
Nigeria
Venezuela

C. State-trading
countries of

| ] | | | i | ! | |
| i | | i ! | | | { i
16551 G714471 8612711 6911561 5312641 5912521 57|
L 231 41 191 41 161 41 V41 41 161 41 161 41
11691 2%11z11 231 981 251 231 61 661 151 371 8I
t 11 @8l 201 21 9t 21 111 31 10t 21 121 31
| | | | ! ! ! | ] | l | |
i 311 51 301 &1 141 41 41 11 41 11 91 21
1 391 71 561 111 111 31 161 41 241 51 281 61
1ieel 74 771 151 281 71 201 51 211 S5 291 7
I 471 81 351 74+ 31 11 71 21 181 21 131 31
I 561 101 341 71 321 8t 311 81 351 81 331 71
i 61 et 81 61 921 21 91 21 131 31 21t 51
I 491 91 341 71 231 6t 341 91 321 71 221 51
boo9r o210 40 1t 71 21 91 28 91 21 81 21
!
|

]
131 21 641 1211171 3811461 3911491 3411451 331
I I 1 ! I | I I I | ] I
L I | | i ! ! | I I
] I I ! i ! | I | | | I
I | I I I I ] ] ! I I i
5601 9814701 9013021 7712531 63813281 7413281 741
I | I I ] ] I ] | 1 ] |
I ] ] ] | ! | ] I i i i
11 01 81 21 181 31 211 61 251 61 381 71
11 el 81 21 181 3i 211 &1 251 61 381 71

I i

|

! | | ! | ! | ! | | | I
! I [ ! | | I I | I | [
I 41 11 151 31 281 51 281 51 231 51 261 6|
L_ 41113151 __31. 201 5] 201 _51 231 51 261 61

which:
—__Soviet Union_ ___
OPEC .
OAPEC (incl. Egypt)
GCC

3. Exports to third
countries from the
EEC

4. Crude oil supplies
to the_ Community
market

po—{122-324)

15411 9414241 8112381 6111641 4412241 5812011 451
13841 6713221 6211911 4911131 3811731 3911571 361
{2&§L_5§%12Z{_l&LLZZ{_QL%_EﬁL_lQ%_QZ%-lQL_ﬁ2{-1&%
! I I I
I I I | | I ! ! ! | I | |
el @0 121 21 291 71 261 71 331 71 311 71
I | | I I I I | I I I i |
! I ! ! I | I ! b I ! I
15731100152211001390110813731108014441100144211001
L ! | ! | | 1 ] 1 1 | 1 1

Excluding feedstocks
Estimated figures fo
Totals A, B and C pl

and stock variations.
' 6reece for the last quarter of 1987.
us imports of unspecified origin.

Sources: Imports/exporis: NIMEXE.

Production:

Eurostat.
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ANNEXE A-4

AVERAGE APl VALUES
OF CRUDE OIL SUPPLES IN THE EEC 19811987
DEGREES AP

39
38
37

36 EXCLUDING SPAIN

35 e NMA A S
AWNAN ANV \/\VAVL VAN

34
33
32
31

30 SRR RAARE AR AR AR AR R AR AR R R R R AR AR AR AR R AR ARER AR AR R AR AR RRRARRRAARARRARR AR 1R

J
1981 1982 1983 1984 1985 1986 1987 1988

AVERAGE SULPHUR CONTENT
OF CRUDE OIL SUPPLIES IN THE EEC 1981-1987
PERCENT SULPHUR

1.5 -—-—\\/

0.5

-

O i 1 f T 1 i T \
1981 1982 1983 1984 1985 1986 1987 1988 1989
o EUR - A0 EUR-49

SOURCE : CRUDE OIL REGISTER OF THE COMMISSION.
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ANNEX A-5

VORLD RREFINING CAPACITY :

PRIHARY CAPACITY, REFINERY THROUGHPUT AND UTILISATION RATE, 1980 AND 1986

| IN MILLIONS OF TONNES 1980 1986 4{
PER ANNUM
CAPACITY |THROUGH- |UTILIS. CAPACITY |THROUGH- | UTILIS.
ON JAN PUT ON 1 JAN | PUT
EUR-12 920 570 62% 619 481 78%
USA 896 676 75% 773 636 82%
JAPAN 297 201 68% 249 150 60%
MIDDLE EAST + AFRICA 277 195 70% 318 252 79%
CENTRALY PLANNED ECON 761 666 88% 866 714 82%
REST OF THE WORLD 884 662 75% 865 582 67%
WORLD 4035 2970 74% 3690 2815 76%

SOURCES : BP - COMMISSION - PETROLEUM ASSOCIATION OF JAPAN (PAJ).
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RRFINIKG IN THE CC:DMUNITY

ANHEX A-6

INSTALLED CAPACITY O 1-1-1988.

- AE e e —w AE W wm tmr e m e e G ew e S me EE e e S me ES e G e e me e e

(IN MILLIONS OF TONNES/YEAR)

IPRIMARY | CONVERSION
DISTILLATION |REFORMING| HYDRO- |CATALYT| THERM.|[VIS- | COKING HYDRO
CAPACITY CRACKING|CRACK. | CRACK.|BREAKING | conv.|
EUR-12 591.9 84.8 16.9 81.2 | 19.7 57.2 4.2 1.3
Tl"
| B 32.4 4.4 - 5.3 - 4.0 - -
| DK 8.7 1.4 - - 1.4 2.4 - -
D 84.2 13.2 4.9 10.0 6.8 8.2 0.8 -
EL 17.7 1.5 1.4 2.6 - 2.3 - -
ES 61.6 7.6 0.8 7.0 - 8.5 - -
F 98.5 13.1 0.7 16.3 2.8 7.0 - -
IR 2.9 0.6 - - - - - -
1 118.2 18.0 4.6 12.8 2.6 17.2 1.5 -
L - - - - - - - -
NL 65.5 7.7 1.6 6.7 3.1 4.0 1.9 1.3
FLEXI.CK
P 14.4 2.2 0.5 0.7 - 0.6 - -
UK 87.9 15.1 2.5 19.9 3.1 2.9 - -
SOURCES : . INFORMATION RECEIVED BY THE COMMISSION UNDER REGULATION 1056/72

« OIL COMPANIES.
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ARNEX A-7

REFINING CAPACITY IH THE COMMUNITY :
PRIMARY DISTILLATION (ON 1 JAN.)

| IN MILLIONS OF 1980 1985 1988 | 1990 % RED
TONNES/YEAR ESTIM. 1990/80
BELGIUM 55 35 32 32 - 41 %
DANMARK 11 8 9 9 -21 %
DEUTSCHLAND 154 104 84 84 - 45 %
ELLAS 20 18 18 18 -12 %
ESPANA 72 67 62 62 - 14 %
FRANCE 167 111 99 99 - 41 %
IRELAND 3 3 3 3 0
ITALIA 180 130 118 105 - 42 %
(-34%)
LUXEMBOURG - - - - -
NEDERLAND |- 102 74 65 65 - 36 %
PORTUGAL | 19 14 14 14 - 24 %
UNITED KINGDOM 137 95 88 87 - 36 %
(~36%)
EUR-12 920 663 592 578 - 37 %
(-36%)

SOURCES : . INFORMATION RECEIVED BY THE COMMISSION UNDER
REGULATION 1056/72
« OIL CGMPANIES



ANNEX A-8/1

REFINING CAPACITY IN THE CO!MUNITY :
CHANGES IN PRIMARY CAPACITY : ACTUAL FIGURES SINCE 199985
AND FORECASTS UNTIL 19S0.

