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OIL AND GAS POLICY IN THE EUROPEAL

COMMUN ITY

The importance of North Sea 0il and Gas to

the Furopean Commmity

Many of you are well aware, I am sure, that the
Buropean Community intends to make a major effort
between now and I985, to reduce dependence on
imported energy.and to diversify sources of
gupplye. This effort is expressed by the energy
targets adopted by the European Council of

Ministers in December I974.

These targets set out to reduce Community
dependence on fossil fuel imports from the
present 60% or so of total energy requirements
to around 50% at least, and 40% if possible

by 1985.

/In this the North Sea ece

T s e e g e ) Y VS L L B 1 AT VR WOW 0 S S T S e TN, g N 0 T



SRR EPRE % NEPCR Y SNRPER TSI I RS PRSP Eh

Fid

‘il
s O B b, Vo B bt 2 T

FEERR SRR,

otk b 2037 H

26

In this the Horth Sea will play a kcy role ¢
first as an indigeneous source of oil and gss
supplying up to I2 to I5% of Commmity energy
requirements in I985 ; secondly as a privileged

source of imports worth, perhaps, a further

5 to T% or so of requirementss

By way of comparison, in I985 coal should be
providing a further I4 % or go of Community
requirementé, and nuclear energy another

I3 % or s0.

Quite clearly, the development of the North Sea

must be one 6f the ceniral pillars of the

Community's energy supply policye

The Commmity role in developping North Sea 0Qil

It is importent to understand that the objectives
I have just ocutlined to you, and the figures which
go with them, reflect what appears to the

politically possible for Forway and the United

/Kingdcm, rather than ece
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Kingdom, rather than what might
be technically possible. Thus these figures sre’
entirely consistent with production forecasts

published by the governments concerned for the

I1980's,

But it is no secret that the Community as a whole
_wQﬁld like to see 6il and gas ressources developed at
the upper limit of what is politically possible.

And thereby lies the first function of the

Commumnity ; - to create a general environment in
which the pursuit of the common interest can be

made to be and he seen to be consistent with the

national intereste

In this context, I would like to underline the
impatance of the social and political problems
which the countries most directly concerned with
developing North Sea 0il have to face at the
moment, Nofth Seg 0il and gas is a great potential
benefit but also a riske

/For Britain the risks are above
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For Britain the risks are above all economice

The costs of developing Nbrtﬁ Sea 0il and getting
it ashore are rocketing, If they continue at the
present rate, the economic viability of many
marginal fields, particularly those yet 4o be
developed, could easily be jeopardisede. A modest
fgll iﬁ world oil prices by around 3 dollars a
barrel in real terms over the next five years could

put those fields in real trouble,

Estimates of the scale of present and future
investment in the North Sea vary widely, but some
have estimated that up to 5 thousand million
pounds sterling could‘have been directly invested
in the British sector by I980, with more than that

again in ancillary facilitiese

If a significant proportion of this investment was

to go sour, it would be a major catastirophe for

" the United Kingdom economy, which camnot afford

/a transfer of ressourcesces
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a transfer of ressources into ultimately

non-productive usese

For Norway, the risks take on a more social and
regional character. But if the character of the
problem is rather different, the fact for

Norway too, there are risks, even if rather

~more qualitative, in the development of North

Sea ressources,

The development of a Community oil and gas
policy must be such as to respond to these
problemss And in so doing, it will respond to
gome of the most important uncertainties that
the companies face in North Sea exploration

and productions The kind of Community framework
we are considering would go a long way towards

reducing vncertainties in three crucial areas,

~ first j future trends in prices of crude and
o0il products

- secondly ; the terms on which finance will be

/available to industry eee
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available to industry, and, above all, the sheer

availibity of that finance

—~ thirdly ' the problems we may anticipate due
to over-capacity in the refining sector, to
increased product imports, and inadequate returns,

in general, on downstream investmente

But before coming as to discuss in more detail how
such a policy might develop in concrete terms, and
the obstacles which have yet to be overcome, let me
vause a while to stress the importance of the effort
which is already underwsy within the C‘omxmmi‘cy,

to suppor’h indigenous oil and gas production,

The Buropean Communities present policies

Vhat I am going to say later might give the
impression that there is a very long and difficult
road to travel before a coherent an detailled

Commmnity oil and gas policy cowld be said to existe

' To some extent, that is true, but I think it is

/important to note oee




importent to note what is already agreed, which

is in my view, of some considerable significance.

