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ENERGY. PRICE AND TAX HARMONIZATION
‘ IN THE COMMUNITY

1.1. A wide diversity of energy price.regimes; tariff structures, and taxation"

policies have existed within the Community for many years. Apart from

1.2.

differences in productivity/wage rate structures in the economies of indi-
v1dual member States, and within the energyindustries the principat reasons .

for divergence include : .

a) differences in-the structure of ‘the energy- industries, in~the'financin§

.of nationalized industries and public utilities, and in the control of
pricing policy, -

b) Vdifferences in taxation,.~7'

c) difference arising from energy poticy con51derations, and from the,ff

balance that individual member States strike between energy problems
.and broader policy objectives.'

This note rev1ews the extent of these. differences and some of the policy o

issues from which they derive. It concLudes that divergence in energy

. pricing and taxation is 1ncreasingly becoming an obstacle to harmonization

in energy policy. COmpLete harmonization is our Lonq-term objective. The
first step must be to move towards a common approach to pricing regimes,.
tariff structures and frameuorks for taxation. ‘

2. The structure of the energy industries and their approach to pricing

Consumer prices ‘and taxes within the Community for most of the 1mportant
fuels in 1979 and 1980 are set out in the tables at Appendix 1. Appendix 2
provides a simple graphicat presentation of the same data for 1979 ontiy.

To a greater extent than any other fuel, oil product prices are dominated

| by taxetion, especially in the case of motor iuels., veos



“world prices for crude oil.

2.2.

2.3.

N

.. In addition legislation controls the evolution of consumer prices for

the main products in all member States other than the FRG and.the'UK ;

in most member States ;bntrols are based on ceiling prices calculated by
(parﬁiat) reference to spot price; for petroleum products at Rotterdam aﬁd
Genoa, and average prices for crude oil. Most member States have in pracfice

now accépted that consumer oil prices must reflect in full the increase .in

Coal

There is no formal price control regime for Community coal and prices are,
in general, set by the producers in the Light of market conditions.
However, since the cost of Community production is, in general, well above
world coal prices, a considerable proportion of Community coal production
would be unable to find a market if it were not for a variety of special

factors :

= Community legislation provides for subsidies to .producers to sell coking

coal at competitive prices ;

- in a number of_countries subsidies or their equivalent are paid either
to producers or consumers to enable Community coal to compete with im-

ported coal for electricity generation ;

- cosfs of transport and handling enable Community coal to sell at delivered

prices competitive with world prices, especially in coal producing regions

- in Germany there are gquantitative limits on coal imports.

Gas

Regimes vary widely within the Community. One extreme is represented by

the FRG which has a Large numper of independent gas transport companies,
no price regulation and no requirement for gas prices for industry and
power stations to be published (however, in the domestic sector, tariffs
are applied and controlled by locél authorities); At the other extreme is
France, where'thq gas industry is almost wholly nationalized, prices are
subject to formal control by the Ministry of Industry and thefe are lLegal
obstacles to price discrimtnation.j .

’



ALL countries other. than Germany have either a formal or informal system™

of state interveﬁfion or control by public authofities on gas -prices.

Tariffs include, in general, two parts : a sfanding charge tovering trans- '
port, distribution and other fwxed costs and. a commod1ty charqe per unit of
gas sold which varies proport1onately with quantwty. Consequently, the
mixing of these charges Leads to a compos1te price that decreases w1th gro-
wing consumption.. Prwces to industry are lower than domestic prices, firstly
as a result of the 1nfluence of pr1ces for competitive fuels that are diffe-
rent for each market and secondly because of lower’ transport and d1str1butwon

costs.

Because of the structure of gas tariffs the price per unit consumed varies

" according to a consumer S c1rcumstances, and price studies have to def1ne‘

2.4'

typ1cal" consumers. In some cases, the price to such a consumer can be
read off the tariff, in others typical prices can only be determ1ned by

sampling. A 8 . o .

