


PETROLEUM PRODUCTION AND THE NORWEGIAN ECQNQMY‘n SOME RECEHT ISSUES *

e

Jostein Asrrestaqd

1. Introduction

This paper has two parts. Whe firs% part will give a general ovarv1ew of
Norwegian patrolsum production and its rolg in the mationml gconomy,_to L
(No 53-

considerable extent based om the recemt whita paper on oil polJ'
1979/80) . | | |

In the second part the following policy issuas will b@ conmidexaa in more
detail: U R
1. Dapletion policy

2. Pricing policy

3. Comcessior policy

4. Taxatiem policy

5. Recent gas transportationm plaas,

The paper erds with & few concludigg remarks,

.

¥ Based on a lecture givem to the Surray Emergy Econnmics S@minar, Univ—
ersity of Surrey, Guildford, Bmgland, 8 May 1980. Mr Chris Rowlaud bas
kindly read through the originmsl nanuscript and suggested rumerous
improvemeats.
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2, Petroleum pr@ductie& and the.ﬁgxgggigg SCOROMY

&
Lol SR kit 1&«\‘!‘ g S

The firat 1ie@nciﬁg raumd for éxclusive production righta for eil em the
Narwegiam G@ntimemt&l Shelf teek place im 1965, but it was met unbil 1969
th&t the first fimds ~ the Ekefisk field followed by the Valhall field -
were miade, Befere the Ekmfisk di@eevery, a secornd licencing round was
announced im f968 with permite graated in 1969 and 1971. In this rouad

ﬁhe ?rigg fleld was diac@ver@d in 1971, The third licemcimg round teok
plaae im ?973. With twe big: £ields already discovered, the Govermment
f@mr@d toa sueh setivity im $hé ail sector and restricted the number of
blocks @ffered, As part of a mew palicy the Nerwegian State 0il Company
(Sfatdil) ias givan a 50% interest im all third round licemces. At the

same %1me tha Statail/ﬂobil group was givem an exploitation permit for the
plecks 33/9 and 33/12, 01l had been found im the adjacent blocks on the
Britiah side ia the Brent fiel& and the Horwegiam Govermmeat feared that
preduation from Brent might &eplete any reserves on the Norweglam side. Ia
f&ct blbck@ 33/9 and 33/12 wverd:subséquently found to comtain the important
Statfj&rd field. Drilliag 6x the third reumd blocks has mot yet revealed
amy cammercially interosting fimda; and to avoid a declime in offashere
acﬁicity a8 well &s Vo gather m@re information about Neorth Sea reserves, &
feurth liﬁemcimg round was aunounced im April 1978. Eight blecks were
allecated in &pril 1979, some of which were comsidered very promising. It
is still teo sarly to séy whether drillimg results sre up to expectations
for all these blocks seen ak & whble. However, o1l has been detected in
blecks . 30/6, 31/2 gad 34/4 (see map on pege 2). Of particular imterest is
bleck 3{/2 whese the &p@rator, Shell, has made a potentially significant

gas i’imil.:_i if the find fulfilla ‘48 prétiise, it could be very important for
future aetivity en the NarWegiaﬁ Shélf &aﬁ in particular for the questien of
o do-efdlanted transport solution for g&a, té wﬁich We returs im more detail
latér. N Sbme of the pamits graﬂfeﬁ iﬁ this round mclude 8 cleuse giving
the autharitieﬁ ﬁhe right to ﬁelay the develepment 6f ‘any discevery., 1In
additien te the reurth r@und, the highly prbaising saucalled "golden block"
(black 34/10) was allacated to a gruup of thrae R@t&égian firms, with Stateil
a8 épératbr amd Esase Explor&tiom aﬂﬁ Pfd&u&tiok Nchay A/S as techmical
asgistant. The intentiam waa to give Eorwegian companies experiemce in fleld
dévelopaeat o previously N@rﬂﬁgi&a campamiaa had geined experience in
exploration drilling cmly. ihe_fifth ard most recent licesmcimg rourd was
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announced iz Jume 1979. All blecks are morth of the 62ad Parallel and drilling
beginﬁ this: aummer. Difficulties a;g,hhowever, likely to be emccuntered simce
th@ ble@k& ara ig traéi%iomal fiﬂhiag greas with rough weather., Murthermere,
thé é&vit@améntal oppoaition has be@n varticularly fierce.

The tabl@ belaw ah@wa the recévarable réseyves of oll mrd gazs fournd im each
liceneing rousd.

TABEE 1
‘ | ‘ mill. t.e.e,
1ét rﬁu;nd a3 é gud PPN 665
2&& rﬂmd a;o aod;o ‘b; 46‘5 :
‘31"& round 208 bod eda 5?,0 (incl statf‘jﬁm
SR | - & 34/%0
4th rouad | - " sie séa doe unavailable

é;urceg (), » 95.

Th@ proﬁuctieﬁ hiatory of the ﬂorwegian North Sea begam with Ekofisk im 1971.
Pro&ucti@m freﬁ thie field should reach its peak rate of about 40 million tommes
oil mquivalentb during 1980/81, then fall rapidly until 1988 and remein relatlwely
constant ther@aftar.

