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Ladies and Gentlemen,  

 

The third session of this Forum will be devoted to explore the needs for optimising the 

effectiveness of the European Security Oil Stocks System. In my presentation I will bring to 

your attention the key issues of our current Security Oil Stock System which, to our 

knowledge, deserve to be discussed. We hope that this will lay a good basis for starting 

reflection on a matter which is gaining in importance for the energy security of supply of 

Europe. 

 

Firstly, I intend to review the latest key developments in the oil market and their 

consequences for our emergency system. It seems that we could be entering in new era for the 

oil market, where there are increasing risks for our supply of oil, and where emergency 

actions could be required on a more frequent basis than in the past.  

 

Against this new backdrop, I will present some of the main policies lines taken by the 

European Commission to encourage the stabilisation of the energy and oil markets as 

strengthening Dialogue with oil consuming and producing countries, taken resolute actions to 

increase transparency and raising discussions on ways of improving its efficiency. The 

problems affecting the oil market have a structural nature and these actions will have an 

impact in the medium and long term. In the meantime, to alleviate temporary shortages 
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caused by sudden shocks, as supply disruptions or demand shocks, we have to rely on 

emergency measures and, in particular, on the release of our security oil stocks. 

 

The third part of my presentation will thus highlight the main features of our current Security 

Oil Stocks System. I will discuss some of the identified inefficiencies in the system which I 

believe also identify areas for improvements. The Security Oil Stocks System will be 

discussed from the perspective of our EU internal market and the international context. 

Although this is rather complex and sometimes very technical issue we already see areas in 

which reflections are needed to improve the efficiency and reliability of the system. 

 

(Slide 2) 

Let us start with the discussion of the elements which point to an increase in the risks for 

supply disruptions in the oil market 

 
(Slide 3) 

World economic growth has brought a rapid increase in the Demand for oil in the world. 

Increase in demand has been particularly quick in China although, in absolute terms, this has 

been followed closely by the US which continues to be the first oil consumer (and oil 

importer) country in the world. World economic is expected to continue to grow strongly over 

the following years and thus is the demand for oil. Although this increase in demand would be 

at a relatively lower pace than in the last years, it is projected to be well above the historical 

levels. Just note that the most recent projections of the IEA forecast an increase of demand of 

1.5% and 2.1% for 2005 and 2006, respectively.  

 

(Slide 4) 

In this context of rapid growth in demand, supply has managed to meet demand at all times 

and the market has remained well supplied over the last years until the arrival of Katrina. The 

call on OPEC output has increased steadily and the organisation has responded to the needs of 

the market up to the limits of its spare capacity. See in the graph how OPEC increased output 
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to offset falls in Non-OPEC production when needed and how it has got close to the red line 

which stands for its current sustainable capacity. 

 

(Slide 5) 

This lack of spare capacity is having an important influence in the price dynamics of the 

market. The following figure clearly illustrates the existing positive correlation between the 

decrease of spare capacity and the price increase over the last two years. 

 
(Slide 6) 

Accordingly, the demand for petroleum products has been very strong over the last two 

years. Potential bottlenecks in refining have also triggered price hikes both in petroleum 

products prices and crude oil. The following figure illustrates how scarce the remaining spare 

capacity in the US refining system was even before Hurricane Katrina hit the US GOM and 

temporarily reduced the refining the US refining capacity by 2 million barrels per day more. 

 

(Slide 7) 

Furthermore, it takes years to increase capacity in the oil sector. It is thus very likely that the 

tightness of the market will persist over the following months and perhaps years. 
 

(Slide 8) 

In addition, the risks of suffering further oil disruption have increased as the risk that 

small supply disruptions have rather higher impact on prices than they would have had 

with a less tight market. Further supply disruptions could take place due to 

− the increase in geopolitical distress caused by lingering war and political conflicts 

in the Middle East (e.g. Iraq and Saudi Arabia) and in other significant oil 

provinces (e.g. Venezuela or Nigeria); 

− higher risks of labour conflicts in the oil industry (like those in Nigeria, Norway, 

Venezuela or recently in France) which are exacerbated by the current context in 
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which trade unions do acknowledge that small supply cuts could have an important 

impact on prices; 

− and the risk that extreme weather hits again oil suppliers or consumers regions. 

