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CONFIDENTIAL <o Mudte St o leend,

NOTE OF A DISCUSSION OVER DINNER AT CHEQUERS ON SATURDAY,

16 JUNE 1979

Present:

Prime Minister

Mr. D. Thatcher

Foreign and Commonwealth Secretary
Secretary of State for Energy

Sir Frank McFadzean

Mr. C. Pocock

Mr. R. Hart

Mr. P. Baxendell

Mr. N. Sanders

¥ % ¥ ¥ k k ¥ %

The discussion, which lasted for 31 hours, ranged widely over
the world oil scene. The following is a summary of the main
points.

Developments in the price of oil

Mr. Hart said that the price of Saudi marker crude at
31 December 1978 had been $12.70/barrel. It had been intended
that the price should rise by the end of 1979 to $14.55, but in
the wake of the Iranian crisis that level had already been reached
for Saudi oil, and the figure for some other producers was already
higher. His latest information, based on conversations that day
with Kuwait, was that Iraq and Kuwait were about to move to $18.50,

Mr. Baxendell said that OPEC would be meeting on 26 June. It
was likely that there would be a convergence at that meeting to

$18.50, and it was everywhere expected that the price would move
to $20.00 on 1 July. $20.00 would mean an increase in OPEC's sales
compared with $12.70 of $70 billion/year.

The Spot Market

Mr. Hart described the current state of the spot markets.
He said that a year ago the product spot markets accounted for 1 mbd
out of the free world's fuel consumption of 50 mbd. They had now
shrunk to 3 mbd - a tiny proportion of total oil sales. A year ago the

/ spot crude
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spot crude market had accounted for % mbd; now it was up to
9-23% mbd, because some producers were themselves selling at spot

prices. Iran, Iraq, Libya and Nigeria were examples.
Mr. Pocock pointed out that the disparity between official
and spot prices meant that some individuals could become

millionaires on the basis of a single tanker load of oil.

The Saudi position

Saudi Arabia had unused production capacity at present of
some 1% mbd. They were clearly the key in any attempt to force
down spot prices by increasing supply, but Mr. Pocock said that
although the Saudis understood the arguments that were being put
to them privately by individual consumer nations, they were not
prepared after Camp David to allow themselves to be seen to be
the friends of the United States. Saudi-American relations were
not improving quickly; no new American Ambassador had been appointed.
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The American position

Mr. Hart gave some figures for current U.S. oil consumption.
Their figures for the first and second quarters of 1879 had been
19.4 mbd (actual), and 17 mbd (estimated). The corresponding
figures for 1978 had been 19.1 mbd and 17.2 mbd. So, inspite of
1977 /78 being a colder winter in the U.S. than 1978/79, their
overall consumption so far in 1979 was, in Shell's view, much the
same as it had been in 1978. Shell expected that American
consumption would be down in the third and fourth quarters of 1979.
Overall for calender 1979 their original expectation had been an
average consumption of 184 mbd; now it was down TO 17.87 mbd - a
drop of some 31%.
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Mr. Hart said that he had no hope whatsoever of any sizeable
increase in excise duty on gasoline in the U.S5.A. The political
pressures in the Congress against such an increase were too
great, especially given that Congressmen had to be re-elected
every two years. The President's programme was now the key thing.
He also suggested that it might still be true that the U.S. used
less energy per unit of GNP than some other developed countries.

Longer-term energy developments

Mr. Pocock said that the Mexican fields were between the
North Sea and Kuwait in size: they might produce 5 mbd in ten
years' time, but given the growth in the Mexican population,
there would not be enough Mexican o0il to make a difference.

The Prime Minister said that she thought that the CIA report

on Soviet oil supplies had been too optimistie. Mr. Pocock said
that the USSR was still exporting product so as to gain foreign
exchange. Last winter the export rate had fallen from 1 mbd to

$ mbd, but he expected it to go up again. Simultaneously, however,

Soviet satellites were being told to buy on the world market:so

the overall flow was roughly in balance.

Mr. Baxendell said that Chinese production was very small

and of low quality. In the longer-term they would need to consume
their own production and they would not be another Saudi Arabia.

The Prime Minister said that all such discussions led her to

the conclusion that nuclear energy was our only hope. She was
concerned about the effects of Harrisburg, given her view that we
would have to move to a PWR system. The Germans were asking for
a study which might take a minimum of eighteen months.

Strasbnurg

There was a lengthy discussion of how the Government might
best respond to the proposals which would be put by the French at
Strasbourg. These were principally:

L v 5.
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(i) A three-year programme for import ceilings;
(ii) An agreement to prevent imports above the OPEC price;

(iii) New developments in cooperative international
financing of exploration projects in developing
countries.

Discussions about the possibility of flooding the spot
market and about "transparency'" were also anticipated.