- wm e e e e wn e o em R em em e G G EE S s A En e e = e

(1IN HILLIONS OF TONNES/YEAR)

Capacity on 1-1-1985 : 35.0
Changes in 85 : ESSO Antwerpen RED - 2.0
B RBP Antwerpen RED - 0.2
86 : SHELL Gent RED - 0.4
Capacity on 1-1-1990 : 32.4
Capacity on 1-1-1985 : 8.1

DK

Changes in 86

SHELL Fredericia

[oe}
w w

87 : KPC Stignaes
Capacity on 1-1-1990 : 8.7
Capacity on 1-1-1985 : 104.2

Changes in 85 BP/ENI Ingolstadt -
D BP ~ Olwerke Schindler -
MOBIL VWilhelmshaven -
SAARLAND REFINERY -

OCOFHEFNWOOLM
ODNOWLWWOOKO

86 : ESSO/SHELL Misburg -
87 : WINTERSHALL Lingen RED - 1.
COASTAL Hamburg RED - 1.
ESSO Karlsruhe RED - 0.
MOBIL Worth + 0.
Capacity on 1-1-1990 : 84.2
Capacity on 1-1-1985 : 17.7
EL Capacity on 1-1-1990 : 17.7
Capacity on 1-1-1985 : 66.6
Changes in 85 : REPSOL Cartagena RED - 4.0
ES REPSOL La Coruna RED - 1.0
Capacity on 1-1-1990 : 61.6
Capacity on 1-1-1985 : 111.2
Changes in 86 : MOBIL Frontignan - 5,7
SHELL Paulliac - 4.0
F ESSO Fos RED - 2.8
MOBIL Gravenchon RED - 0.4
87 : SHELL Petit Couronne + 0.2

Capacity on 1-1-1990 : 98.5

RED stands for reductions in installed capacity.



ANNEX A.8/2

Capacity on 1-1-1985 : 2.9
IR Capacity on 1-1-1990 : 2.9
Capacity on 1-1-1985 : 129.8
I
| Changes in 85 : ENI - Sarom Ravenna - 2.0
TOTAL-Aquila Trieste - 4.5
86 : ENI -~ Mediterranea
IT Milazzo RED - 3.0
87 : ESSO Augusta RED - 2.1
Capacity on 1-1-1990 : 104.5
Capacity on 1-1-1985 : 73.6
Changes in 85 3 BP Rotterdam RED - 1.0
L ESSO Rotterdam RED - 1.4
SHELL Pernis RED - 5.7
Capacity on 1-1-1990 : 65.5
Capacity on 1-1-1985 : 14.4
P Capacity on 1-1-1990 : 14.4
Capacity on 1-1-1985 : 99.2
Changes in 85 ¢ SHELL Androssan Bitumen - 0.3
MOBIL Coryton RED -~ 2.5
SHELL Haven RED - 3.5
UK 86 s+ BP Grangemouth + 0.5
BP Llandarcy - 5.5
Capacity on 1-1-1990 : 87.4
Capacity on 1-1-1985 : 662.7
Capacity on 1-1-1986 : 618.6
EUR-12| Capacity on 1-1-1987 : 595.2
Capacity on 1-1-1988 : 591.9
Capacity on 1-1-1990 : 577.8

SOURCES : . INFORMATION RECEIVED BY THE COMMISSION UNDER
REGULATION 1056/72
. OIL COMPANIES



ANNEX A-9

REFINING CAPACITY IN THE COMMUNITY :
PRIMARY CAPACITY UTILIZATION RATES

— e am o e s e e me GE G s e e ee =

IN PER CENT ‘ 1985 1986 1987
% MIN. MAX. MIN. MAX. MIN. MAX.
Belgique 47 58 71 80 83
Danmark 81 87 88 96 91
Deutschland 68 81 81 94 92
Ellas 68 68 84 91 93
Espana 67 63 79 81 78
France 63 69 61 66 71
Ireland 43 44 52 53 . 53
Italia 51 57 61 66 66
Luxembourg - - - - - -
Nederland 58 65 76 84 86
Portugal 49 50 58 . 59 54
United Kingdom 72 78 75 84 91
EUR-12 62 68 71 78 72 79

N.B. ::THE ACTUAL UTILIZATION RATE LIES BETWEEN :

« A MINIMUM RATE INDICATING THE RATIO OF CRUDE OIL PROCESSED IN THE
REFINERY TO THE PRIMARY . CAPACITY AT THE BEGINNING OF THE YEAR; AND

o A MAXIMUM RATE INDICATING THE RATIO OF THE TOTAL QUANTITIES (CRUDE
AND FEEDSTOCKS) PROCESSED IN THE REFINERY AND THE PRIMARY CAPACITY

AT THE BEGINNING OF THE YEAR.
(ASSUMPTION FOR FEEDSTOCKS PROCESSED IN THE NETHERLANDS : S MT/YEAR

FROM 1985)

SOURCES : COMMISSION

65



ANNEX A-10

REFINING CAPACITY IN THE COMMUNITY :
DISTRIBUTION OF PRIMARY CAPACITY ON THE BASIS OF THE UTILIZATION RATE IN 1987

IN MILLIONS OF PRIMARY CAPACITY BY RANGE OF UTILISATION RATE *

RATE

UNKNOWN [40-49 [50-59 |60-69 |[70-79 |80-89 |90-99 [100-110
B + NL 8 - - 31 - 14 19 26
Deutschland 37 - - - 2 35 20 -
Espana - - 6 7 13 25 5 6
France 6 15 16 6 - 31 18 7
Italia 19 - 10 24 65 - 2 -
United Kingdom 17 - - - 5 43 9 14
EL + IR+ P 32 - 3 - - - - -
EUR-12 119 15 34 67 86 148 73 53

(*)
THE UTILIZATION RATE TAKEN INTO CONSIDERATION FOR THE DISTRIBUTION OF
CAPACITY IS THE MAXIMUM RATE DEFINED IN ANNEX A-9.

40%
PRIMARY CAPACITY 32%
EUR-12
EN %

18%
14% 15%

11%

3%

40 50 60 70 80 90 100 110%
UTILISATION RATE (%)
NB : 58% OF THE PRIMARY CAPACITY IN EUR-12 OPERATES AT A UTILIZATION RATE OF
80% OR MORE.