 
(Slide 9) 

The Commission has identified several areas in which co-ordinated action can both alleviate 

the current situation and lay the foundations for a long term improvements in the oil market 

 
(Slide 10) 

(Slide 11) 

 

(Slide 12) 

With CHINA, energy related talks are formalised to a certain extent by a EU-China Energy 

conference taking place every two years, alternately in Brussels and in Beijing, and 

meeting of the energy working group once in the year between. Recently, this relationship 

hitherto undertaken solely with the Ministry of Science and Technology, MOST, was 

extended by the joint declaration on a partnership on Climate Change as well as by a MoU for 

a "EU-China dialogue on Energy and Transport Strategies" with the New Development and 

Reform Commission, NDRC, the most powerful body within the Chinese administration. 

 

Energy relations with INDIA have been established in summer 2005 by initiating the 

"Energy Panel" with DG TREN, following the Commission's Strategic partnership with 

India announced in 2004. Frequency of bi-lateral meetings is expected to be similar to 

China, however, the Indian appear to be not so consistent in their interest and planning 

behaviour as the Chinese counterparts. 

 
(Slide 13) 

The Commission has also taken measures to encourage a more efficient functioning of the oil 

market 
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− Through its participation in a joint study with the countries of the Gulf Co-operation 

Council, called Euro-Gulf study, the Commission has raised discussions about the 

possibility of creating new benchmark prices based on the establishment of more 

liquid oil markets than the actual ones (e.g. using the Caspian oil for creating a market 

in the West Mediterranean or creating this market with oil produced in the Gulf); 

− The Commission is also proposing to consider measures to shed more light on the 

trading motivations of operators in the oil market. This is something already done in 

the by the US Commodity Futures Trading Commission (CFTC) which currently 

collects data about volume of  operations by commercial and non-commercial 

operators in the New York Mercantile Exchange (NYMEX). 

 
(Slide 14) 

(Slide 15) 

The problems affecting the oil market are of a structural nature and the actions taken by the 

Commission will have an impact in the medium and long term. We have also seen how risk 

for further disruptions has increased. In such context, to alleviate temporary shortages caused 

by sudden shocks, as supply disruptions or demand shocks, we have to rely on emergency 

measures and, in particular, on the release of our security oil stocks. 

 
(Slide 16) 

The legislative framework for security stocks is based on Council Directive 68/414/EEC of 

1968 which first established the obligation of MS to keep a minimum level of 65 days of 

internal consumption: This is the so-called “Stocks” Directive. Also in 1968 a Council 

Decision 68/416/EEC established the framework for bilateral agreements which would allow 

MS to keep stocks in another MS. In 1972 this minimum level was raised up to 90 days by 

another Council Directive. Finally, the Directive was significantly amended in 1998 to update 

the Directive to the many changes which have taken place in the oil market since 1968. In 

brief, the EU stockholding obligation for MS refers to at least 90 days of its internal 

consumption of three main categories of oil products. As mentioned before, EU Member 
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States can have their security stocks in other EU Member State provided a bilateral agreement 

between the two concerned countries exists. 

 
(Slide 17) 

Other relevant provisions for emergency situations can be found in 1973 Council Directive on 

measures for reducing effects of oil supply distortions and on a couple of decision of the 

Council and the European Commission in 1977 which lay the framework for fixing a 

community objective for consumption in the event of difficulties in the oil supply and the 

modalities to apply this decision. 

 
(Slide 18) 

A quick analysis of the current System for Security Stocks in Europe reveals some 

inefficiencies and shortcomings 

− Firstly, the system has a low visibility and reliability which undermine its credibility; 

− The system neglects the progress made in the configuration of the EU internal market 

(need for bilateral agreements?) and, in some Member States, it creates potential 

distortions to competition in the oil market; 

− Finally, the absence of specific EU-coordinated mechanisms could be limiting the 

efficiency of the system. 

 

(Slide 19) 

There is a great deal of variation between Member States as regards stockholding systems. 