Alternative w&ya of raising the recevéry factor by water injection are curreatly
dnder evaldationi If succeasful, recoverable reserves may increase comsiderably.
The Frigg field is situated on the me&ian line between the British and Norwegisa
sgctsrs ;0f. the. . Hoxrth- Se&, amd,accordiag to gn agreement between the two coumiries
which may be reviffd, 60 82% of the reserves are Norwegiam, Productien from
%h@ Frigg field, één%&iﬁiﬂg moﬁ»associated -gas only, started im September 1977

. ""f fﬁ-biliium 3&3 for the whele fleld was veached in
octeber"19799 The plateau ia" expééﬁed to last uatil 1989 with the field closing
in, 1994; Beliveries fr@ﬁ this fial& adééunt fer sbout 304 of UK gas comsumption,
ithe S%stfaorﬁ field is’ also partly Britiah with 15 9% of the reserves im British
tsﬁriﬁbry. ?roﬁuctieﬁ Started im ﬁoﬁ ﬁhef §979 ff@ﬁ the A platform. Present
production ia abaut 3 millibn tonnes’ pﬁr yaar. Peak production of 12 millien
twkﬂas per year iﬁ expectéd withia %ﬁrab %6 four y@arﬁ. Two more platforms will
bé iaﬂtdlled ia %hiﬂ fiel& ‘a@d the B platform is hcheﬁuled to begin production
i 1982, Twe sﬁaller Pields - the Valhall/ﬁad 00mpiex and Murchisom (16.25%
Norwegian) o ara under developmeat and deVelopment plans for the Ula field were
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armouzced in December 1979. Plane to develap the less attractive fields, Odinr

and North-East Frigg, have alsa be&n aﬂn@uﬂced recently, after some uncertainty
duﬁxto the prapuse& batroleuﬂ tax ehamgea t6 which we shall return later. The

histoby of aggregate 011 and gas. preductiom is shows below in Table 2.

, TABLE 2
. 01l aill; tommes Gas mill Sm’ Mill t. oil equiv.
1571 6.3 0.3
1972 1.6 1.6
1973 1.6 1.6
1974 1.7 P LT
1975 95 9.3
1975 13.6 13.6
1977 | 13.4 2.6 16.0
o1 2 14,1 31.3
1979 18,2 21.9 | 40,1
ol 7609 36.6 1155

seurcst (2), p 110,

Figure | illustrates the build up of actual and expected productiom from the
various fielde. Until Statfjord picks up im the second balf of the 1980's,
Ekcfisk‘dominatea the supply. Figure 2 shows the relative sigaificance of
611'  Bath figuréa &re repreduced from the white paper (2), p 20.

In Figure BLﬁatal produetion of ¢il and gas is compered to domestic comsumption.
Tha figure 'hows that siﬂeé 1975 Hdrway has been & met exporter of oil and gas,
1979 p})&uctxon was abunt five times graater than the domestic comsumption

&f abaut 7&8 million tonnes oil equivalént per yearb

TEE importance of the p@troieum sectoi for thé Nﬁrwegiam ‘etonomy may be illustrated |
in seversl waya. 0il &nd £as pmoduction generates considerable income both to
the 1iobncess ani to the Rorwegian State. Thelgraaa ¥alue of preduction from
the petroleum sector in current prices iz shoun in Table 3 for the years
1971-1979,
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Figure 1. Production from Maijor Norwegian 0il Fields
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Figure 2. Norwegian 0il and Gas Production
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;mw¢féwivﬂah&%ﬁiug%ﬁgﬂb'J&m.dﬁfgtrsi;#m 0il Bxports
o Production ‘gactor value as % of
millicn kiomer Added % of GDP Total Exports

1971 62 o 0

1972 266 0.2 0.5

1973 353 0.2 0.5

o o ese 0.5 0.8

1975 | 4,236 2.4 5.6

1976 7,342 3.8 0.0

wrr é,a@é. 4.1 1.3

1978 15,260% 6,42 16,9*

1979 - 23,700% 9.1% 22,5

1 kmaer&mdaa or ﬁO.‘!?ﬁ #* provisiomal

Source: (2), p.116, 117, 118

Tﬁgl%iﬁleﬁﬁﬁﬁéérﬁhaé fh@lgrbas value hes. increased sharply from 856 million
kromer in 1974 to an estimated 23,?00 g@illion kyomer iam 1979. According to
the Hational Budget for 1980, the forecast for this year is 34,000 million
¥rouss: A botted measure of the sector!s economic importamce is its valus
a&ded - tha gross valua of production mines goods apd services received from
ether sectors. The Gress Natioiial Produot measures the value added for the
whole Horwegian ecoromy and the. percéﬁtagﬁ gontribution of the petroleum
auctor in Gross National Product in current prices is givenm im the second
columa s B

Ac rding ta the Rational Budget for ?980 tﬁia year's forecast iz 13.3%.
prortm Prom the petroleum aactdi' have incréaaea pari pmaau with offshore
p?g@uctian. Tahie 3 Blso shows thé Va'
q# a.ﬁércégt&gé,df total ekports. In ﬁhe Nationel Budget this percentage is
éﬁﬁéeté& to ihdredse to about éé% in 1980,

uélof thas% eprrts in current prices

Total emplaym@nt in petroléum rela%éd activities amounte& to 36,000 persons
in August 1979, This i8 about 2% éf t6tal’ émployment in the country and 9%
of total amploymsnt in industry. The absolute number is now about six times

To
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24 high as in 1973 vhen it was registered for the first time. Lastly, the
petroleun sector accounted far 13% of tqtal taxes received by the Norwegian
State.dh 1579 (praviaienal figuraﬁ) vompared with omly 1% im 1975. This
e?id@ﬁcé demomsirates how the petroleum sector established itself as a
fundanental part of the Horwegian economy in the second half of the 1970's.

