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ILOJULS
THE GENERAL,SITUATION

Convertibility and integration arestill the keywords in
European economics* In the last month both issues became deeply
emeshed with E\iropean party politics and both were the subject
of top-level conferences at which no decisive actions were taken
on either,

The European Payments Union (EFUl, whose l6 Finance
Mini sters met in Paris in the first week of June, appears to have
received one more lease on life to carry it through to June 1956,
Its function will be somewhat modified by stipulated increases in
the gold settlements of EPU's net debtors from 50$ to 75$ of out-
standing sums (see W.B. May *55) and by permitting a dissolution
of the organization at any time if requested by a group of members
accounting for at least 50$ of its total trade. In such a case
it would be replaced by a European Fund with a capital of $500 -
600 million and a new multilateral payments system. Details of
these and other arrangements are to be worked out by July 15th by
EPU's governing board.

It seems clear, from the statements following the conference,
that free dollar convertibility of European currencies is still
quite a way off. Even the British, its most sanguine advocates,
have now become somewhat reticent despite the handsome election
victory of their "Convertibility" party. Actually, its government-
supported "convertible" sterling which anyone outside the U.K.
can change into dollars at a slight discount gives the U.K. already
a partial state of convertibility. The next step, extending this
system to British residents, does not seem to be contemplated for
the near future,

On the continent, convertibility is still strongly opposed
by France' and Italy who feel their economies could not stand up
under the pressure of free trade with the dollar area. Only the
Germans with their quasi-convertible "liberalized" Marks and, to
a lesser extent, the Dutch are as eager as ever to match the
strength of their curriences against the dollar. But neither of
them is expected to go it alone, i.e. before Britain.
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genoomitant with convertibility is another problem, also
scheduled for early discussion,'namely the removal of the remaining
import restrictions on U.S. goods. At present, only about 50$ of
European imports from the U.S. are free of quota restrictions. This
means that even if convertibility took place now, U.S. goods would
still be discriminated against. The question of how far such dis-
criminations should be relaxed is tied up \vith the basic issue of
world-wide trade vs. the creation - or maintenance - of regional
trading areas which underlies most of the present discussions.

The European Coal & Steel Community (ECSC) also had a soul-
searching session in early June. The issue there was whether to
speed up or slow down the further economic integration of the
Community's six nations. It seems that the slow-down advocates won
all along the line. Jean Monnet, ECSC's chairman who had staked
his job on the adoption of the Benelux plan for the "creation of a
single great market" and the broadening of ECSCfs activities into
the energy (gas, electricity, atomic power) and transportation
fields was forced to resign. He will be replaced by French ex-
Premier Rene Mayer whose choice was the result of a political com-
promise in Prance where the powerful De Gaullist party opposes any
integration. The Benelux countries' plan will get another airing
at a conference after October 1st. In the meantime a top-level
committee will study it and make recommendations. In Monnet*s
view, at that conference the ministers must finally come to grip
with the basic issue, namely whether or not they are willing to
delegate additional powers to supra-national bodies in the field
of economics and welfare. At the moment, the chances that they
will are less than fair.

Meanwhile, some intra-European cooperation in the field of
conventional and atomic power, without delegation of authority,
may result from the recent establishment of a l6-nation power
committee under the sponsorship of the O.E.E.C.

In the European political arena two recent elections of
special interest to the oil industry, in Great Britain and Sicily,
have both turned out to the satisfaction of the industry. Mean-
while, on the Italian mainland oil continues to creep into party
politics (see W,B. May 1955). Premier Scelba, still under heavy
attack from both within and without his Christian Democratic Party,
was just given approval to strengthen his Cabinet in return for a
pledge of a "minimum program", approved by his party. The program
includes a state oil monopoly in the Po Valley and "controlled
participation" of foreign oil concerns in the rest of Italy. If
the Scelba Cabinet "survives, this could mean early action on Gulf
Oil's quest for exploitation rights.