As in the case of gas, the structure of the industry and its associated pri-

¢cing regimes vary widely within the Community, and on similar Lines. Prices

Aare\e§ther oirectly‘or informally controlled by government'throughout.the

Community.

Pricing practices are extremely complicated and the very great importance of
capital in the overall cost structure of the 1ndustry is a key factor. The
cost of supply to an 1nd1v1dual ‘consumer depends not onLy on the voLume of
electricity demanded, but on the seasonal, weekly and da1ty pattern of demand
and the extent of fluctuation in demand nThis reflects the faot that the

“industry has to be capable of meet1ng, with ample generatwng reserves, the

peak demand placed on it.

It. follows that the costs of supply are minimized the greater the average
load in relation to peak demand. Tariffs therefore exist to encourage the

use of electricity at off-peak periods.

While it is often true tha; the average price per Kwh consumed falls with

the volume supptied,'the‘considerations above give:rise fo exceptions.



As in the case of gas, there ié therefore no standard price for electricity.
Tariffs for industrial consumers are not published in all countries. Once
qgain prices have to be estimated for typical consumers under specified and
aefined conditioné, sometimes using Sample data.

3. Energy taxation

-

3.1. The table at Appendix 3 shows how the incidence of taxation varies both
between -types of energy and between member States; In general taxes are
higher on oil products than other forms of eﬁergy,. higher to the domestic
consumer than to industry, %ighest in Denmark,'France‘and Italy and lowest
in the UK and Ireland. '

The divefsity of taxation practice shows that the téxatiqn of energy is not
at present related to énergy policy. High excise taxes on motor fuels essen-
tiaLLy serve overall budgetary requirements and meet expenaiture for road
building.and maintenance. The other oil products and non-oil energy are in
the main subjeét only to VAT, although domestic heating oil usually bears
some excise tax. Because of the credit mechanism VAT falls only on final
.consumpé}on so that fuels supplied to industry are to 2 great extent free

of tax. In the UK and Ireland'non4oit fuels carry no tax.

3.2. In addition to consumer taxes on energy, there is a two-way flow of funds
between the energy industries and governments in the form of subsidies, cor-
porate income taxes, local taxes,employment taxes, royalties, etc ..

No rigoréus analysis exists of the overall financial position of each indus-
try and any such analysis would run into serious problems of definition. It is
clear, however, that the petroleum industry‘is a2 substantial net contributor

to national exchequeré and that the coal industry is subsidized. The position
of the gas and electricity-industries is less c@ear, and. appears to vary

between member States.

4. Energy pricing policy

H

The price of energy is clearly- a vital policy instrument, but there is no
simple Formula for energy prizing. ves



.. Energy policy presenté a whole series of dilemmas in relation to fhe
optimum balance between fuels and between ehergy saving ahd fuel substitu-
tion. And over and above these problems, some of which are rev1ewed betow,
the needs of energy policy are not necessarily compatible wwtﬂ broader poli-
cy obJect1ves in relation to economic development and price stability, ‘

_income distribution, and the generation of government revenue.

4.2. Conservation and subst1tut1on

Emergy is’'noct a hombgeneous product with a single price.~-A rise in the
price of any single fuel'will“?educe:demandAfor that fuel, but depending,od
fhe capacity and timescale for substitution, some of the reduced demand will
réappear-as demand for an alternative %uel The range .of substitutability
is wide ; subst1tutes for motor fuels are very l1m1ted, but there is substan~
tial capacity for 1nstantaneous subst1tut1on between electr1c1ty and fossil
fuels for space heat1ng. Some progress in the reduct1on_of~externaL depen=-
dence has been achievéd through the. substitution of coal and nuctear~ener§y
for.oil "in eLectricfty generation, Less satisfactory from tHe point of view.
of energy pdliqy is the extensive substitutiqn in much of Northern Europe of
gas for .0il for.space heating purposes. The‘fatio of fuel prices.to each
‘other is therefore as impbctant for energy policy as the absolute pfice of
energy products. ‘ o '

. N :

4.3. The foFlow?né téblehshows in simple terms how prices evolved, afterkalﬁowance

for inflation, in response to the increase in crude-oil prices between 1973-78.

