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Introduction

\
Over the next ten years development &f the Community®s energy resources will demand

the investment of more than 200 000 million u.a.

If industry is to be able to finance invesiment on this scale the first essential is
for this investment to be assured of an economic return through prices which will

cover the long—term development costs of the new energy resources concerned,

To facilitate the financing involved the Commission considers that it would be
necessary on the one hand to grant loans or loan guarantees to firms which could not
raise the necessary capital on the market solely on the basis of their assets and, on
the other, to provide a mechanism for the protection of the investments concerned
against uncertainties affecting the world oil price. Protection might take the form
of long-term purchase contracts between producers and consumers or of a price

guaraniee for energy produced in the Community.

The Commission is presenting separately a communication to the Council regarding
the grant of loans, or loan guarantees, to the energy sector and others relating to
the conclusion of long—term coniracts. The purpose of this paper is to analyse the
various possible methods for providing a guaranteed minimum price for energy

produced in the Community.

The objectives of psuaranteed minimum price arransements for energy produccd in the

Communitya

Community producers would have an assurance that, in the event eof a fall in oil prices
on the world market, their output would continue ito sell in all Member States at a
price not less than guaranieed minimum level, which would thus act as something of o
"safety net™ for Comminity investors. This is cne of ithe proposals which the
GCommission put to the Council in January 1976 (Doc. COM (76) 20).(See also footnol..

talow)e

(') HMcmber States of the Internmational Encrgy Agency have undertaken that importic:
crude oil will not be sold on their markets below a set price (MSP). This
provides an indirect guarantee for domestic energy production but not for that
traded between Member States. An exception is made, bowever, for oil sold
between Member States of a customs union, if protection iy provided by means of
commercial peolicy mensures.



A guarantee of this kind would have the following advantages ¢

- it would prevent a fall in world-market prices from causing the decline
of high—cost energy sources and slowing the development of new energy

sources needed to provide supplies in the long term;

~ it would avoid an open—ended burden on national budgets to support

energy production which had become uncompetitive.

Possible procedures

For establishing a guaranteed minimum ' price mechanism in the Community,

there is a choice between two kindg of measure ¢

- commercial policy measures vig—-d~vis member countries, aimed at protecting
Community production;
—~ an obligation to buy crude oil produced in the Community at a price not

less than the guaranteed minimum level.

Consumption taxes would affect both Community production and imported products
and could have no effect upon the promoition of Community investments. For
ihis reason such a measure would not serve the desired objective unless it

were accompanied by subsidies in favour of Community products.



a)

b)

Commercial policy measures

The guarantee would benefit all energy produced in the Community. Protection could

take the form of a customs duty, import levies or import quotas.

An import levy can be applied more flexibily than a customs duty esince it enables
protection to be varied in accordance with actual market prices; the levy may'be
collected either cargo by cargo or on the basis of prices averaged over a day or a

week., Furthermore, the Community has experiences of this sort of mechanism since it

is very generally used for the protection of the agricultural market.

The imposition of quotas on imports allows internal producers to charge prices higher
than those ruling on the world market. These internal prices, however, are notl
fixed with certainty and it would be necessary 1o ensure thal they stayed within the

linmits set by the guarantee,

Commercial policy measures, however, cannot be taken vig-3d~vis non-member countries
with which the Community has free irade or preference agreements, e.g. the EFTA
countries, the Lomé Convention countries or — from 1980 — the Mahgreb countries,
etc.1 The Community could if necessary ésk for the safeguard clauses in the
agreements in question to be applied, but this would be an exirewe course which the
Community could take only after all other possibilities of finding a solution
through consultation and.cooperation had been exhausted (see Annex II to the
Commission Communication to the Council of 17 March 1977 (coM (77) 71 final).

Obligation to buy at the Guaranteed Minimum Price

The guarantee would benefit only oil.

Under this scheme, purchasers would be required to pay a price not less than the
guaranteed minimum for crude oil produced in the Community or products derived
from it.

Disparities between the terms on which different companies obtain their supplies cou
could, if necessary, be corrected either by subsidies from the governments of the
purchasing couniries,to cover the difference between the guaranteed minimum price of

0il produced in the Community and the lower price of imported oilsor by a system

1 In 197% the Community imported from these countries 74 million tomnes of crude oil

and 10 million tonnes of petroleum products.



- -

of compensation betwcen refiners (1) (2).

Pstablishment of a price—guarantec mechanism in the Community

Although it would be more in keeping with the objectives of the Treaty for the
guarantee mechanicm to be uniform throughout the Member States, it is also posgsible
to visualise its varying from one 1o another, with each country taking the measures

besl suited 1o its own market.

The choice between M"uniform®™ and "variable' application depends on the kind of
measure envisaged ;

- the introduction of 5 customs duty or import levy requires a Council decision tak
by a qualified majority (Article 113). Protection would apply uniformly to all
Member States;

-~ the fixing of imporl gquotas, if general, must be decided in the Council, However
since o0il is not yet subject to a common import regime, Member States may also
modifly their national import regimes in accordance with the procedures laid down
in the Council Decision of 19 December 1972, in respect of GATT countries (and
those ireated in the same way) or in the Council Decision of 27 March 1975, in th
case of State-trading countries. If indirect imports tend to undermine these

measures and the aims being pursued, protection can be provided under Article 115

~ in certain member states the possibility exists of imposing upon enterprises an
obligation to buy at a guaranieed minimum price at a level which the Council

would determine.

Once the kind of guarantee had been settled, 1t would still remain to determine a

number of points such as @

- the choice of the reference crude oil;
— the price relationships between the various qualities of crude il and the
principal products derived from them, and the reference crude oil; and

~ the inclusion or otherwise of petro-chemical feedstocks.

A compensation mechanism of this kind is currently used in the United States, to egquali
the terms of acquisition of different categories of crude o0il, namely "old" and "ncw"
domestic oill, and imported oil,

Fember 3tates belonging to the IEA which opted for this scheme would also have to tax
products at the consumer level, in order to bring domestic prices up to the level fixed
for the MSP,



....5_.

Procedures would likewise have to be laid down for revising the rcoference

lavel,
Conclusions

In view of what has been said above, it would appear that only two schemes can

be considered for the Community @

-~ for uniform application : an import levy;
~ for application varying from country to country : import quotas or the

obligation to buy at a guaranteed minimum price.

The table in Ammex I cets out the various procedures which could be used to

provide a guaranteed price mechanism and their advantages and disadvantages.

Because of the implications for the Community®s relations with third couniries,
the Community could for the time being only take a decision which would establish

the principle of a guaranteed minimum price.

As to the kind of mechaniesm to be provided and its establishpent, it would be
necessary to agree upon - a Community procedure permitiing the

appropriate decisions to be made swiftly and in compliance with the Treaty.

Should the Council decide upon a uniform application in the form of an import
levy, a procedure would have to be provided for bringing the scheme into operation

and for suspending it.

If the Council were to prefer non-uniform application of the guarantee it woulad
suffice for the Member States to inform the Commission of how they intended to
comply with their obligations; the Commission would have the .task of ensuring
that the measures envisaged with the provisione of the Trealy including the
rules regarding competition,
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