SOURCE : OIL COMPANIES
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ANNEX A-11

REFINING CAPACITY IN THE COMMUNITY :
CONVERSION CAPACITY (ON 1 JANUARY)

Equivalent
In millions of 1980 1985 1988 1990 capacity
tonnes/year ESTIM. coefficient *
Catalytic crackers 47.6 83.1 81.2 81.3 1
Thermal crackers 19.3 20.8 19.7 18.8 0.65
Visbreakers - 24.9 46.1 57.2 56.3 0.33
Hydrocrackers 5.8 10.6 16.9 18.4 1.30
Hydroconversion - - - 1.3 2.10
Coking 2.9 8.5 2.3 3.3 1.70
Flexicoking - - 1.9 1.9 2.10

Total 100.5 169.1 179.2 181.3 -

Equivalent capacity®

. in Mt 81 140 143 145 -
« % of prim. cap. 9% 21 % 24 % 25 % -
« % of throughput 14 % 31 % 30 % 30 % -

% Based on total distillate yield, as a percentage of feed, relative to that
of a catalytic cracker.

SOURCES : . INFORMATION RECEIVED BY THE COMMISSION UNDER
REGULATION 1056/72
. OIL COMPANIES.



ANNEX A-12

REFINING CAPACITY IN THE COMMUNITY :
CONVERSION UNITS (ON 1 JAN.) IN TERMS OF

CATALYTIC CRACKER EQUIVALENTS

SOURCE : COMMISSION

IN MILLIONS OF 1980 1988
TONNES/YEAR EQUIV. PRIMARY PRIMARY
CAPACITY DISTILLATION DISTILLATION
% CAPACITY % CAPACITY
Belgium 4.3 8% 6.6 | 20%
Danmark 1.0 9% 1.7 20%
Deutschland 25.3 16% 24.9 30%
Ellas 0.8 4% 5.2 30%
Espana 2.6 4% 10.8 18%
France 13.1 | 8% 21.3 22%
Ireland - - - -
Italia 11.0 6% 28.8 24%
Luxembourg - - - -
Nederland 6.5 6% 16.1 25%
Portugal 1.6 8% 1.6 11%
United Kingdom 14.8 11% 26.3 30%
EUR-12 81 9% 143 24%
NB : REFORMING UNITS EXCLUDED.
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ANNEXE A-13

REFINING CAPACITY IN THE COMMUNITY :
REFINERY STRUCTURE 1980-88.

NUMBER AND CAPACITY OF SIMPLE, SEMI-COMPLEX
AND COMPLEX REFINERIS (ON 1 JAN.)

1980 1988
TYPE OF REFINERY
Ne° PRIMARY N° PRIMARY
CAPACITY CAPACITY
en Mt en % en Mt en %
Simple 62 249 27 16 43 7
Semi-complex 24 148 16 20 89 15
Complex 55 523 57 58 460 78
TOTAL 141 920 100 94 592 100
OF WHICH :
Refineries over
1 Mt/year 129 915 2]o] 590

Definitions :
Simple refinery
Semi-complex refinery

Complex refinery

SOURCE : COMMISSION.

Primary distillation plus reforming

and hydro-desulpurization

“Simple refinery" plus visbreaking unit
and thermal cracker

"Simple" or "semi-complex" refinery plus
catalytic cracker, hydrocracker or
coking unit.
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CAPACITE PRIMAIRE ET DEMANDE FOURNIE PAR LES RAFFINERIES (1978-95)
SCENARIO DE PRIX FAIBLE (15-20$/BBL).

EUR-12 :

EUR~12: PRIMARY CAPACITY VERSUS DEMAND ON REFINERIES (1978-95)
LOW OIL PRICE SCENARIO ($15-20/BLL)

MILLIOH TON/ (EAR LILLION BARREL /DAY

: - ! i ; | i 20
; ! | ' '
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i
800 — S | - 4 16
7 OF NOM. CAP l
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/OO é i %\\J A I 14
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SOURCE : COMMISSION
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REFINING IN THE COMMUNITY:
OVERALLL BALANCE, 1980 - 95

ANNEX A-15

IN MILLIONS OF TONNES 1980 | 1985 | 1986 | 1987 1995 1995
PER ANNUM SCENARIO SCENARIO
25-30$/b | 15-20%/b

Total oil consumption 577 486 502 502 485 520

of which :

. inland deliveries 510 430 441 442 430 455

. international bunkers 29 27 31 30 27 34

. refinery consumption 37 29 30 30 28 31

Net supplies of finished 7 33 21 30 30 30

petroleum products of

which

. net imports from 12 24 19 27 25 25
non-Community countries '

. Primary sources (*) 2 5 5 5 5 5

« Drawn from stock -5 4 -3 -1 - -

Refinery throughput:

+ Crude 0il (including 545 408 437 428 410 445
condensates)

. Total (including all 570 453 481 472 455 490
feedstocks) (**)

Primary distillation

capacity (on 1 January) 920 663 619 595 575 575

Utilisation capacity

in relation to :

. crude oil processed 59% 62% 71% 72% 71% 77%

. total througput 62% 68% 78% 79% 79% 85%

SOURCE : COMMISSION
including by-products from the

(*)

Directly usable associated materials

production of natural gas.

(**)Assumption for feedstocks in the Netherlands

5 Mt/yearr from 1985.
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REFINING IN THE COMMUNITY:
BALANCE BY PRODUCT, 1985, 1986 AND 1987

ANNEX A-16

1985 1986 1987

IN MILLIONS OF TONS |PRODUCT|DEMAND |PRODUCT.| DEMAND |{PRODUCT.| DEMAND
LIQUIFIED PETROLEUM 12.4 17.5 12.6 17.8 13.2 18.7
GAS (LPG)
NAPHTHA 16.6 25.1 19.5 26.0 14.7 24.5
PETROL 97.0 91.2 100.6 95.5 103.3 97.7
KEROSENE AND JET FUEL 26.9 21.7 29.2 22.8 30.0 24.0
GAS OIL 148.0 169.2 160.1 177.2 150.5 | 174.8
FUEL OIL 90.6 97.4 99.2 97.0 95.2 91.7
OTHER PRODUCTS 29.5 34.1 25.8 35.2 31l.1 41.6
ALL PETROLEUM
PRODUCTS 421 456 447 473 438 473
SOURCES: EUROSTAT AND OECD.

NB ¢+ PRODUCTION

ASSOCIATED PRODUCTS = FINISHED PRODUCTS

DEMAND

= NET REFINERY PRODUCTION + ASSOCIATED PRODUCTS
(LPG AND OTHER PRODUCTS

OBTAINED FROM THE PRODUCTION OF CRUDE OIL
NATURAL GAS)

INLAND DELIVERIES + INRTERNATIONAL BUNKERS

Th



EMPLOYMENT IN THE REFINING INDUSTRY

A-17

IN THOUSANDS 1980 1984 1985 1986
OF PEQOPLE EMPLOYED

Belgium 5.6 4.7 4.3 3.7
Denmark (3.2) 3.2 3.2 (3.2)
Deutschland 32.0 29.9 28.1 26.6
Espana 14.5 13.6 13.9 10.6
France 31.9 27.2 26.2 24.7
Ireland 0.4 0.4 0.3 0.3
Italia 26.1 24.9 25.5 (25.5)
Luxembourg - - - -
Nederland 10.0 10.0 9.9 9.7
United Kingdom 29.9 23.6 22.2 (20.8)
EUR-10 153.6 137.6 133.6 (125.1)
Ellas + Portugal (6.4) (6.4) (6.4) (6.4)
EUR-12 ESTIM. (160) (144) (140) (131.5)

EUROSTAT - NACE FOR DATA UNTIL 1986. FIGURES IN BRACKETS
ARE ESTIMATES. EUROSTAT DATA DO NOT COVER GREECE AND’
PORTUGAL.