INDEX NUMBERS OF FUEL PRICES 1st JANUARY 1978

1st January 1973 =100

b -~ F. L N B K IR

Domestic electricity 100 105 156 . 138 117 123 138
CIndustrial electricity . 110 130 = 158 128 128 129 220
Domestic natural gas R 128 105 143 ", 93 109 84 n/a
Industrial natural gas ~  n/a 112 248 191 132 120 . n/a
Domestic antracite 1 134, 116 121 127 122 118 174
Industrial coal 138 125 90 87 162 160 n/a

" Premium gasoline 104 123 147 . 95 8 105 - 136
Automotive diesel . 108 116 63 79 8 101 73
Domestic heating oil C07 179 221 149 111 248 249
Heavy ‘fuel oil . = 173 193 280 206 219 207 291

{NETE pe - uodatls vooctrrad fop fnflaticn using implicit price deflator of GDP)



O~

These figures. need to be treated’with caution. As suggested in paragraph

2 energy markéts,'especially for industrial fuels, often lack transparency
and there can be wide variations in the price even to similarly placed |
‘customers in the same country. The choice of two dates at which fuel prices
were, in historic terms, unusually low, could give a distorted impression.
However in general terms these figures do provide a simple guide to the

.way in which energy brices in general, and the relative price of fuels have
evolved in different ways in each member State. Among the most interesting

conclusions are the following :

a) While import prices for crude oil, as expressed in dollars, rose in real
terms by around four times.over the period 1973/78, increases

in fuel prices of 200 % were the exception rather than the rule.
"b) In general, industrial prices rose more than domestic prices.

¢ In general} the real price of motor fuels had by 1978 fallen back to
around its 1973 level through a reduction in the real burden of excise
taxes and erosiqn ot oil company profits. "Since then there has been a
sharp increase in the price of motor fuels which are now some 10 - 20 %
'in real terms above 1973 levels, despite a further reduction in the real

burden of excise.

d) In the domestic sector, there has been an incentive in every country
other . than Germany to switch from oil to natural gas, but increases in
electricity prices have also been less than those for heating oil, and.

in some countries have been comparable to those for gas.

e) In irdustry there has been an incentive to switch from oil to natural
gas, but electricity has also increased its attractiveness. In the four
countries (Germany, UK, France and Belgium) producing coal, increases in-

coal prices, though well below those for heavy fuel oil, were greater than

those for gas or electricity.

S. Prices and energy policy objectives

A simple formulation of the objective.of energy pricing policy is that energy
should be priced at the level which encourages the optimum rate of development.
of energy resources world wide. But at a secfor-by-sector (evél this poses a-
wide range of complex questions.



5.1,

‘ of excess supply on “world markets.

0ilL

-

'Non°conventvonal sources of oil Cheavy oil, shale, tar sands) are competitive

at today' s prices, but are unlikely to be avawlable in sufficient quantities

to avoid substantial- further increases in oil prices towards the end of the
century.- The question therefore arises as to what eitent it‘would be prudent
to anticipate this qutHer price increase. In particular, there may ‘be a oeed‘

for a mechanism to ensure that real prices are. ma1nta1ned dur1ng any per1od>

T

[y

0il companies derive most of_their profits and governments raise most of their
taxes from the Llighter distillates, especially motor fuels. However, priée
differentials between light ‘and heavy products have been compressed since 1973.
Recent work by the Commission-on energy savlng;in the transport sector has
suggested the need for regular and substantial revalorization of excises to

promote saving in_ consumption.