But before coming on to discuss measures which
directly support oil and gas exploration and
production, I would like to underline the

importance of the support in the market place

~which the energy policy édopted by the

Community last December offers,

How does this support operate ? By enhancing the
market for o0il and gas. Thus oil and gas ressources
will be chammelled into those uses where substitutes’
are least easily obtained, so that the optimum use
is made of a scarce and valuable fuel, The use of
oil and gas as a basic source of ﬁeat will be
minimised, except where environmental conditions
require it (oc.ge. gas used for space heating of
urban dwellings)e This will be achieved by the
accelerated devclopment of altemative energy
ressources and an active programme of energy

/bonservaiion, involving eeses
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conservation, involving an investment commitment
(0il and gas excluded) of welle over 65 thousand
million pounds sterling in the period 1975-I985
(over I30 milliard UC), for tlhe Commmity as a

wholes

In figures, this effort should have the following

congequences

-~ even if the EEC economy grows at 4 % peae oOver
the period I975-1285, an energy conservation
programme should ensure that overall energy

requirements do not grow at more than 3 % peae

This should result in a saving of around
250 million tons oil equivalent in I985 -
not much different from probable North Sea

production in that years

~ whereas, in the periocd I960-I973, for each
IO million tons oil equivalent increase in
overall energy requirement, oil and gas

/requirements increased by eee
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requirements increased by I3e4 million tons, in

the period I974-1985, for each IO million tons

oil equivalent increase in overall energy requirements
will only increase by around 6.4 million tons oil
equiﬁalent. This will be achieved by an ambitious
programme for nuclear power and by maintaining

the current level of Commmity coal production,

a2 more rational use of oil and gas ressources
will be ensured. The Council of Ministers have
already adopted a direoti#e restricting the use
of oil and gas in power stations, Whereas

41 million tons of oil and gas were used to
generate electricity in I973, only, atvthe
most, some 22 million tons will be so used in
1985, with the rest of the electricity supply
being‘generamed from coal and nuclear sourcese
By‘I985, nuclear power could be beginning to play
a significant role as a source of process heat

for industry.

/The importance of this eee
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The importance of this policy is as follows ¢

First : all member States are firmly committed

to an energy conservation policy, and all of them,
‘though fo a greater or lesser degree, see the price
mechanism as one of the most important ways of
achieving ite Thus even if world prices fell,

this would be an argument for maintaining

domestic energy prices relatively high ;

Secondly : member States are commited to replacing
0il as a source of heat and many kinds of power by
nuclear and coal-generated electricify. Thus,
increasingly, economic growth will no ionger be
thought of as being underwritten by cheap o0il, and
the resistance to high oil price will weaken as oil
is channeled increasingly into those activities

for which substitutes are relatively hard to find,

for example, transport and chemicals manufactures
Thirdly ¢ to maintain their commitment to developing

/alternative fuels t0 eeeee
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altermmative fuels to imported oil, member States
will want to ensure that their determination is
not tried too sorely. Thus, if we are to rely
exclusively on a select subsidy system, a

collapse in imported energy prices, if passed

on to the consumer, could eventually reach a point
where the expenditure burden for the public sector
was no longer supportablee In other words, I
believe governments are committed to avoiding

a replay of our experience in the I960's, if
necessary by general measures of market protection,
The argument, of course is aboﬁ:t how to do it,
when to do it,amd at what price level to do it -~
but I believe there is now a general acceptance

of the ideas There can be no doubt that as the
process of upgrading the uses to which oil and
gas are put proceeds, it will become much easier
for Community cowmiriec as & t-.fholé to envisage
relatively high market guaranties for oil and gas

againzt the risk of a world price falls

/Now, let me come back see
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Now, let me come back to technical and financial
problems and talk in terms of direct supportes

The European Community already has instruments

of relevance to this fielde The European Investment
Bank is beginning 1o be a significant source of
finance -~ loans to the British sector alone are
nowrunning at well over 60 million pounds sterling
go far. Funds have been provided fhrough the
Community's Social Fund to help training programmes
for North Sea divers and training in offshore
drilling ‘technologye. A regulation exists providing
for Community support for projects désigned to
advence technology in the field of oil and gas
exploration,; production, transport and storages

A budget of some 13 million pounds sterling

(25 My pef annum was voted in I973 under which
some 2I million pounds sterling (425 MUC) has
already been epproved as support for a first series

of 21 projectse

/Because of the tremendous eee
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Bquggerof the tremendous response this last scheme
has had from industry, the European Commission is
now secking to raise the budget ceiling to around
25 million pounds sterling per annum (50 MUC)._
Meanwhile for the I975 exercise, I20 requests

for support were received related to proposed
investments totalling some I24 million pounds
sterling (247.3 MUC) between I975 and I977.