SOURCE :



ANNEXE A-18

FUR—12:REFINERY NETBACK VERSUS COST OF CRUDE
VALORISATION EX—RAFFINERIE ET COUT DE PETROLE BRUT
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1.

1.1,

1.2.

ANNEX A-19/1
QUALITY OF PRODUCTS AND ENVIRONMENTAL PROTECTION:

CHANGES IN THE TECHNICAL SPECIFICATIONS FOR PETROLEUM PRODUCTS
AND ENVIRONMENTAL PROTECTION LEGISLATION

Technical specifications for motor fuels

Limit on the lead content of leaded petrol.

In the Community Directive 85/210/EEC "leaded petrol" is understood to
mean all petrol other than unleaded petrol (whose lead content may not
exceed 0.013 g/l) whose lead content may not be greater than 0.40 g/l
nor less than 0.15 g/l. This directive also provides that Member States
will reduce the lead content of leaded petrol on their market to 0.15
g/l as soon as they judge it appropriate to do so.

Some Member States (B, D, DK, EL for premium gasoline, L, NL and UK)
have opted for the lower limit.

The other Member States (ES, F, IRL, EL for regular gasoline, I and P)
have opted for the upper limit.

The Community legislation lays down specifications for Eurograde petrol:
unleaded petrol, minimum octane number at the pump 85 MON/95 RON, and
maximum 5% benzene content.

The European Committee for Standardization has been asked to define the
other quality specifications for Eurograde petrol.

By 1 October 1989 unleaded Eurograde petrol must be readily available in
all Community Member States.

There are no European provisions defining the quality of unleaded
regular petrol, but the Community legislation (Directive 87/416/EEC)
does allow Member States to ban the sale of leaded regular petrol: such
a ban has been in force in Germany since 1 February 1988 and is planned
in Luxembourg with effect from 1 September 1988.

Other Member States (DK, NL) have virtually removed leaded regular
petrol from their markets as a result of tax measures.

In general, there is now a considerable demand for unleaded petrol,
ranging from 20 to 25% of total petrol sales only in those Member States
(D, DK and NL) which have taken tax measures to offset the extra costs
of refining unleaded petrol. In the other countries demand is still
less than 1¥%.

In 1988 Ireland and the United Kingdom also introduced tax measures
designed to encourage the use of unleaded petrol. .

Directive 88/76/EEC provides that from 1.10.1990 Member States ray
forbid the putting into circulation of new vehicles if they are not
designed to operate on unleaded petrol. Given the optional character of
this directive it remains to be seen what policies Member States and
vehicle manufacturers will follow in this regard. .

15



2.

2.1.

2.2,

3.

3.1.

ANNEX A-19/2
Limit on the sulphur content of diesel motor fuel (automotive gas oil).

Community Directive 87/219/EEC provides that after 1.1.1989 the sulphur
content of diesel fuel may not exceed 0.3% by weight. It also lays down
that Member States may make it obligatory to use diesel fuel whose
sulpur content is 0.2% by weight. The marketing of diesel fuel whose
sulphur content is below 0.2% may not be forbidden.

Some Member States (B, D, DK, L and NL) have said that they intend to
opt for the lower limit. The other Member States will probably adopt

the upper limit.

Technical specifications for fuel oils

Limit on the sulphur content of heating gas oil.
As for diesel fuel: see section 1.3 above.
Limit on the sulphur content of heavy fuel oils.

There are no Community provisions concerning the sulphur content of fuel
oils. The grades marketed are generally high-sulphur (3.5 or 4.5% S)
and low-sulphur {(1%) oils.

In some Member States, however, the national provision impose a 1% upper
limit on the sulphur content of fuel oils, or allow for the imposition
of such a limit.

'otor vehicle eminsion standards

Passenger petrol and diesel-engined vehicles

Community Directive 88/76/EEC sets new stricter limits for gaseous
emissions to which all passenger petrol and diesel vehicles must conform
to obtain EEC type approval. The effective dates vary according to
engine capacity from 1.10.1988 for new vehicle types over 2 litres to
1.10.1996 for all new diesel vehicles with direct injection between 1.4
and 2 litres. A proposed directive regarding value limits for the
second stage of reduction for vehicles in the 1.4 litre category is
under discussion in the Council. ,

Directive 88/76/EEC, 1like all Community legislation on exhaust emission
standards, follows a procedure called "optional harmonisation". Member
States may not reject a vehicle which conforms to EEC type approval but
different national legislation can be applied optionally in the domestic
market. Consequently it is also optional for the Member States (Art. 3.2
of Directive 88/76/EEC) whether or not they prohibit in their home
market from 1.10.1990 new petrol-engined vehicles not designed to run
exclusively on EUROGRADE unleaded petrol.

76



As regards particulate emissions from private diesel wvehicles, the
Council adopted on 16.6.88 the Directive 88/436/EEC. A second stage
reduction will be studied during 1989.

Heavy Diesel Vehicles

Directive 88/77/EEC sets for the first time in the Community limit
values for gaseous emissions from these vehicles. The Commission will
present during 1989 proposals for a second stage reduction.

Particulate emissiong from these vehicles are not yet regulated at
Community level but the Commission will present proposals in this regard
during 1989 as well.

I3



4.

4.1.

ANNEX A-19/3

Limit on pollutant emipsions from combustion plants

Limit on pollutant emissions from small combustion plants (up to 50 Mw),.

This matter is being examined by Commission staff. Several alternative
ways of limiting emissions are under discussion, including:

(a) reducing the sulphur content of the fuels used (coal and fuel oil)

or
(b) imposing emission limit values.

Consultations with CONCAWE for the o0il industry and the national
associations for the coal industry (D, ES, UK) are under way concerning
the technical and economic aspects. On the basis of this work it is
expected that the Commission will submit proposals to the Council during

1989.

Limits on pollutant emissions from large combustion plants (over 50 MW).

On June 28/29/1988 the Council reached an agreement on a directive for
the limitation of emissions of pollutants (SO,, NO_, dust) intoc the air
from large combustion plants ( 50 MW thermaf). Eﬁission limit values
for new plants are fixed for all three pollutants. There are also
special articles in the Directive for multi-fuel firing installations,
such as refineries.

At the national level overall S0, and NO_ emisssion ceiling are set for
existing large combustion plan%s in f993. 1998 and 2003. The
percentages of reduction of S0, emissions to be achieved in 2003
compared to 1980 vary between Member states from 34 to 70% and for MO
from 0 to 40%. Derogations are given to some Member States to take
account of their specific situation.



ANNEX A-20

INTERNAL ENERGY MARKET

ANNEX IXI : OIL®

OBSTACLES VWITHIN THE OIL SECTOR

5.