On the other hand, it could be argued that it is in the transport sector that
oil is employed at the h1ghest Llevels of eff1c1ency, s1nce no realwst1c substi~
tute is readily available. There is also the need to separate the requ1rem¢nt

for revenue to meet road expenses from the energy argument. On this basis,

-while the overall burden of taxation on oil pfoducts’sh0uld‘perhaps be restpred.
‘to its 1973/74 level, there may be a case for shifting the burden from the

lighter to the heavier products where there is greater scope for fuel switcping’

. and energy saving. B -

In‘particular, residual fuel oil is a by-product of the refining process which
tends fo be in surplus supply. Although there have been heavy increasee‘in
price since 1973, itfis still priced very cheaply and this tends to shut -out
coal for industrial uses othef than‘electrﬁcity generation. It could also.
constitute an incentive for the gas and eleetricity jndustries to sell to

Large consumers at promotional prices. There may therefore be a case for a tax
on residual fuel oil to encourage 1nvestment in advanced refin1ng techniques
uhich break fuel oil down 1nto Lighter products.



5.2.

5.3.

5.4.

Coal

-There appears to be general agreement within the Community that the existing

quasi~-competitive pricing regime is the best means to maximizing domestic
product{on‘without shutting.out imports. But the position will need to be
kept under review as the production and use of coal increases during the
1§80's. '

Gas
Gas is priced below world oil prices, thereby shutting out coal, hindering
conservation of all fuels and creating a risk of new external dependence

after production reaches its peak in the mid-1980's. - The UK is moving towards
higher'gas prices and other Northern European countries are considering a
similar policy. But there is a need to strike a balance between oil and gas

prices so as to maximize conservation and inhibit a return to oil.

Electricity is a heavy consumer‘of primary energy since two-thirds of the.
primary input'is used in generation and distribution. On the other hand,
electricity is often the only available medium for the transformation of Law |
grade energies (such as low grade coal and many forms of renewable resources).
Although efficiencies at the point of production are often low, electricity
can be used by the customer at efficiencies up to 100 %. Electricity offers
the best'hope for increasing the use of coal and virtually the only cﬁannet
for nuclear energy-(the cheapest élternative form of energy which is at pre-

sent capable of. Large-scale development).

But although coal and nuclear offer the best roﬁté out of oil in the mediunm
term, the electricity generating industry will continue to depend on oil as
its marginal (i.e. peak load) fuel well into the next century. So ldng as
this iS the case, electricity tariffs should not prémote penetration in .
sectors (especially space heating) where the local combustion of the primary

fuel used for generation offers a more efficient solution.

This creates a pricing policy dilemma. To.uhat extent is it possible to price
electricity in such a Qay,as to provide a continuing strong market for the
development of coal and nuclearfired generation while at the same time provi-
ding adequate price incentives for the individual consumer to. invest in energy"
efficiency and renewable resources such as solar heat ?
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6. Community action to harmonize energy prices and taxes

6“1.

6.2-

6.3.

It will be apparent from the foregoing that harmonization bf pf{cing and
taxation practice for energy within the Community wilt.not be a simpLeﬁ
process. A wide 'diversity of pr1c1ng practvces, tariff structures and

taxation policies have, for historical and techn1cat reasons ex1sted for'

‘many years. But since 1973 member States have tended. to accentuate rather

than fé diminish these d1vergenc1es ; this gives rise to trade and. economic -
distortions and is increasingly becoming an obstacle to harmonization in
en?rgy\policy. Since the energy problem is now a majof determinant of
macroﬁeéonomic performance; it is all the more essential that the Cdmmunity
should embark as soon as possible on the difficult, and inevitably, long=term
task of harmonization of energy prices and taxésf

The first steps in~thi§ process'must be to seek a degree of harmonization in
pri?ing regimes, tariff structures and the framework for taxation. Thg only
formal initiative taken by the Commission in this field sd far is a draft
directive (04 N° C 92 = 31st October 1973 p. 36) to harmon1ze the structure
of exc1se duties on minerat o1ls. This first step towards harmon1zat1on
a1med to achieve common rules on scope, L1ab1l1ty, coverage, deferment periods
and exempted uses, but has made no progress since it was first tabled 19
1973. . It could however now form the basis for a new move towards harmoniza-
tion. Some of the exemptions’probosed»at,thét time (especially those for
heavy fuel. oils and gas) will need to.be }e-exémined_in the tight~of eﬁergyA;
policy objéctives, In any case, this stfuctura[ proposal would not resolbe )
thé»probtem posed for the harmonization of oil produd prices by therexiéting_

important gaps in excise rates.