Faced with this avalanche of proposals, the
Commission is proposing to the Council of
Ministers a further series of 38 projects for

the 1975 exercise supported to the eitent of some
22 million pounds sterling (44.7 MUC), and
representing a further overall investmenf effort
of some 60 million pounds sterling (II8 MUC)
between J975 and 1977 The Commission points out
that, had the budget ceiling been higher, other -
worthwhile projects could have been supported

/from amongst those mbmitted.

AN ST 3 T R e T T T T DTS Y P T AT ey NS T e S e 4T e T



e e S e it

aeieai e eI e L

from amongst those submitted. It may also be
of interest for you to know that one of the
projects which it is proposed to support concerms

offshore production in Arctic conditions, such as

are found in off—shoré Greenland,

But while we are pleased with these successes,
there can be no doubt 1bu'b that they are a very
modest begiminge And so the European Commission
is actively developing a whole series op

proposals linked to a possible four-to-five fold
incresse in the overall level of Comﬁmity
financial involvement in energye. Currently this
involvement is ruming at around 5 to 6% of energy
investments in the Community, involving around

3F70-million pounds sterling a yeare

This four to five fold increase should, of course,
be seen in the context of what refnains to be done

in the next ten years to implement the strategy

/the Community hes adopted — «es
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the Commmity has adopted - an effort which
could involve a total expenditure of up to
I00 thousand million pounds sterling, foxr the

Commmity as & wholee (200 milliard UC).

Wha&evér increases are finally agreed, a
substantial share will obviously be directed
towards North Sea oil and gase. In this context,
one specific instrument being ectively considered
is Community support for exploration and
production in especially difficult conditions,
paxrticularly aimed at easing the prohlems of
marginal fieldse. This would relate to off-shore
developmenis in general, of course, not just those
in the North Sea, though the question of what kinds
of geographical. limits to consider is one which is
the subject of spirited discussion with the

Councilt!s committees at this very momente.

/?olicy developments in near future

As far as the production of 0il eoe
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Policy developments in near future

As fer as the production of o0il and gas within
the Commmity is concerned, the Commission feels
that it has defined the principles for common
actione Now the urgent necessity is to translate
‘thas‘e prinéiples into & further series of

concrete actionse

We can only do this in close consultations with
the governments and the industries concermed,
We have to build up a sense of fellow-working
and mutual comprehension much larger.than exists
todaye In that context, may I say how much I
welcome the very specific suggestions you have
put forward in your "Hemorandum on Financing
North Sea 0il"e It is Jjust the kind of clear
position statement we are going to need to

make Progress,

/We are proposing t0 oceo
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We are proposing to member States and companies

a proocedure to build up this mutual comprehension
by consultation, not only through the unofficial
channels which already exist, but through more
reguler official consultations with individual
firms and representative bodiese When dealing
with neutral technical questions, for example,
such as storage problems, we think there should
be representative bodies of the oil industry to

advise the Commissione

We are proposing a list of specific points to
study together, to promote the development of
Community production. I have circulated this

list for your information and comment,

Our intention, on the bazis of these consultations,

)]

»
.

B

first : the establishment of guaraunteed olllake

/levels if world prices fall ees
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levels if world prices fall appreciebly in
relation to Commmity costs of production ;
secondly s the underwriting of investment in
Community oil and gas production so ac to ensure

a reasonable rate of retum ;

thirdly ¢ an adequate utilisation of existing
refining capacity and any new construction, taking
into account developments foreseen outside the

Community

forthly : a price structure which balances the needs
of the consumer with an adequate rate of return on

downstream investments

The role of small and medivm-sized companies

What could be the role of the small to modium -sized
company :m all this ? First I should make it clear
that there are no commitments as to the future role
of small and medium-—sized companies in exploration
and production in any of our policy statements to

datee This is one important asspect of policy on

/which we would welcome the ece
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which we would welcome a closer understanding

with you,.

But I may say that our prejudgement is favourable,
The one specific scheme we have at the moment to
support technological developiment has turned out
to ba of particular interest to such companies as
yours, and I am not surprised to see your
memoréndum suggesting that the préposed support
for exploration in difficult waters is of squal

interest to youe

For myself, I see your role as being necessarily
raihér limited because of the economic realities

of offshore activity, but nonetheless of particular
importance in taking on new initiatives and new
approaches to the problems Secondly, I believe it
ig important for the Community to ensure the widest
poasible involvement of firms whose activities can

further the interests of the Commmnitye

/However we do attach great eee
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However we do attach great importsnce to the role
of small and medium-sized companies in downstream
activitiess They help keep competition alive, to
diversify sources of supply, and to level out

prices by developing the trade in refined products.