U&serﬁainty abbut: levels of recoverable reserves makes forecasting futuve
petroleum preduetion rather difficultsw Even figure 1 is mow out-of-date
aiﬁge eﬂtimatea af p&&k productioa and recoverable reserves from the Ekxofisk
field hbve réésﬁtly baen reviae& downwards from a range of 575~62§,000 to
500453Q 000 bfd by the operator, PHillips Petroleum. Total reserves inm the
aﬁea'ére now put &t 3,2 billion barrala inatead of %,7 billiom, With such

| uncertainty regarding £ialds alrea&y in pr@duction, it goes without saying
that any dketch of Prture Norwegian petrolsum production must be very
sp@culative;' In par%icular, estimates of future oil prices amd reserves are
highly uncertain. Despite these réservations we proceed with an economic
analysis of possible futures for pétroléum production im Norway.

Rgservas éiﬁiééﬁ-feumﬁ together with expectea remaining reserves south of the

‘ 6?n& Paralléif,;va é Baais for altermative production paths in the future. Two
alﬁﬁrn&tiv@~ﬁ§éddﬂtiﬂﬁ profiles will be used im the subsequent amalysis aand are
showr im Figuie 3 below.

b toe,

. _‘_;_ ————— 90 miil tae

ol e ) ekt \ze

rialds ir production or

3) under Jdevelopment

3 {

1980 1945 o ne 1935

Source: (2), p 22.
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This figure assules that the flrst fiald, in addition to those already under
development: will come, onmgtxeam taﬁéﬁﬁﬁﬁ%hé middle of the 1980'as. Production
ob™ 78" miliignyéio;e. might be produced by 1995. The altermative production
profiles should not be regarded as prbgneaea or tergets for production. ;
Instesd tﬁey should be regérdéd as boundaries for the likely range of production. }
Under certain cireumstances production may incresse faster and the levels may :
be r@ached aaoner, Several factors &eterﬂime the production build-up: notably
tha reaarvea f@unﬁ in the fourth rounﬁ licences - in particular the fimd in
bloek 51/2 ~\&nd the transyort capa¢ityal The gas reserves in this area may be
rich énough tm affect ‘tHe inmcresse ia prnduction although if insufficient gas
tramspart ia availabla, additional production might not meterialise in this
pariod. There is elso a possibility of pre@uctiom higher tham 90 milliom t.o.e.
Reservea in blocks not yet allocated might be greater than expected and it way
turs out that a productlon af 110 million ts0.0. might then be possible,
Bow&v&r, up to the miﬁdle of the 1990'3 oil and gas production is more likely

to be 1mlthe.xamgg 70:to 90 millien t.0.e.

Tha groms, productman value of tha altermative production paths is illustrated

id. figure 4. &n ¢11 price of 330 yef barrel in 1980 with real price imcreases

of 2.8 per caat per year ave assumad. ‘'heé rates of exchange between the
differeat currencies are assvmed invarignf over the period and the values are
giﬁen ia 1979&KorWegién kronér, ﬁiﬁeriéﬁce bas been that actual gross production
hos temded to be lower than.axpéctea, and future estimates have had to be
adauated dewnwarﬂs.l The main reason has been delays in bringing fields into
praduetion, bﬁ% it ha& &130 been necessary to dewngrade expected output from
fielda already in pféductien¢ In aﬁdition, 0il prices up to 1979 showed & more
mcdarate imcre&se thah expecte&iwhilé the dollar depreciated, For the immediate

.....

@rbducﬁinm, This h@a?y dependendk 0a ohe fiélﬁ; 75% of total production is
exp"cﬁad %a comﬁ from the Ekofigl fiél& &hkéﬁ £he profile for the next few
yéara rath@r unc@rtain. For ex&mpieg thd reben% dawnward revision of production
anﬁ reﬁervas iﬁ the Ekofzsk field affects the profilés ghown in figurs 7 and 8
a8 wall aa later flguras in the paper. ?iguré 5 shaws thé expected percentage
contributiom ta GNP from the petroleum sector, Eer% & grdwth in the nonwoil
econoﬂy df 3 per cenﬁ per year in real terma is assmed. Domestic inflation is
assuned o aquﬂl the | OECD average. If theSe asgumytians are accurate, the
betroleutt sectﬁr could contribute goe 25~25 per sént of GNP up to 1995.
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Figure 4. Gross Value of Alternative Production Paths
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Figure 5. Petroleum Sector Share ir GNP
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Figure 6. Total Tax Receipts from Petroleum Sector
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Figure 7. Petroleum Sector Tax Share of Public Sector Income
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Predicting total future taxes from the petroleum sector introduces new types
of iﬁveaﬁment and epsration, new mearch activities