7.
8.

10.

11.
1z2.

13.

14.
15.

16.
17‘
is.
19.
20.

21.
22.

23.

Exploration and production monopoly

Exploration licensing procedures

0il-field development conditions

Taxation of oil production

The landing obligation

Restrictions on imports of crude oil and/or petroleum products
from certain non-Community countries.

The obligation to accept crude oil acquired by the State.

The obligation to use national-flag shipping for the carriage of
crude oil and/or petroleum products by sea.

The obligation to use a national carrier for the inland transport
of oil products.

Exclusive right of refining

Exclusive right to market the output of national refineries on the
domestic market.

Quantitative restrictions on the importation of EEC oil products.
Import licences and declarations for EEC oil products.

Prohibition of trans-frontier deliveries affecting distributors
not approved in the country of destination.

Differences in rules and technical norms applicable to different
petroleum products.

Differences in compulsory storage arrangements.

Pricing systems

Differences in indirect tax systems with regard to oil products :
Excise duty and VAT

— Harmonization of exise duty

- Approximation of VAT

Existence of other indirect taxes (parafiscal, counter-cyclical,
etc.)

Extract from COM (88) 238 final of 2 May 1988.



ANNEXES B

Annexes concerning the Community's external trade in petroleum products

B-0 :

B-1

B-9 :

B-10:

Explanatory notes on the statistics on imports/exports of crude oil and
petroleum products.

Imports of petroleum products from non-Community countries, 1986 and
1987. ’

Net balance of intra-Community trade and trade with non-Community
countries, 1981-87

Imports of petroleum products from non-Community countries, by
Member States and for EUR-12, 1987.

Imports of petroleum products from non-Community countries, by
Member States and for EUR-12, 1986.

Imports of petroleum products from non-Community countries, by economic
area of origin, 1981-87.

Imports of petroleum products from non-Community countries, by customs
category 1981-87.

Imports of petroleum products from non-Community countries, by product
category, 1981-87.

Imports of petroleum products from non-Community countries, by product
category and by Member State, 1986 and 1987.

Exports of petroleum products, by product category and main country of
destination, 1986 and 1987.

Overall pattern of external trade in finished petroleum products,
1981-87.



ANNEX B--O

EXPLANATORY NOTES O THE STATISTICS ON IMPORTS/EXPORTS OF CRUDE
OIL AND PRODUCTS INTO/FROM THE COMMUNITY

The Community has two main sources of statistics on imports and
exports of crude oil and petroleum products. First, it has the
"NIMEXE" statistics on the Community's foreign trade and on trade
between Member States, compiled from customs sources. Second, there
are the "CHRONOS" data compiled from a variety of sources, including
the national authorities, industrial federatioins etc. by the
Statistical Office of the European Communities and stored in a data

bank.

Nimexe offers detailed information on the precise types of products
imported, on their origin and on the customs and tariff treatment
given. These are therefore the most useful statistics for analysing
import into the Community countries.

However they draw no clear distinction between imports of consumer
products and imports of feedstocks needing further refining.

This distinction 1is fundamental, however, for the purposes of
assessing the real impact of imports on activity in the refining
industry. Consequently the Commission also uses the CRONOS data to
compile the overall statistics on foreign trade in petroleum products,
and the statistics on refining in the Community.

Although, unlike the NIMEXE statistics, the CRONOS figures cover
general trade in the Community, including transfers from customs
warehouses, they no longer normally contain declared feedstocks
imports, as a result of quarterly statistical operations.

However, it is not absolutely certain that all feedstocks imported are
declared as such. For one thing, some Member States are unable to
differentiate clearly between imported feedstocks and feedstocks
produced at their own refineries. For another, feedstocks can be
imported without declaring them as such, for instance under the GSP or
preferential agreements.



ANNEX B - 1

EUR-12 PETROLEUM PRODUCTS IKHPORTS FROM THIRD-PARTY
COUNTRIES TO THE EUROPEAH COMHRUNITY

in thousand tons

TPetroleum products imports Variations 1987/1986

i { !
jfrom third-party countries | 1986 | 1987 | 000 T I X

[to the E.C. I | | |

| | [ ! [
|ALL products/all uses, of which:{ 101 554 | 108 154 | + 6 600 | + 6.5 |
| - Light oils | 21 055 | 21 312 | + 257 | + 1.2 |
| - medium oils | 961 | 1117 | + 156 | + 16.2 |
| - gas-oil | 29 212 | 30 449 | + 1237 | + 4.2 |
| - fuel-oils | 38 414 | 42 78, | 4+ 4370 | + 11.4 |
| - other products | 11 912 | 12 492 ! + 580 | + 4.9 l

| | | |
I 1 ] ] | [
|ALL products/all uses, of which:] 101 554 | 108 154 | + 6 600 | + 6.5 |
| - specific treatment or | | | | |
] chemical conversion | 48 107 | 48 376 | + 269 | + 0.6 |
| - other uses | 53 447 | 59 778 | + 6331 | +11.8 |
| (destined for consumption) | | | | |
| I | | |
. ] | I [ |
|ALL products/all uses, from: | 101 554 | 108 154 | + 6 600 | + 6.5 |
~ Industrialized third - - | | | I |
countries, of which-¢ | 20547 | 22098 | +1551 | + 7.5 |
| EFTA i 8 089 | 10 693 | + 2 604 | + 32.2 |
| United States | 9 810 | 8 493 } - 1317 | - 13.4 :

| I | |
- Developing countr.,of which :| 44 770 | 45 256 | + 486 | + 1.1 |
Kuwait | 9 686 9500 | - 186 | - 1.9 |
| Libya | 7 439 7738 | + 299 | + 4.0 |
| Algeria | 7 392 | 7431 | + 39 | + 0.5 |
| Saudi Arabia | 5 737 6727 | + 9%0 | +17.3 |
| Venezuela | 2 566 1608 | - 958 | - 37.3 |
| OPEC | 37 413 38266 | + 831 | + 2.2 |
] OAPEC (Egypt included) | 37 994 40 440 | + 2 446 | + 6.4 |
| G.C.C. | 16520 | 16964 | + 444 | + 2.7 |
| - Countries with State trade, | l l | l
| of which | 36 237 | 40 800 | + 4 563 | + 12.6 |
| U.S.S.R. | 27 704 | 30976 | + 3272 | + 11.8 |
= Romania { 5 358 } 6 701 { + 1 343 ! + 25.1 =

Source : External trade statistics of the Community (customs declarations :
NIMEXE System)
Feedstocks included