Immediately after the o0il crisis in the winter

of 1973/74, many people saw little hope of a
prosperous future for such companies, but with

the development by oil producers of their own refining
capacity and, more genmcrally, of their own oil-
trading companies, the existence of these companies

takes on & new significances

Nevertheless, to tske advantage of these long-terms
changes, small and medium-sized companies will need.
to cooperate much more, not only to ensure regular
supplies at competitive prices without excessive
dependance on one supplier, but also in marketing,

and the management of storage ocapacity,

/The function of buyers' coee



i

e aman’s ORI it 1 had “
&
&

- 2T =

The formation of buyers! éooperatives, especially if
on a Commnity scale, could enable small and }
medium~-sized companies to deal directly with
undertakings in oil exporting cowntries, by means

of long-term contractse Given this kind of
continuity, independents could envisage their own
refining, or the signing of long-term processing

agreements with existing refineriese

To encourage this role for the independants, the
Commission can help, first of all, by ensuring

that national and Community rules on competition

are properly applied, and by preventing discrimination
by the oil majorse In particular, the common—

carrier principle must be observed by operating

companfes as regards pipelines witlkin the Communitye.

In the longer term, the development of a Community
oil and gas policy should help remove remaining-
barriers 4o the free circulation of petroleum

/oroducts, and to the free oes
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products, and to the free establishment of firms,
Last end very important, the Commumnity can help
ensure the survival of the independants in the
‘event of a crisis. Apart from the Commission's
proposéls for an allocation system linked to an
obligation for refining companies to supply, the
Commission has envisaged the possibility of a
compensation fund to cover any temporary difference
between the independante' purchasing cost and

those of international companies.

But by and large the Commissions! approach in this
sector is to restrict itself to making things
possible, and to rely upon the initiative of these
small and medium—sized companies to seize the
opportunities which then exist by wvirtue of

their own efforts.

6e The way forward

R R

By way of conclusion, I believe I should put oil and

/gas policy back into the eee
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gas polidy back into the overall framework of
Commmity energy policy. For it is not going )
to be possible to advance in this area of

policy independantly of other areas, if

Community energy policy is to reflect a balanced
response to the interests and concerns of all the

member Stgies involved,

Britain for one has been reluctant to participate
in the development of a Commmity energy policy
which could constrain her freedom of action,

and which might be thought to be too responsive to
the consumer rather then the producer interest.
Britain has not been alone in her hesitations -

on the consumer side, for example, there are many
who hesitq?e to commit themselves to the
development of indigeneous ressources within the
Community but outside their territories for fear

that such an effort could turn out to be a one way

- gtreete

/ Others still feel that the coe
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Others still feel that the moment is not right
to develop major initiatives in Commmnity policy, ,

especially those with impdrta:at Tinancial implications,

What I have just said suggests that fhe scope
for progress by consensus is very limited indeed,
The Commission feels that it is essential for it
to take the initiative in stressing the inadequacy
of the kind of consensus that now exists,
We now have to break through to a new common

| wnderstanding of our interest in working together, and
an agreed way of giving that interest an early reality.
This is something we have to do amongst member
States at the level of overall energy policy, just as
it is our intention to do, in the way that I have
outlined to you, in oil and gas policye We have
to rekindle a sense c;f urgency in energy matters,

and create a common understanding on the basis of

/which member States could begin ees
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which member States could begin to negotiate
some of the positions they have adopted up

to nowe | )

For that to be possible, I believe member States
will have to discuss a package of policies with
a view to addp%ing them gimiltaneouslye This
package must be sufficiently wide~-ranging to
accomodate the essential interests of each
member State, On the other hend, while being
responsive to the energy problem the Commmity
faces, it should be limited to the sirict minimum
of what is necessary, to simplify the negotiation
as far as possiblee Very shortly, the Commission
will be putting forward its own proposal as the
catalyst for the kind of negotiation we want to

Beete

I carmot discuss the detail of that package with

you today, but you will sece when it emerges that

/we lay considerable emphasis eee
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we lay considerable emphasis on the need to make
substential progress in oil and gas policy in )
some of the areas I have presented to you, during

the next few months,

In my opinion, it is only by creating a climate of
mutual confidence of much greater substance and
durability between member States that we can

hope to make a real step forward towards a
Commmity energy policy, This is an ambitious
approach but one which, I believe, recognises

the interests of industry too, by holding up the

prospect of a comprehensive political and economic

framework within which they can operate with much
greater certainty and confidence, and at the

European levels
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