EUROPEAN PETROLEUM DEVELOPMENTS

The domestic energy deficit of Western Europe is still on
the increase, despite new records in crude oil production in
Germany, Prance and Italy and the recent opening of several new
hydro-electric plants. The reason is partly the continued high
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level of industrial activity and the rapid expansion of motor
vehicle sales and partly the inability of the coal industry to
maintain its share of total energy requirements. The increasing
energy imports to make up for this deficit have become important
not only to the U.S. oil industry with international operations but,
lately, also to the U.S. coal industry which will probably export
over 20 million tons of coal (6$ of last year's total production)
to Western Europe in 1955. Further increases are prevented only by
the current high ocean freight rates and the prevailing restrictions
on dollar payments. If freight rates go down and/or currency con-
vertibility takes place, U.S. coal could become a significant
competitive factor of fuel oils in some sectors of Europe's tradi-
tionally coal-oriented economy.

Meanwhile,, exploration, refinery and production news are
reported from the followl/rip countries: In BELGIUM, a 10,000 b/d
cat cracker was added to the larpe Antwerp refinery, owned by
Petrofina and B.P. In AUSTRIA,'the Federal Bureau of Geology and
the RAG concern (U.S. & British-Dutch owned) are reportedly prepar-
ing for test-drilling in the Western province of Upper Austria.
In ITALY, the Mediteranean Oil Co. (Gulf & MacMillan) plans to
drill an additional well at its Sicilian concession early next year.
Also in Sicily, Gulf has brought in a If-th and 5th well at its
Ragusa field. When both wells are connected total output of the
field will amount to fyQQO b/d; further increases may be expected
from the 15 more wells Gulf plans to drill before the end of 1956.
In FINLAND the U.S. Lumus Co. has received the contract for the
country's first refinery (15,000 b/d) and SPAIN reports a planned
9000 b/d expansion of its state oil concern CEPSA's 31»000 b/d
refinery in the Canary Islands.

EUROPEAN COUNTRY BRIEFS

UNITED KINGDOM; The conservative election victory was
certainly no surprise to anybody. Still, just to be on the safe
side, many foreign debtors of Great Britain decided to defer pay-
ments until after the election so that in the unlikely event of a
Labor victory they would benefit from the expected drop in sterling.
For the same reason some foreign capital seems to have left the
U.K. in May. These two factors contributed substantially to the
unseasonal levelling-off of Britain's gold and dollar reserves in
May, compared to a ̂ 19 million increase in April and a $l65 million
increase in May 1951I-. Thus, during the first five months of this
year, Britain's dollar drain amounted to f>?6 million while during
the same period last year she added $16? million to her reserves.

Undoubtedly most of the deferred payments ̂are comingr in now
and will be reflected in the June reserve figure but in the mean-
time a new development, namely the railroad and dock strikes, is
bound to have a more serious effect on the country's balance of
payments.
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Though the. 17-day railroad strike did.lgfeS damage to the
economy than expected, it still caused a curtailment of steel arid
coal production at a time when both these commodities are in
extremely short supply* In the c^se of coal.it is now estimated
that imports this year will amouht to about $200 million, or four
times as mubh as last year* Soih steel and coal will probably have
price raises by autumn; , The lj.-week old dock strike is a more
direct threat to Britain*s foreign trade which in April and May had
shown very encouraging signs of recovering from the disproportion-
ate import "bulge" of the first quarter (imports in May were the
year's lowest so far). Other potential threats to Britain's
balance of payments are the current sharp rise in labor and freight
costs and the decline in sales to Australia.

Meanxyhile, Britain*s deficit from jpetroleum trade grew at
a somewhat steeper rate than that of the nation's total trade.
Available figures for the first quarter show a volume increase in
petroleum imports of about 2.% over the first quarter of last year
while exports declined by 7.5$. The same trend existed in the
sterling value of petroleum imports and exports. The increase in
imports was due exclusively to higher shipments of gas oil, fuel
oil and kerosine; imports of all other liquid products and of crude
oil declined. In the export sector the overall decline was due
mainly to lower fuel oil shipments abroad. Presumably, the higher
deficit was caused mainly by the increased use of fuel oils in
Britain's industry.