EUR-10/EUR-12 - HET IKPORTER/(EXPORTER) BALANCE OF IMTRACOMMUNITY TRADE AND TRADE
HITH THIRD COUNTRIES TO THE EC OF ALL PETROLEUA PRODUCTS
Evolution frem 1981 to 1987

in millions of tons

€9

| | I [ { [ | I I
| ] 1981 | 1982 | 1983 | 1984 | 1985 | 1986 | 1987 |
| | EUR-10 | EUR-10 | EUR-10 | EUR-10 | EUR-10 | EUR-12 i EUR-12 [
| | | | -l I I | |
I | | | | [ I [ I
| |Bal. Bal. |Bal. Bal. |[Bal. Bal. |Bal. Bal. |Bal. Bal. |Bal. Bal. |Bal. Bal. |
| lintra- extka-]intra- extra-|intra- extra-|intra- extra-|intra- extra-|intra- extra-|intra- extra- |
| | EC ECN | EC EC | EC EC | EC EC | EC EC | EC gEC |} EC EC |
| I 2 | | | | I |
I [ I | ] I ] | [
| France | (3.6 6.3 | (0.O) 10.5 | 1.7 9.9 | 1.6 7.2 ] 0.3 9.7 | 3.7 1.0 | 6.6 14.1 |
| Belgium/Luxerbourg ] (3.3 0.7 | (1.2 2.0 | (0.4) 2.7 | (0. 1) 3.4 | 0.8 3.9 | 0.8 2.6 | 0.6 0.2 |
| Netherlands | (16. 7) 7.1 {21.7) 9.9 |(24.0) 9.0 |(28.6 8.7 [(29.0) 12.8 [(32.00 11.6 |(31.) 11.0 |
| F.R.G. | 17 8.1 | 17.1 10.1 | 20.7 12.3 | 21. 3 12.0 | 24.9 13.3 | 31.1 13.5 | 29.2 12.6 |
| Italy | (0 3) 8.6 | 2.0 10.0 | ¢0.%) 16.1 1 (1.3 20.5 | (1.6 22.6 | (4.5 18.3 | (2.4) 24.4 |
| United Kingdom | (2.3 2.6 | 2.8 4.6 | (3.9 5.7 1 0.7 11.5 | (2.8 9.7 | (3.4 8.1 | 4.9 8.9 |
| Ireland | 4.1 0.2 | 3.8 0.2 | 2.8 0.2 ] 2.8 0.3 | 2.6 0.2 | 3.6 0.4 | 2.9 0.2 |
| Denmark | 3.1 2.4 | 2.7 3.6 | 1.2 3.1 ] (0.0 3.6 1 0.3 3.6 1 0.2 3.2 ] (0.2) 3.3 |
| Greece | €0.2) (0.6 | (0.4) (1.00] 0.2) 0.6)| 0.5 0.4)] (0.7 (0.1 (0.2) (0.4)] 0.7) 0.4) |
| Spain I | | | | | €6.8) 0.4 | 4.7 1.4 |
| Portugal | | | | | | 1.2 0.3 | 1.4 0.2 |
| | | | I | | | |
[ | [ [ | I | I I
| EUR-10/EUR-12 | | | | | | | |
| - feedstocks incl.(1) | (1.9)%x 35.5 | (4.3)* 49.9 | (2.2)* 4] (4.0 66.9 | (4.6)* 75.5 | (6.3)*x 68.9 | (3.2)* 75.9 |
| - feedstocks excl.(2) | n.d.xx 7.0 | n.d.** 21.3 | n.d.** 5 | n.doax 29.2 | n.d.x% 29.6 | n.d.x* 18.9 | n.d.xx 27.0 |
| I I | | I | | I

Sources : (1) External trade statistics of the Community and trade between Member States (customs

declarations : NIMEXE system) - Feedstocks included
(2) National data (databank : CRONOS of EUROSTAT) - Feedstocks excluded

x Statistical error : Difference between the import and export returns at intra-Community level -
*%x n.a. : non available Z
Note : EUR-10/EUR-12 data may not correspond to the sum of the Member States' data due to roundings (data given in tons in m
NIMEXE). o
N



Period : Year 1987

EUR=12 - PETROLEUN PRODUCTS IKPORTS OF THE EUROPEAN COrSUMITY

FROM THIRD-PARTY COUNTRIES

in thousand tons

I | | ] 1 | | [ T | | ] | o
} } EUR-12 ‘ F.R.G. *% France } Italy }Netherl.}Belg/Lux{Un.Kingd, Ireland{Denmark }Greece { Spain {Portugal}
[ALL products/all uses,| 108 154] 15 046 17 4941 31 987] 14 S81] 4 222] 13 004] 225] 4 556] 7391 5 917] 383]
[from : - \ | | | | | | | | I I | | |
I \ | | | | | [ | | | | | l |
|- Industriatized‘third | 22 098] 5 268| 2 913 4 479| 1 205 831 2 693] 41| 2 804| 103 | 1 732 28|
| countries, of which :| I | | | | | | [ | [ [ |
| EFTA | 10 693 4 068 594 | 251 759 255] 1 874 0] 2 803| 43 24| 23|
{ United States { 493% 1 056| 1 778] 2 686{ 393] 373 608| 41 1{ 60} 1 493 5]

| | | | | | | [
|- Developing countries| 45 256]| 3 282] 9 2221 16 783 5 541| 689 | 5 765| 6| 478| 359 2 801 329
| of which : I | | | | | | | | I | | l
| Kuwait | 9 500] 4571 1 483 4 696] 1477 12| 652| - 183] - 498| 42|
| Libya | 7 738} 668| 1 118] 2 024 419 -1 2 922| - 73| 8| 412 93]
i Algeria ] 7 431 1 158| 1 731 907 | 1 553| 69 1 358| - 186]| -1 275] 194 ]
| Saudi Arabia | 6 727] 180] 1 920| 2 679] 1 010] 268| 164 ] - - - 137} 370] -
|  Venezuela | 1 608] 0] 921 1 236] 1741 1] 105] -1 -1 -1 - -
| OPEC | 38 244 2 827] 7 650] 14 131| 4 773 629| 5 298] -1 478| 307 1 821| 329]
| OAPEC (Egypt incl.)| 40 440] 3 107] 8 8O7| 14 542| 4 807] 535]| 5 519] 6| 478 313] 1 997] 329]
} G.C.C. | 16 964{ 6581 3 692} 7 375: 2 704] 280]| 816] - 183] 137} 1 077= 42‘

| | | | | | [

|- Countries with State| 40 800} 6 495| 5 359] 10 725| 7 835] 2 702| 4 546] 178 1 273 276 1 384] 26|
| trade, of which : | | I | | | | I I [ | I |
| U.S.S.R. | 30 976] 4 590| 3 730] 6 420 7 C01| 2 668| 4 339| 178} 850] 591 1 140] 1]
= Romania l 6 701 316] 1 360]| 4 076 556| 241 135] - - 91| 119] 25}

Source : External trade statistics of the Community (customs declarations : NIMEXE System)
Feedstocks included.