of uneertainty regar&ing ces%s
aud pﬁéﬁibié'“f*w'es in thb-t&x&tiéh.symteﬁ, In fact the system of petroleum
thxeﬂ ia currehtly being reviaed, and we return to & more detailed discussion of
this topic later en. Bowever, besed on the tax rules im 1979, figure ¢ gives
an illnatratien of expected fubure tbt&l tazes from the petroleum sector in
Nbrway§ measured in 19?9~krﬁnera Theaa taxes a8 a perceatage of total public
ssator incame ars ahown 1m figure '7, indicating that 20-25 per cent of total
future pubiia Séctor incoma 1s likely to come from the petreleum secter. It

i@ w@tth meticimg Yhat taxes will 1ag behind increases in the gross value of
pﬁoduction as the tax syatam allows early degreciaticn once & field has come

into pr@ﬁuction¢

Finaliy, fzgure 8 shewa for each préduction peth the expected value of the

mil and &8s exports as a percentagd of axpected total experts value, The
volu&e of other expéris is aﬁsumsd tb iﬁarease at an average rate of 4 per cent
p@r annum; whilé thé rate of axport &nflatiOa iz assumed to equal the average
OECD imflatiﬂn rata, amd real 0il and gas prices are assumed to incrsase at a
rite ﬂf 2.8 pér cent per anhus. It i8 2lso assumed that all oil and ges
preducﬁion is exported, which is roughly the case at present. As a consequence
the value of exrbrts equals thé gross production value,

“pigure 8. OLl and Gas Exports as Percentages of Total Exports
PER CENT

45 | » it tae,

“ ‘ Mmilt tae
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L
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Seurest (2}, p 34.
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Clearly the Norwegian economy is aiready, and will increasingly be, heavily

Ay et

depandent on the export of petroleum pre&ucts.

B m#ua#qw#‘if\?
1}

‘fjﬁi

In the revised ﬁational Budget for 1980, which was published in the first week
of Hﬁy 1980, this tren& is mere prmnounced. The Nationszl Budget, published in
September 1979, was based on & ‘pridé of §27 per barrel. The revised budget
agsumes a #34 average price for 1980, Consequently, the value of oil sund gas
exports for 19@0 has been revised upwarda from 34 billiom kroner to 45 billiom
kroner. For the first time i recent history, the curremt account is expected
ta shbw a aurplﬁa. Horeover the Migher oil prices are likely to yield &
cansiderable surplus of aboui 7 to 12 tillion kromer which wonld be the highest
surplua avar raésrﬁbd. '

-
+

The next section ¢onsi&ers recent ééohe&ic issues in Norxwegiaa petroleum policy.

3, Some receut policy issues

po1s

21 Deplotioh

The 1979/80 white paper (2) centains -mé hew depletion policy, The oil amd gas
prﬁductioﬁ altermativas of 70 or 90 milli@n t.0,8, per year date bsck to the
firﬂt, very infivential, whité paper (1) on the rele ef the petroleum activity
13 thE H@fﬁégiam aaeiaty (No. 25 1973/74) in which these altermatives were
preaented a8 "iIIUatraﬁioms of & moderate rate of extraction". A fast rate of

rded as umdesirable because the use of imcressed
iﬁ&ames demesticall 1ci‘tii inaraased preduction due to the activity im the
Hmrth.sea result inr;ﬁructuréi dhnngea in the ecememy, which per se are
assussd tb-have negative welfaé" £fécts (for exanple.the strain to family
lifé_éaﬁbed‘by'higher labsiis . ﬁ@bility); Con#erﬁé faster production build-
up yiélda Ancome whiéh, when speﬁt preauﬂably fahuité in welfare gains
compare& té later incomes, The axtr&eti@ﬁ ratea of ;pr 90 millien t.c.e. are
seen a3 the ﬁést reasenable c&ﬁdi&atés ke maxiﬁis!_ flfare takea as & whele.
Iﬂ amy caae, aa te’ #ow production buil uﬁp h&ﬁ beéﬁ far slower thaa expected
and the qu@ﬂtiem of which Ievei to eheeaa Haa sot yét bean really pressing.

extraction has baén ;

Mﬁre rapia gra#th ih &ﬁmbs%ic iﬁeemea hayiéaﬂsé un&esirable structural changsa
due te the meed for greatar praductieﬂ £o8 indusﬁries sheltered from foreigm
comp@titiam, sich &s most phhlié eector fotivities and the service ssctors.