In contrast>r Britain's oil equipment industry exports were
far ahead of the general increase in export s. For the first
quarter they amounted to almost $92 million, or l\.0fo more than dur-
ing the same period in 195iu

In the domestic economy the switch from coal to oil seems
to continue at an accelerated rate: Oil consumption in the steel
industry in the early part of 1955 had increased at three times the
rate of increase in steel output; a major railroad modernization
program including the replacement of up to 2000 steam engines by
diesel locomotives by 19̂ 6 has just been announced; the Minister
of Fuel & Power declared recently that government loans to encourage
switching from coal to oil, presently available only to industry,
might be extended to households. Large-scale switching from coal
to oil was also forecast recently by the chairman of the country's
nationalized gas industry on the grounds that "the supply of good
gas-making coals is decreasing accompanied by successive
increases in the price of coal."

The consumption of gasolineL J3JTalso likely to increase at a
steeper rate than last year,' iff lineT with a 28$ rise" in domestic
passenger car sales between the first four months of this year and
of last year. An even sharper increase would follow a reduction in
gasoline taxes (currently 29.2 i p. gal.). The possibility of such
a reduction was mentioned in a pre-election speech by the Chancellor
of the Exchequer,
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coal for which unlimited import licenses may now be issued. A
recently revised estimate puts U.S. coal imports for the period
April 1955 - March 1956 at at least 7 million tons, compared to
less than 2 million for last year.

The oil,. industry is likely to be affected even more than
the rest of the" 'economy by the current overall production trend.
It is estimated that average oil consumption during 1955 will
amount to about 190,000 b/d; this would be 19$ above last year,
compared with an expected general increase in output of 10 - 15$.
The reasons for the higher oil demand are similar to those in
England: shortage of coal, industrial production at capacity levels
and a sharp increase in domestic motor vehicle and tractor sales.

The refinery sect or of the oil industry, so far, kept ahead
of the expected increase in demand ." ft e c eritTy " p"ub 1 i she d figures
show that total refinery capacity on January 1st, 1955 - at about
253,000 b/d - was 29$ higher than a year ago. Refiners may be some-
what hesitant about further increases due to the recent import
liberalizations which expose them more directly to foreign competi-
tion in oil products.

Domestic crude production ̂iŝ  also rising in proportion to
the refinery increases, thus maintaining its approximate 1/3 share
of total refining input (191,000 b/d in the first quarter). With
a scheduled 22$ increase in exploratory drilling over last year and
the recent discovery near Kiel, this proportion is likely to be
somewhat increased during the year.

Oil import figures for the first ̂quarter also show an
increase, due mainly to considerably higher crude shipment s
(averaging 13lj.,000 b/d) while product imports dropped somewhat.
The following countries shared in the crude imports during the
first quarter̂ , Saudi Arabia (!|5$)» Iraq (26%) , Kuwait 119$) and
Venezuela (10$).

FRANCE ; In the French oil industry the key note is still
on drilling and exploration. At Parentis, the western limit of the
field has now been determined as a resiilt of the failure of well
No. 7 but more promising results have been reported from the
field's eastern end and production has begun at well No. 9 with a
dally output of 1890 barrels. Total production at Parentis will
reach 20,000 b/d later this year but may eventually go up to
.̂0,000 b/d, according to trade estimates.

Discoveries have also been reported ,fust outside the
Parentis field. At the village of ftethes, Esso Standard has dis-
covered a well which is already producing at the rate of 380 b/d.
A second well is to be drilled soon. Another nearby discovery has
been unoficially reported at Boos. This well which may be an ex-
tension of the Parentis Deposit was drilled by the Societe des
Petroles d'Aquitaine. The same company is also about to begin
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