* Imports from GDR not included.
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EUR-12 - PETROLEUA PRODUCTS IRPORTS OF THE EURCPEAN

CORIUNITY FRCH THIRD-PARTY CCUNTRIES

Period : Year 1986 thousands of tons
T | | ] | | | | 1 | | { | T
{ : EUR-12 } F.R. G.*} France I Italy |[Netherl.|Belg/Lux|Un.Kingd|Ireland Ioenmark | Greece | Spain |[Portugal|
I I I | |
JALU products/all uses,| 101 554] 16 041] 15 1641 25 729 15 214] 5 700] 12 859] 403] 4 489] 840} 4 620] 4957
[from : | | | I | I | I I | I | |
I I I I I I | I I I I [ I |
|-Industrialized third | 20 547| 3 986 2 510} 4 079] 1 461] 935 2 320] 1251 2 882] 145 2 025] 78|
| countries, of which :| I | | | | | | I | I ! I
| EFTA | 8 089| 2 603 324 126| 559 360 1 231| 26| 2 832| 0| 5]. 23]
{ United States % 9 810% 1 191] 1 693] 2 500| 802| 441 911| 991 50| 118| 1 949 ~ 55|
| I I | I [ | | | | |
|- beveloping countries| 44 770 4 017] 7 416] 14 6181 7 357 1 303 6 679] 93] 269 529 2 124] 364
| of which : | | | I | I I I | I I | I
| Kuwait | 9 686]| 941| 1 126] 4 444 1 715] 51| 726 -1 143 -] 424 | 116/
| Libya ] 7 439 673| 1 064 1 523 501 201 2 832| -] - - 645] -1
| Algeria | 7 392| 1 477] 1 347 939| 1 989] 130] 1 154] -1 79] - 204 73]
| Saudi Arabia | 5 737] 2041 1 824 1 679] 1 157] 246 1841 -1 -1 93| 298| 52|
| Venezuela | 2 566] 189 2901 1 145] 576 9] 301 46| 10| - - -
] OPEC | 37 413 3 617] 6 387 11 493} 6 572] 1 036] S 393 45] 256 483 1 829] 300]|
| OAPEC (Egypt incl.)| 37 994| 3 611] 6 8511 11 972]| 6 140 951| 5 326] = 247 528| 2 067] 300|
} G.C.C. I 16 520% 1 220] 3 235% 6 202| 3 420} 314I 925{ - 168% 93} 776 168
| | | I I
|- Countries with State| 36 237| 8 038| 5 233| 7 032] 6 396] 3 462] 3 860] 185| 1 338| 156 | 470| 53]
| trade, of which : | | | | | | I | I | [ I I
| U.S.S.R. | 27 704 5 598] 3 637] 4 471] 5 433 3 247] 3 542 135] 765 | 59| 274 53]
| Romania | 5 358| 736| 1 368| 2 235] 645] 47| 126} 50| - 26| 1241 -
| I I | | I | I I | I I | I

Source : External trade statistics of the Community (customs declarations : NIMEXE System)
Feedstocks included.

* Imports from G.D.R. not included. >
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EUR-10/EUR-12 -

OIL PRODUCTS IMPORTS BY COUNTRY OF ORIGIN AND ECONOMIC AREA -

IN % OF TOTAL THIRD COUNTRIES IMPORTS

in %
EUR - 12
1981 1982 1983 1984 1985
1986 1987
- Industrialised countries, 20.2 24.5 27.0 25.8 2e.2 20.2 20.4
of which : EFTA 9.6 B.6 11.4 10.8 B.K\ 8.0+ 9,9%+
USA 7.6 9.7 8.6 6.6 6.5" 9.7 7.9
Spain 1.9 4,2 4,9 5.2 4.4 n.a, *** n.a. x**
- Developing countries, 44,9 40,4 37.7 39.3 45.1 44 1 41.8
of which : Saudi Arabia 5.2 2.7 1.3 3.1 4.1 5.6 6.2
Kuwait 3.3 5.2 9.3 9.7 10.0 9.5 8.8
OPEC 25.2 25.4 27.1 28.9 34.9 36.8 35.4
OAPEC (*) 22,3 21,1 24,1 26.9 33,2 37.4 37.4
GCC - 9.6 8.4 1.5 13,2 15,1 16,3 15.7
- State trade countries 34.9 35.1 35.3 34.9 32.7 35.7 37.7

(*) Egypt

External trade statistics of the Community (customs declarations :

included

(%) Portugal excepted

EX LR

9¢

: not applicable

NIMEXE System) - Feedstocks included

X3INNY
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14

EUR 10 / EUR 12 - ANALYSIS OF OIL PRODUCTS IMPORTS FROM THIRD COUNTRIES

ON THEC BASIS OF CUSTOMS DEFINITIONS

in mio t./in %

EUR - 10 EUR - 12
1981 1982 1983 1984 1985 1986 1987
mio t % mio t % mio t % mio t % mio t % mio t % mio t %
A).Imports at zero duty] 41.8 65.0| 52.9 | 66.7 | 58.1 65.8 59.8 1 63.5| 69.2 [65.6] 64.0 [63.0 66.5| 61.5
- For specific treatmert "
or chemical conversion 26.3 40.91 32.8 | 41.4 | 41.4 46.9 40.7 1 43.21 49.2 |46.6] 48.1 [47.3 48.4 | 44.7
- By virtue of prefe-
rential agreement 15.5 24.11 20.1 | 25.3 | 16.7 18.9 19.1} 20.3| 20.0]19.0f 15.9 ]15.6 18.1) 16.7
8) Imports under GSP 11.1 17.3] 11.3 ] 14.2 12.5 14.2 16.1 17.1 22.0|20.8} 18.3 118.0 22.% 20.8
(Subject to ceilings)
é) Imports subject to 1.4 17.7) 15.1 19.1 17.7 20.0 18.3| 19.4] 14.3] 13.6} 19.3 | 19.0 19.2 | 17.7
normal CCT duty .
Total imports from 64.3 1 100.0] 79.3 |100.0 | 88.3 |100.0 94.2 ] 100.01 105.5(100.0} 101.6 |100.0 } 108.2{100.0
third countries

Source :

External trade statistics of the Community (customs declarations :

NIMEXE System) - Feedstocks included
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EUR-10/EUR-12 - PATTERN OF OIL PRODUCTS IMPORTS FROM THIRD COUNTRIES

inl
N EUR-12
1981 1982 1983 1984 1985
1986 1987
Light oils 24.1' 18.9 17.9 16.7 17.2 20.7 19.7
Medium oils 1.4 1.2 1.0 0.6 0.8 0.9 1.0
Heavy oils : 61.9 69.2 70.5 72.3 73.4 66.6 67.8
- gasoil (21.8) (24.2) (25.3 (23.3) (26.6) (28.8) (28.2)
- fuel-oils 40.1 (45.0) (45.2) (49.0) (46.8) (37.8) (39.6)
Other products 12.7 10.7 10.6 10.4 8.6 1.7 11.5
(of which LPG and N '
petroleum coke)

Source : External trade Statistics of the Community
(customs declarations : NIMEXE System) - Feedstocks included
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EUR-12 ~ IMPORTS FROM THIRD-PARTY COUNTRIES BY CATEGORY OF PRODUCT AND BY IMPORTING MEMBER STATE

Comparison Year 1986 - Year 1987

(in million tons)