.During 1979 the Community has introduced érrangements for the closer me: i Lo
‘ring of the market in crude oil and petroleum products, and comprehensive

.surveys of pricing developments throughout are now published at frequent in-’

. tervals. Considerable progress has also been made in the adoption of standard

criteria for the measurement of electricity and gas prices and this preparp-
tory work could form a basis for future coordination of pricing regimes and

tariff structures. In particular :

as ¢ The Cbmmiss%oﬁ is consulting the different bodies involved in the
pricing, cf gas in < ~der to make proposals whose principal features
could bz 3 | | ’

L



6.4,

6.'5.

10 -

- improved transparency of gas prices within the Community,
= adoption of uniform two-part tariff structures,

- some form of Linkage with oil prices and elimination of subsidy.

Eleéfricitz : The Commission is working on harmonization proposals whose

principal features could include ¢

- the adoption of uniform two~part tariff structures,

- publication of tariffs, '

- e{imination‘of p(omotional tariffs which permit the charging of
unjustifiably low prices to Large cohsumer$,

- encouragement of multi-tier tariffs designed to promote off-peak

consumption and load smoothing.

o
i
—
an

The Cnmmission aims to pursue gréater convergence in pricing policy

for petroleum products.

Much of this work is of 2 technical character, though even here a variety
of difficult policy questions arise. The opportunity will in any case
arise at this stage to correct some of the more serious anomalies in pricing

policy and points of divergence between member States.

But beyond this stage the Community should aim at a more ambitious level of
cooperation/in‘setting the level of energy prices in relation to wortd prices
and other factors of production, and in detérmining the relative price of
fuels. The work envisaged in paragraph 6;2., though an indispensible preli~

minary stage, will do no more than prepare thelground for an important new

step towards a common energy policy.

Convergence in energy pricing and taxation is both a necessary condition for,'
and a key component of a truly coordinated response to the energy problem.
But the issues raised at this more ambitious lLevel are of general economic

and sccial significance ; their resolution will require a general recognition

by govérnments that energy policy will increasingly determine the constraints

on progress towards broader objen;ives} and the mobilization of potitihal
will at the highest levels within the Community.

i - am G 0w = G - o



Prices are

conversion

179 .

171780

171779

APPENDIX 1.1

" CONSUMER PRICES AND TAXES FOR SELECTED FUELS

1979-1980

given below in EUA at current rates of exchange. For some purposes

at purchasing power parities cputdﬂbe more appropriate. -

Pre tax
‘After tax

Pre‘tax
After tax-

Pre tax

X After tax

1/1/80

171179

1/1/80

171779

1/1/80

Pre tax
Afteﬁ tax

Pre tax
After tax

“Pre tax
After tax .

Pre tax -

After tax

Pre tax
After tax

PREMIUM GASOLINE

8 oK 0 E

165.1° 152.9 161.4 153.6

413.8 411.3 377.3 478.5

247.8 187.7 205.7 228.6
530.8 509.3 431.3 564.5

e

AUTOMOTIVE DIESEL -
B. DK D £

142.9 129.4- 151.6 121.7
247.6 172.0 , 356.0 299.3

232.4 219.8 213.9 194.0
350.2 311.0. 430.2 383.2

DOMESTIC HEATING OIL

B ok o

120 105.6 130.5 109.2.