13,
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The scepe for imcreased labour praductivity in these imduastries is rather
1iwited. Iastea& greatér pr@ductian must c@me frew imcreasad empleymeat im

-‘.’.E'ﬁr'z" h !W{r

th gaﬁééﬁéﬁsyJém& 5ines Nbrway is cl@ae te full employmert labeur must move
eutléf the export (@r the import-competing) imdustries. The ecemomic
meehaaism that motivates thie rénllocation will be a dowsward pressure em the
profitability iz theseé axpaaed inﬁustries causad by rising kromer values
and/or imereaaing wﬂgea. Eigher ail incomes imply a reallecation of labeur

(éﬂd @ther r@ééﬁrces) ‘away from exposed inmdustries to sheltered industries
end & rﬁductiém in imdustrial Bmplayaen%. Although this reallecatiom follews
fram gomeral ec@pamic growth; faster oil productiem weuld speed up this
process., '

These ééﬁéi&eré%idma émastitute less thén & complete basis fer a ﬁatiam&l
dspl@tién poliey. Urtil the profitability amd risks sssociated with altermative
dopletion profiles undar v&riaus aasumptiena sbout oll prices, cests, rates of
interest htceté:& are i&entifieﬂ ne umaabigueus choice of the best future
dapiatioa b&fﬁ can he nazde, Still, a mederate rate of extractiom might tura eut
to be defersible alse from a purely profitability point of view.

Failur@ to underatand the inavitability of this development may accoumrt for
seme of the pressure for fimameial @upp@rt from the State for thosme exposad
imdustries faaling the profit squeeze mest severely, Of course, somes firms may
b ?eaeaeﬁ@b' State suppert, but then at thé cost of other firms, An attéapt
to save all :

_@nad éxpesed firms is likely to put an upward pressure om

wagas 30 that hé mé' séary reallecation BRy occur amyhow,

;_;;ﬁéiﬁsﬁg péliey

It has %aam &tat@& 8xp1icit1y 28 bfficial poiicy that the prices ¢f North Sea
patréleum preﬁacta uaed by houﬁ@holés nd firnm sheuld equal werld prices.
whiie this prim.‘ipléa is widely suppér‘teé. by ecanomists #nd politiciams, it has
alaa baan criticiaed..

§£ﬁéé-3¢§ﬁ§§ ﬁ%&éﬁbéé;féﬁr:to five times its iévéi of doméstic comsumptiom the
aritiow belie#é that Norﬁegiam conauaers aheuld directly benefit by lower oil
pr@&uct pricaa. Saudiaarﬁbia and Kuwait kbep gasoline prices to a fractiem of
world pricea; a@ why should Hoxw&y falldw i different pelicy? Firms using oil
products could reduce théir costs tp bécome tiore cempetitive intermatiomally and

ta.




expand.

- (,._},‘, i

: g, e s B A
Tha\eeanomic argﬁment”aga;nst thia view is of course quite simple. For

etonofiic efficiency, the price of oil should equal its marginal social costs.
The narginal aocial costs of a unit of North Sea oil is not equal to the cost
of axtracﬁing a unit from the North Baa, but is equal to the potentisl revenue
available ih warl& markets, &g’ vaiuad by world oil prices. Hence the domestic
priae uf bil ehoulﬂ equal tha WOrld price of oll, A4 lower price means waste.

Piiéigé\é%Hﬁoxl& pficas has bsen adhered to in practice, but not without
ekéepfiéna -Ote ‘éxééptibm has beenr the price of NGL used as inputs in the new
patro—chemicala complex ccnetructed in south—eaﬂt Forway. The agreement between
the Phillips graup anﬂ the Nbrwegian State over tranmsportation of petrolsum from
Ekafiak to Téesside in England included & clause defining the price and delivery
conﬁltiona af HGL fros Teeasside to the Harwegian petrochemical industry. A
similay agreement exiiita o NGL fom other fields. Due to these comditions the
priée on this NGL is now coasiderably lawer than the world price, and the
ﬁﬁ?ﬁé@i&ﬁzﬁé@@gggggigéi industry is subsidised.

It oould, hovever, b akbgtsd that dus to the recent gas finds, Norway has a
ocmparatxva aﬂvan%héﬂ iﬁ ‘pets &hémicals production, and that the long run gains
from eatablishing auéh &t iﬁdﬁsﬁﬁyfoutweigh the short run losses from
Bubsi&lsing it in itB iﬂfaﬂﬁ a%&géa In any case & considerable expansion of
patrochemieal producﬁioﬁ i plamhéd for Norway.

‘_éré,granted in a bargaining system
between the di1 eem@anies ad thé St&f@. i the most recent rounds the State
has annaunce& 4 preference for appiicanté whb present ‘plens for joint industriel
venturee with Rorwegian companiea Or for intef@sting research and developuent
prbjecta. in using drilling permits 48 an aotive part of industrial policy
the aim: igy 1i a., to give Norwegian iﬂduatrial édmpaﬁias access to advanced
téchnclegy and new export markets, thereby {ncreasifig productivity and the
growth potenti&l in the ﬂorWEgian ¢conomy.