Some Member States have set up ad hoc bodies (e.g. Public Agencies) responsible for holding 

all or part of their security stocks while in others stocks are entirely held by the industry in 

compliance with the obligations imposed by each State. The majority of EU countries have 

opted by a mixed scheme. Germany is the epitome of reliance on public stocks, having 

established a Public Agency (i.e. EBV) which is responsible for holding all the security 

stocks. Other ex-EU15 as Belgium and Greece leave the control of all their security stocks in 

the hands of the industry. This big diversity and the inexistence of simple mechanism to 
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represent and co-ordinate the whole European system reduce the visibility of European 

stocks system. 

 

Commercial stocks are counted together with purely “security stocks” for the purpose of 

complying with the 90 days obligation. Oil companies, for the sake of efficiency, keep level 

of commercial stocks to the minimum which guarantees normal deliveries. In this sense, it 

could be argued that only the stocks kept on top of commercial stocks could be used for 

emergency situations (i.e. released to the market) before actually disrupting the supply of oil. 

This is why in MS where stocks are mainly held by industrial operators, it is very difficult to 

know how many stocks are “truly” available for an emergency. 

 
In a market as the oil market driven by perceptions, the credibility is important in a two ways 

− Increases our ability to deal with real crisis 

− Deters or discourages speculative movements in the event of crisis since there is the 

security of an intervention to fill the supply gap when necessary. 

 

It goes without saying that the previously mentioned lack of visibility and reliability of 

stocks undermines the whole credibility of the system 

 

(Slide 20) 

The current system also introduces potential distortions to competition which are not aligned 

with the rules of the EU internal market 

 

(Slide 21) 

Finally, the significant state-by-state approach of the current European Stockholding System 

does not account for the consequences created by the existence of the EU internal market. 

While stocks are held and released by Member States, the existence of the internal market 

ensures that any EU undertaking in the oil market could buy these stocks in the EU internal 

market in the event of a crisis. The benefits from releasing stocks cannot be captured by a 
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single country, they are captured by the EU as a whole (or the by the world in an international 

action). In such context, it should be considered how to set up a fair system, that is, a system 

which ensures that that the efforts by MS in emergency action are (relatively) equivalent.  

 
(Slide 22) 

(Slide 23) 

The US Strategic Petroleum Reserve (SPR) gives us an example of this micromanagement of 

oil supply and demand shocks. Since its creation in 1975 the US SPR has actually released 

stocks in two international collective actions in the framework of the IEA. Since 1996 the 

SPR has released stocks through exchanges or loans in seven more occasions. The most 

remarkable two being the oil loans allocated to the market due to the “demand shock” created 

by a cold wave in 2001 (during the Clinton Administration) and the loans to offset the supply 

disruption caused by Hurricane Ivan last year.  

 

(Slide 24) 

From this table it can be learnt that while the majority actions by SPR were involving a 

“release/loan” of relatively small quantities of crude oil. The size of the two above mentioned 

actions (the one related to the Cold wave in 2001 + the one related to hurricane Ivan) are 

however of a remarkable size and, in the event of 2001 SPR exchange, almost equivalent to 

the effort which has been recently requested to the US by the IEA following Hurricane 

Katrina.  

 

(Slide 25) 

Both the IEA system and the EU system are complementary and up to 17 countries out of the 

25 EU Member States are also members of the IEA. [CY, ES, LT, LV, MT & SI] do not 

belong to the IEA while PL and SK have presented their candidacy to the Paris organisation. 

This leaves some Member States in a very ambiguous position in the event of international 

collective emergency actions and again raises the issue of fairness among EU MS.  Must all 
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MS contribute to these actions? How to ensure equivalent effort from all EU countries? It can 

be seen that there is a need though for improved co-ordination at such level. 

 

The main differences in the stock holding obligation are as follows. IEA member countries 

have to hold oil security stocks equivalent to at least 90 if their net oil imports while the EU 

obligation is refers to at least 90 days of their consumption. The EU stockholding obligation is 

for three main categories of oil products (gasoline type, middle distillates and fuel oils) while 

IEA obligation refers to oil in general (i.e. crude oil + oil products + refinery feedstocks). 