EUR-12 FRG* FRAHCE |ITALY jMETHERL. IBELG./LUX. :g:;gg,q Ihm DENARK GREECE** SPAIN PORTUGAL
11. specific treatment/ 48.1 8.9 3.4 | 10.9| 7.0 4.5 8.7 | 0.0 1.3] 0.5 2.5 0.4
chemical conversion 53.5 7.1 | 11.8 | w.a] 8.2 1.2 4.2 0.4 3.2 0.3 2.1 0.1
2. Other uses
1986 R ittt '{ ---------------------------------------------------------------------- ahbebaiatedahe [" """""""
3. ALl products/all uses| 101.6 | 16.0 | 15.2 | 25.7| 15.2 5.7 12.9 0.4 | 4.5 0.8 4.6 0.5

(1+2) of which
light and medium oils (22.0) (4.4) (4.2) (2.5) (4.2) (0.5 3.0 (0.1 | (0.8) (0.1) .. (0.4)
heavy oils (gasoil

+ fuel-o0ils) (67.6) { (10.1) (8.6) | (20.5) (10.0) (4.6) (8.6) (0.3)} (3.4) (0.6 (0.8 (0.1
1. Specific treatment/ 48.4 7.6 3.3 13.7 6.7 3.2 8.7 0.0 1.1 0.3 3.5 0.2
chemical conversion .
2. Other uses 59.8 7.4 14.2 18.3 7.9 1.0 4.3 e.2 3.5 0.4 2.4 0.2
- ————e S SEUEUEDEVEONNYY FIUEUENpY S SNV SUNUIIIIIY R S demee I . P
1987 13, ALl products/all uses| 108.2 | 15.0 | 17.5 | 32.0| 14.6 4.2 13.0 0.2 | 4.6 0.7 5.9 0.4

(1+2) of which
light and medium oils (22.4) (4.3) (4.9 (3.5% (2.8) (0.3 (3.2) 0.H | (0.9 0. 2.3 (0.2)
heavy oils (gasoil
+ fuel-o0ils) (73.2) (9.3)| (10.0) | (25.8) (10.6) (3.4) (8.5 (0.1 (3.1 (0.5) (1.8) (0.1

* Imports from GDR not included

Source : Statistics of Coﬁmunity external trade and trade between Member States
(Customs declarations : NIMEXE System) feedstocks included.
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2 =~ EXPORTS OF PETROLEUM PRCDUCTS BY CATEGORY OF PRODUCT AND BY MAIN THIRD COUNTRY

OF DESTINATION

gvolution %36 - TYor*

in thousand tons

|Main third

[ | I i | i |
|country of des-| | | | | | TOTAL |
|tination in | Light oils | rMedium oils | Gas-oil | Fuel-oils | Other products | All petroleun products |
11987 (by de- ] | | |
lcreasing order | I | ] [ i [ I ] [ variat.[
lof rmagnitude) | 1986 | 1987 | 4986 | 1987 | 1986 | 1987 | 1936 | 1987 | 1986 | 1987 | 1986 | 1987 | 87/86 |
|Total 7 600.000T| | | | | | | | | | % |

| . ! R | | I | | I | I Lo
+ |United States | 4 326 | 4 543 | 763 | 747 | 551 | 515 3185 | 5 046 | 943 | S32 | 9 743 | 11 488 | + 17\8 |
|Switzerland | 2221 2162 | 619 | 665 | 2771 ] 1 838 | 242 | 153 | 335 | 3131 6188 | 5 151 | - 16.8 |
|Sweden I 1405 | 884 | 187 | 223 | 980 | 778 1 1191 | 703 | 423 | 405 ) 4190 | 2993 | - 28.6 )
|Austria | 408 | 402 | 14 | 23 | 120 | 133 | 428 | 334 ] 62 | 360 ] 1333 ] 1252 ) - 6.1
|Harway | 350 | 220 | 112 | 107 | 177 | 218 | 77 | 2 | 363 | 280 | 1 079 | 857 | - 20.6 |
|Libya | 447 | 477 | 4 | 57 | 125 | 0| 198 | 139 | 70 | 133 | 844 | 808 | - 4.3 |
| Tunisia | 2 | 180 | 49 | 53 | 196 | 131 | 594 | 245 | 37 | 37 | 927 | 746 | - 19.5 |
JAlgeria | 3] 3 0 | 0 | 0 | 0| 430 | 472 | 189 | 178 | 621 | 653 | + 5.2 |
|Iran | 47 | 55 | 36 | 204 | 275 | 273 | - ] 0] 56 | 90 | 814 | 622 | - 23.6 |
jother destinat. } 114 } 1 206 % 1 226 { 1 316 ! 1 044 i 113 : 1739 | 2 215 } 1 700 } 1 905 } § G02 } 7 773 } + 12.5 |
- i e B el e R B il Bttt Rt |

| TOTAL EXTRA-EC | 10 354 | 10139 | 3390} 3395 | 6240 | S 187 | 8134 | 9339 | 4528 | 4283 | 32 646 ] 32 3431 - 0.9 ]
fof which : | | ! | | I I | | | [ | I |
|Industrialized | I | | I I | I [ I | I |
| th1rd countr. | 9345 | 88461 2174 | 2211 | 4964 | 3970 57?59 | 7008 | 2752 ] 2292 | 24 995 | 24 327 | - 7
lDeg I %34 l 1 291 I 1 167 | 1173 I 1 270 ! 1 213 ! 2 o I 115 l 1 590 l 1 807 l 7 083 I 7 599 I + 3 \
ICountNes with | | | | |- | | I | I | I | I
| State trade } 24 } 2 } 49 { 11 { 6 = 4 { 204 I 216 { 186 } 184 = 568 { 417 } 26.6 !
JOPEC countries | 691 | 707 | 678 | 421 | 496 | 432 | 758 | 640 | 527 | 643 | 3151 | 2 843 | - 9.8 |

| OAPEC countries]| 467 | 665 | 173 | 111 426 | 183 | 1 353 | 853 | 555 | 666 | 2974 | 2 483 | - 16.5 |
|GCC countries | 5 | 16 | 63 | o | 65 | 2 I 144 | 0| 81 | 120 | 358 | 138 | - 61.5 |
T | | | [ | | { | | | | ! | T
|TOTAL INTRA-EC | 21 858 | 21 057 | 5123 | 5516 | 30 962 | 26 261 | 27 401 | 24 215 | 8 456 | 8595 | 93 769 | 85 644 | - 8.7 |

| | | | | | I | | | | I | | I
' Z

Scurce : External trade statistics of the Comunity (customs declarations : NIMEXE System). P
>
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EUR-10/EUR~12 ~ OVERALL PATTERN OF OIL FINISHED PRODUCTS EXTERNAL TRADE

in mio t.

EUR-10 EUR - 12
1981 1932 1983 1984 1985 1986 1987 lVariations
F\\{.St 1987/1986
estimates
\ in L
~ Total imports of .
finished products (%) 122.5 138.7 136.0 145.8 145.3 163.3 164 + 0.4
- Total exports of
finished products (%) 115.5 117.4 120.5 116.6 115.7 144.4 137 - 5
- Net imports (exports) ~
of finished products 7.0 21.3 15.5 29.2 29.6 18.9 27 + 43

Source :

(*) Intra-Community trade included

CRONOS (national statistics) - Feedstocks excluded
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