Drilling yérmits ok the ﬁorweg1aﬂ Shaté'

An &rgument againat this poliéy is that the vhlue of each applicant's proposals
i3 ot obvious and the highest bidder oasifiot be easily or unambiguously
identified. Different industrial_agraements may appeal to different Norwegian
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intevests (eg accarding te regiona), amd the applicants may He teking this inte
consideration teo try ta abtai& 2 par$itnat a lower comst than would be possible
if:, caah p&ym@n% mas the rule. ' ‘ ‘

A;§§féifﬁ£&éﬁ§mt&i Qu;atian iﬁ whether this bargalning system really provides
the ceuntry with seeially profitebls imdustry. Admittedly it is the imtention
te attract the sert ef projecﬁ whiah ia "interesting in itmelf for the foreigm
partser’. But ené ﬁight them ask Why such projects would not be pursued except
in c@nmaetiﬁn wi%h.& ériliing applic&ti@n, The damger ies that the coumtry
uﬁdewtakea pr@jeets whieh axe: unprafitable in themselves, since they are
?egar&ed by the oil cémp&nias Py coﬂt item in & bigger project thet shows an
evéxall pr@fi%,, If this is th@ caae, scarca resources will be use& to establish
@@ci&lly mnpr@fitabls 1ndustriéa, whieh will actually impede the grawth potential
of the eaenbmy. Iﬁ would be mete in ‘line with the policy aims if a foreiga
c@ﬁpamy loeatéd am alr@a&y plenned and: prmfitable project to Norway inmastead of
s@mwwhare slee due te the Korﬁagiam hargaining aystem. Still, from am ecenomice
point of yiew, it is adfficult to eseaps the comclueion that cash payment would
v prafﬁrableo The auth@ritiea would then be completely free teo decide what
sorts of imdustrial projects, if any, would be most bemeficial to the ecomomy,
and there is »o. particular resgen why the foreign imduatrial partrers should be
ex&etly thmse flrms m@&t aui%ad to drill for oil im the North Ses.

Oma a@pect sf ﬁhﬂ comaesgian pelicy which is likely to be more strictly adhered
to by the governikent is the so-callsd "Horwegianisatiom" policy. "Noxrwegian-
1sationt should, accordihg to the_govgrnment, oceur iz the use of goods and
aeivices and in the orgenisation of petfolaum gector sctivity,

The camcemsiéﬁé stipulate that Worwsglam goods srd services should be used
uhenevar they are émmpetiti?e with respect te Quality, maintenance, availability
and . price‘- It is stresbed that thia does not canatitute a preference for
Nerwegian Tirme or protection for the Hor@egian omshcre _supply industry. The
objectiva hag hosn to give compatitiv@ Eorwegian firms the opportunity to supply
mil related goods and services, and o circuﬁvent the traditionally sstablished

&elivery p&tternﬂ in %he patr@leua industry, In the srgenisatier of the actlvitye_

the main cantribution to ”Horwagiamia&ti@n“ haa heen the establishment and
ezp&nsiam (5 tha State's oil firm (Ststuil)u The concession policy has also
sécured inp@riamt jaba for Nersk Hydr@ ahd Sag& Petroleum im the North Sea.

Fubvire concession berss willg if p@asibié, be modelled or the Statoil, Norsk Hydra'




and Saga Petroleum agreement for the "golden block™ 34/10, where the concesslon
was granted to the Korwegian coﬁpanies with fgreiga compamiea proyiding axperﬁiqe
on a comtract basis. Im guch "entxepraneurmcoatraota“ the Gavernmamt onviaagas
payment to the foreigm conpany in eil or gas, but with the "fee" stipulated ia
finamcial terms imstead ef a fixed share of pmauetien.‘ frhis, in particu;].ar,
has been critipiaed by the intarnati@nal oil conpaaien, wha clain that they ara
likely te losg 1ntaraat in exploratian if they have auch 1imitad aecaaa ta

crude oil from aay" dxacoveriea. R

2.4 Taxation policy

Petroleun sector taxmiion ia Horway comprises thrae maia itamﬂz the atandaxd
company tax, & Special Tex an nﬁt @armings from petroleum extraction apd Pipaline
transport and a royalty basad ﬁﬁ prﬂduction. The company tax on profits iﬁ §1¢9%
and the Special Tax rate, whicvgwxguigtra@ucad after the oil»price iacxeaaea i& '
1973/74, is & present 25%. 'The ﬁ@éﬁ;ty.ﬁg oil productian is a8 & aenla fxem

8 to 16% of production, incraasingiﬁith Erpduction. Fax other petro;aun pr@duots
there is a flat-rate royalty of 12 ﬁ%xj Withﬂuﬁ g@img into the mattax in dﬁt&il,
it car be said that since special allqgagqq ﬁc&m ba ﬁ“@ucted bafora calaulati&g
texable income, the effective average f&x ém aa"“ - the p@tr@laum aacter is
censiderably lower tham the sum of the ordimary g 3; _rate end the'Speeial
Tax rate. S

+

Following the dramatic imcreases iz oil prices during 1979 end early 1980, the

petroleum taxetion system is now uﬁder raview. If the‘propaéals san be _

determined by the Stortimg during thig term the mew tax systen will ‘be effpetive

from the first of Jamuary this year. The proposala have beea dis&uﬂﬁed publicly

and madified semewhat from their origan&l form. The main eriginal propessals

vere: ‘ R

1. to increase the tax rate for Spesial Tax from 25% to 35% |

2. to reduce the tax-credit period from 12 to 3 momth$ after Q thraewyﬁar
transition perioed BT

3. to stop the deduction of 1oan inter@at payments from $pscia1 Tax asaeasable
irncome o X , :

4. to reduce the anmual investman$ allewance in the Special max fram 10% of
total investment over 15 years te a Bherter period of 10 years., The.gﬁgiqgm
allowance would be reduced to 150% to 100% 2 _ai? P L

In addition there werse a numhar 6f other, 1ese important, propbséis.
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This package was circulated for comments to the oil companies and other
interested parties around the middle of February this year.