Countries can use crude oil or oil products stocks to satisfy their obligations following some 

pre-established rules that permit to compute their equivalents in the required category. Due to 

differences in the rules and calculation methods, for EU countries with a significant domestic 

oil output (UK and DK), the EU stockholding obligation is larger than the IEA stockholding 

obligation. For non-producers and smaller producers (e.g. NL & IT), the observed EU 

obligation is generally lower than under the IEA scheme. 

 

(Slide 26) 

For all the above mentioned reasons, it is needed to explore the possibilities of improvements 

of our Emergency measures and particularly of the European System of Security Oil Stocks. 

There is an overriding need to increase the efficiency of the system given the increasing 

likelihood of further oil supply disruptions in the future. We now live in a world in which 

supply is more insecure and, with virtually no spare capacity, stocks become our first 

defensive line against supply disruptions! Finally, the EU has also to find the way to express 

their solidarity in way which also represents and is beneficial for all its member states. 

 

(Slide 27) 

However, to achieve these aims needs deep reflection as there are no easy solutions for the 

current problem in our system. Let us take, for example, the analysis of some possible ways to 

remove the distortions to competition created by the current stockholding system in some MS 

− one way to remove the distortions to competition would be to reduce the obligation for 

private operators to levels which ensure a zero or negligible distortion of competition 
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(i.e. to levels close to the natural level of commercial stocks hold by 

importers/distributors). This in turn poses the problem of determining who will keep 

then security stocks not kept by the industry; 

− another possibility could be that the stockholding obligation imposed on operators 

would account for the “normal” level of the operator’s commercial stocks (e.g. UK 

system). This however introduces other problems since the “normal” level is difficult 

to calculate, particularly in a dynamic context. Complaints could now come not only 

from importers but also from refiners if they consider that the obligation imposed on 

them is unfair; 

− Finally, the distortion to competition could be eliminated if there is a full separation of 

commercial stocks from “pure” security oil stocks. That is the commercial stocks 

would not be accounted for fulfilling the obligation given that they serve for a 

different purpose. 

 
(Slide 28) 

After Hurricane Katrina we have experienced how useful an EU-wide co-ordination can be. 

This recent example shows that a successful co-ordination among EU MS and the 

Commission can significantly improve effectiveness of the emergency measures taken by MS. 

Indeed, the consensus reached in the last two meetings of the Oil Supply Group (OSG) on 

9/9/2005 and on 21/9/2005 served to give clear indications about the way of improving the 

effectiveness of the stock releases undertaken by some MS after Hurricane Katrina. At these 

meetings, MS and the Commission agreed that the action should be facilitated by granting to 

MS to go below the compulsory levels, if required, and by committing to allow for flexible 

schemes for the replenishments of security oil stocks on country by country basis and taking 

into account the future condition of the market. The group also agreed to give preference to 

the release of gasoline stocks which were indeed the most needed by the American market. 

Finally, the group also considered to step up preparations for further disruptions and in 

particular to start discussing the usefulness of Demand Restraint measures if further 

disruptions occur. 
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(Slide 29) 

Which could be the key features of the EU-wide coordinated mechanism? Today’s analysis 

has served already to identify some lines for reflection. 

 

Firstly, the EU-wide coordinated mechanism would aim at increasing the efficiency for 

dealing with emergency actions in a more transparent and fair way. Secondly, clear rules for 

co-ordination would increase the credibility and therefore the utility and effectiveness of the 

individual systems of each MS. Complementarities with the IEA should be sought. There is 

room for finding ways to approximate both the IEA and the EU emergency systems in view to 

increase their joint efficiency and credibility (e.g. approximation on emergency procedures, 

calculation methods or how improve data sharing could be considered) and in view to fulfil 

our purpose to contribute to international solidarious actions without disregarding the EU 

interest. However, any approximation between systems should not be done at the cost of 

lowering the security level already granted by system. Principles as imposing a consumption-

based (not based on imports) stockholding obligation on petroleum products (not on crude oil) 

have to be preserved since they do not only guarantee higher levels of security but also 

promote solidarity between EU MS. 

 

Thank you for your attention. 

 