139.2 143.3 153.6 158.0

. 205.6 198.2 219.3 182.2

229.7 285.1 255.4 .243.7

s

‘B K D E

66.2 69.9. 79.3 74.0

68.7  85.0 '85.2 74.2

116.6 128.3 130.2 139.3
119.1 172.3 136.2 13944

EUA per 1,000 L

IRL

130.5
298.6

- 221.2
400.0

ey

IRL
N

137.3
214.4

224.4

310.8

IRL

110.0
117.4

194.4
©201.0

RESIDUAL FUEL OIL (HIGH SULPHUR)

-IRL

92.86

99,62
149.3
156.2

- M uK

126.0 179.4 132.2

437.8 424.5 258.3

206.1 222.6 229.4

566.0 "491.8 407.8

- EUA per 1,000 t

1 NL UK

109.5 133.6 . 152.9
149.7 238.8 " 271.9

198.2 205.6 231.3
250.6 322.9 429.6

EUA per 1,000 L
I NL UK

102.6 111.6 115.3
135.3 146.3 123.4

193.5 183.5 191.0

245.3 231.0 201.1

EUA per tonne.
I M UK

67.98 66.77 68.12 .
68.85 72.34 76.54

132.8 114.3 125.3
133.7 119.8 135.8

dn mane A L A awe el it e e . AR e M B T e T



APPENDIX 1.2

COAL FOR DOMESTIC CONSUMERS EUA per ton pithead
B D £ UK

171779 Pre tax 9.6 96.1 81.8  63.9
After tax 100.2 107.6 96.2 63.9

171780 Pre tax  121.5 110.8, 115.7 79.0
After tax 128.8 125.2 136,0 79.0

INDUSTRIAL STEAM COAL EUA per tonne pithead or cif port of
entry

B DKk D F 1 NL UK

171779 Pre tax 61.8 24.1 69.0 '51.2 26.94 29.53 40.74
After‘tax' 65.5 28.9 77.3  60.2 32.71 35.19 40D.74

1/1/80 Pre tax 75.7 23.0 73.2 68.2 25.79 37.18 53.02
| After tax 80.2 27.7 82,7 80.2 . 29.40 38.31 53.02
. -, : :
A TYPICAL

NATURAL GAS PRIéES TO/DOMESTIC CONSUMER. EUA per GJ

B DK E. 1 L NL UK

171179 Pre tax  4.153  6.6817 4,311 2,917  3.551  2.875  2.569
after tax 4,406 8.0347 5.070 3,884 3.727 3.396 2.569

1/1/8C Pre tax 4.673 T7.945 5.058 n/a.  3.542 3.218 2.690

After tax 4.953 11.416 5.948 nfa  3.718 3.802 2.690

St i ot ey g g - b BY S bl 499 St dT L WAL N paas + e o mgry o AlgavvEe .-



"~ APPENDIX 1.3

ELECTRICITY PRICES FOR A TYPICAL DOMESTIC CONSUMER EUA pér 1080 Kwh

B DK D F IRL 1 NL UK
/1779 Pre tax  6.859 4.156  6.774  4.964 3.512  5.557 5.765 4.29%
| ~ After tax 7.969 5.346 8.094 6.361 - 3.512 5.992 6.803  4.296

ELECTRICITY PRICES FOR A TYPICAL INDUSTRIAL CONSUMER EUA per 100 Kwh

'8 DK b, F  IRL 1. ML UK

1/1/79- Pre tax  4.363  3.347 4.426 3.69% 3.103 3.258 4.171  3.100
After tax 5.061 4.085 4.956 . 4.344 3.103 3.714  4.920 3.100 -
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APPENDIX 2.2

‘Domesti¢ Gas Oil Prices (1979)

Other tax
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LINDIX 203
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AVPENDIX 2.4
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Premiun gésoline’
Automotive.dieseL
bomestic heating oil
Residual fuel‘oil

Pomestic coal
Industrial coal
Domestic gas
Industriay'gas
Domestic elec;rféity‘

Industrial electricity

1.1.79
1.1.78
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APPENSTIX 3

Incidence of taxes as % of pre tax brice
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¥ JRL 1 N K
233 178 287  2L7 178
147 181 . 174 120 77
162 215 334 347. 205
98 39 26 57 86
30 30 4 7
Co34 27 26 5
1B 5 15 31 22
8.1 S 0.7 5 -
1? 0 n.a. n.a.
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