PSS
& Wil T

“bjéﬁﬁi§§&3§3fé%ﬁé;ﬁgél%af'propbsaia wes whether they would affect the
activity in the ﬁérth Sea and ia particular whether the recent plans to
exploif somﬁ ﬂf ﬁhe ae—called "margznal fields" would be affected. These
tidlds ~ Uid, North-Bast Frigg and 0din - became economically attractive
after tHe pﬁicé inereabes in 1979.y The oll industry declared that plams for
dé&éloping Hoitn-Badt ?rigg end Odin would be postponed and development of the
Ula field would be canoalled if the new tax rules were introduced. According
to. Mbbil, the rata of veturh on Statfjord B would fall from 23 to 15.6% and
the rate of return on Statfjord C would be as low as 13% or 14% in real prices -
returns that might be insufficient for eommercial development.
Afltﬁé'éh& 6f Marth modified proposals were presented. The right to deduct
loah interest payments is nof o be removed, and the average tax-credit period
is:to be reduadd to six mnnthﬁ ina%ead ‘6f three months. The investment
aiioﬁaﬂca period is not to be cut from 15 to 10 years, slthoughonly 6%% of total
capital GOats are. to ba deducted . over. this 15 year period. According to the
Hinia%ry af Finance, the modifisd thx proposals imply en average tax rate of
8?.8%'éoﬁﬁared to a pfesent rate ﬁf.ﬁéié%. The original proposals imply a rats
of 84.7% ab that there is sbme vediction in the modified proposals. The new
s&steﬁ,wili glve Government tax revenue from the petroleum sector of 22.6 billion
kyoner inm 1980, compared to a previous estimate of 11.6 billion kroner based on
unchanged tax rules, For the periéd 1980-85 Governmemt revenue from this sector
18 expected to be 281 billion kroner compared to 228 with the present system.
Thege éalculations use a price of 533 per barrel im 1980 with nominal price
incrgaqu of‘1q% per year.‘ )

?erhaps as & result of the modifications ma&e in the new tax proposals, an 0il
and fEnergy Ministry spokesman has reeenﬁly announced that the three marginal
fields mentioned above are all going o be devaloped as originally planned.
Sode 2 billion cublic metres of gas: should flaw from Ula in the period 1983/4
£o 1993/4, the 9 billion cubie metres’ 18 Nor%haﬂast Frigg might come onstrean
in 1984 and Odin's 25 billion eubic netres should come into production later
in 1984,

3, 5 ¢ant fihda and,bosaibla ja

Although the fourth-round digcéverias Have not yet been fully appraisad; the %
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most significant find in this round is likely %o be the Shell group's discovery
on block 31/2, ,This find ie believed to be at least as large as Frigg reserves
of 160 billion Sm; and the White Paper suggests that the area surrounding and
‘&pgéuﬁlhg biﬁc& 31/2 migﬁt Cortdin as much as 500-1500 billien Sw. Production
fron this ares is not 1ike1y until the 1990's., This is due to local water
depths bf about 325 motres and a difficult geologicel structure. Also
delineation drilling in the neighbouring blocks 31/3, 31/5 and 31/6 may take
soma time as the- GOVernment #iii probably allocate these blocks to the busy
Norwegian trio of Statoil, Notsk Hyﬁro and Sega Petroleum., O0il might also be
produced from this field and would bhave to precede significant gas production
since otherwise ‘the oil will.&isﬁipate into the gas sands., Gas was alsc found
on. Statoil’a block 50/6 and oil i Saga's block 34/4, although both finds have
yet to be commereially provan‘ Héwever, Statoil's block 34/10, the "golden
bloek", will almost eert&inly & developed The structure has been quite _
exténﬁiVely appraised. RaserVes héré are thought to amount to one billien barrelﬁf
of 0il and gas.. ‘Production froﬁ thig £i61d. dight stert in 1986/87, that is one
year after ths Statfjord c platfuim begins pr¢duclng, according to present plans.

The results from drilling on the faurth rddﬁa blocks, including 31/2 indicate

that gas is golng to constitute dn incfeasingly greater share of the Norwegian

réserves., Possible metho&s o traﬂhport %his gas are currently under scrutiny

at The Oii aAd Energy Ministry. The :equire& extra transport capacity for gas

from the Norwegian Shelf will depend. upon:

a) the maiimum level of annual produéfibn

b) the possibie excess eapacity in thé exlsting Frigg and Ekofisk pipelines

¢) when Statfgord Pe] produetion sterts

d) the possible development of fields whose landing destinations have yet to be
decided (eg the Sleipner field)

) new gas finds(as aboVe)a

The price of gas will also be A, decisiva factor when deciding on what sort of
transport syataa, if any, is going to be inataile&a Gas prices have risen
subatanti&lly in recesit times and gas 18 now fetdhing the same price per unit of
calorific valiie as oil. 'Up 1o now prices of Rbrth Sea‘gas have been between 30
and 40 per cent lower than oil prices. In the middle of April 1980 the German
firm Gelsenberg contracted to buy Ula gas st 1ip per cubic metre of gas  (The
Guatdian 21.4.80), This long-term gas contract is important to the o0il companies
operétiﬁg in the North Sea &nd t6 Nokiray, since it is seen as the first of meny
centracts that price gds at oil eqiiivdlent prices. Plans for & gas gathering
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pipe~line system im the Norweglam sector will be asmmounced during mext year,
although for the moment possible routes and lamdfalls are uadecided, 4 decision
18 required fairly soon,, especially for Statfjord gas, sisce comtinued reinjection
b?ggﬁﬁ %he mid»JBBO'swwill Sé detri&ental. The pipe~line from the ges-gathering
syatem might come ashore at Emden in the Federal Replublic of Germanmy or at the
Danish cesdt. The system would pr@bably extend as far north as Statfjord
althaugh the peasibility that Statfjord gas might be piped directly to the west
coast of Norway has not been elimisated. A pipe-line across the Norwegian

treuch is mow: technically yoasible 80, that Statfjord gas might form the basis

fﬂr patrunhémidal plantm in Waatern Norway. In any case the State has am option
£67 the HGL frbm Statfjord similar to ite optiom for Frige amd just as Frigg NCL
is used in Bamble, Stetfjerd KGL is planned to fuel a petrochemicala complex in
Western Norway., If all gas from Statfjord is piped to Norway, the petrochemicals
industry would be much bigger with iavestments including the pipe~sline of
%f1¥49b§1;%qg&%§;@Bﬁutﬁnt 1980 valuas§

&nsther poasibility is for export of Statfjord gas to Britaim through existing
of new Britmsh pipéulines. However, if the hew gas fimds are as large as
currently expected anﬂ if most of it is exported, & meparate pipe-lime for Stat-
fierd gan might ha uneconomic. Since a conmsiderable quantity of Norwegiam gas
from the Frigg field alraady goes ﬁa Britain, it can be argued that diversific-
ation might be bemeficial. A gas gahhering pipe~line system im the Norwegian
Ebrth Sba may have cost advant&gea sihce average cests fall rapidly as utiliz-
ation increasea. Hore impartantg hawever, will be the choicedlanding destinatiom
for the .gas, -The gas may be sol& to Britain or to buyers on the Contiment. In
B‘.t':i.tain there is enly ene myer, 'hhe ﬁﬁ_tish Gas Corporation, which in the past
has foroed low pricea on auppliera, wheréaa an the Continent there are several
buyers whe must pay competiti?e prleéﬂa Howevér, ‘the price is mot the onmly
eriterion - Quaﬁtity, future needs, costs of the pipeline, specification of gas
quelity snd. pcsaihility of Norwegian deliveriés 1n the gonstruction phase are
also important factors., Another advantage of a gas gﬁthering syastem, in contrast
to a direct pipaﬁline from each field is thet it éould act as & development
catalyst for ‘the marginal finds imsufficiantly éttr&c%ive to justify individual
dévelofnent, (eg Sleipner; where the recoverablé reserves &re thought to be
cemparable to Frigg raserVea) To go ahead with thia £5 billion Norvegiam gas
gatherimg pipe-liae aystem, long-run delivery. ¢ontracta for a period of 15-20
years must ba agroed, and megotiationa with prﬁspective buyers are mow in
prcgréssd Pélitical canaideratians may also affect the result. Lamding of the
Statfjerd gas in Norway say be influsnced by political arguments for petrochenlcal
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developments im less industrisl regions, and a preference for more Scandinavian
co—@perati@n inhe energy and industrial fleld pay also be imporiant. However,
ine §y§§§g éq%ﬁéxigé “‘Blf&éﬁ aa i north as the Statfjord field
up“gaa‘ rom'othar fiéids on itB vay south to a landfall on the Continent,
pcaalbmy Emden, is at present the wost likely plam. A lisk via the Damish Dan
fiald, to secure delivariea to Dennark after Dan ia exhausted is also poasible
sin¢e it ceuld promote Scardinevian- energy and industrial co-operatiem (which
wguld,glso-ineluda Sweden) #ith otheér projects bemefiting Norway.

The  enormous émﬁth inthe économie value of the output of petroleum iam the
second half of the 1970'5 has changed the Norwegian ecomony drastically. The
bemefieial eftécts on the balance of p&ymanta will give Norweglan Governments
unpreeeaented freedon of mansouvexing in economic policy for the rest of the
century at lesst. A discussion of héw this opportunity should be exploited
in the interest of "society &5 a whole" - including future depletion policy -
has mot yet really started. However, the Government has announced a major
‘“11 papé?; either &8 a separate whita paper or as part of the long term
progranze for thﬁ périod 1982w1985, where the principles for the development of
the petroleum’ éécter in relatién to the rest of the Norwegiam society will be
set out. Hopéfully thia ﬁaper wiil contein more ecomomic analysis of policy
options than the preaehﬁ whi‘té papéi‘ (2).
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