Import ceilings

All of those present agreed that the proposals on import
ceilings were impracticable, and over-simple. It would be
impossible to monitor such a scheme completely; some consumers
would simply evade the measure by, for example, bunkering ships
and aircraft in other countries, and the scheme would not work
because there were too many opportunities for too many individual
consumers to get round it and too much money available to finance
them in doing so. There was also the problem of defining the
base line on which the reduction in imports would be calculated.

Our own position was a special one, because our domestic
production was growing so fast. A voluntary import ceiling would
therefore not affect us in the same way as other countries. But
the idea was intrinsically a bad one.

Mr. Pocock pointed out that the French might argue that they
had tried to limit their own imports by placing a money ceiling
on them. In fact their 1limit had always been unrealistically high
and had never been tested. The Prime Minister summed up their

strategy as a dirigiste approach and a get round mentality.

Maximum import prices

The Shell representatives said that this proposal simply

would not work. Too many loopholes - such as freight rates,

credit terms and the details of buy-back arrangements - were
available. The effect of such a measure would not be to establish

/ a celiling
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a ceiling, but to set a floor price. Everybody would bid up
prices to the "ceiling" and the result would be worse than the
starting position.

International financing arrangements

The Shell representatives offered some support for this

proposal. They said that it might help in certain cases.

Flooding the spot market

The Prime Minister said that she would say that the spot

crude price rise had been caused by producers choosing to funnel
their o0il through the spot market. It followed that measures to
bring the spot price down would have to be on the supply side.

Sir Frank McFadzean said that it was simply impossible to suppress

the spot market, and Mr. Baxendell said that it certainly was

not within the companies' power to do so. Mr. Hart pointed out

that the U.S. had restrained companies from using the spot market
in March and April 1979; when that policy had been reversed the
spot price had risen by $10. It was a dangerous game to play.
The Prime Minister said that in her view it was not possible to

upset market forces except for a very short time.

Sir Frank McFadzean pointed out that the spot market was

based on expectationsand that an announcement of a change in policy
would affect it well before any additional supplies reached it.

Mr. Hart said that the spot product market had dropped by some

$2 over the last week on rumours of increases in production.

Sir Frank McFadzean said that the Chairman of OPEC had told
one of the Shell Managing Directors that Saudi Arabia were indeed

intending to open up production of an extra 1} mbd, but Exxon had
said that they did not believe it. Everyone was in fact adopting
a bargaining position.

/ Transparency
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Transparency

Mr. Howell said that the French would respond well if we
made encouraging noises about transparency. Mr. Hart explained
that the plan was for oil companies and traders to report their
transactions on the spot product market weekly to the EEC
Governments. The theory lying behind the proposal was that this
information would be available to OPEC as well and might filter
through to those deciding policy in Iran. The Prime Minister said

that given the relative sizes of the spot product and spot crude
markets, this seemed an insignificant proposal.

Alternative proposals

The Prime Minister asked what positive alternatives she could

put forward at Strasbourg and later at Tokyo. ©She asked whether
it was in fact possible to reduce the import targets any further

without inducing a real recession. Mr. Hart said that if the

proposed economies were genuinely put into effect, supply and
demand would be likely to come into balance during 1980. Any more
elaborate mechanism might therefore come into force at exactly

the wrong time. The Shell representatives argued that the most

effective measure was demand restraint by price. This should be
raised especially at Tokyo.

Mr. Pocock suggested that the Prime Minister should ask
President Carter whether he could justify his claim that American
restraint measures were already working. He suggested that the
President should be invited to table detailed figures to back up
that assertion.

Sir Frank McFadzean said that if prices were not put up by

increases in excise duty, then the consumers would have to face
price rises from the producers and the resources concerned would
be transferred across the international exchanges.

The British position

The Foreign Secretary said that in 1973 the o0il companies
had told him, when it had been suggested to them that they ought
to give preferential treatment to Britain, that they had

/ international
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international contracts and would share their oil around the
world. Sir Frank McFadzean said that that had not been the way
in which he had then put the matter. The companies did have

legal and moral obligations around the world, and if they made
everyone else suffer while preserving Britain's consumption,
then British ships and aircraft would not be bunkered abroad.

Mr. Baxendell said that the position had been transformed

since 1973 by the production of North Sea 0il. Their estimates
were that in the first quarter of 1979 14% of North Sea production
had beenshipped to the U.S.A. and 44% to Europe. 30% had been
refined in the U.K. Much of the exports had been handled by BP
who were swapping. BP were in fact supplying the British market
at the same rate as they had in 1978, Esso were at approximately
the same level, and Shell were higher.

The reason that there was a conspicuous shortage of oil
products in Britain but not to the same extent in other Western
European countries was that there had been a number of small
suppliers in Britain who had bought on the Rotterdam spot market
and had done very well for themselves. Now that the spot price
had gone up, they had dropped out of the market altogether. In
addition, middle-sized companies such as Petrofina and Total
were putting less into Britain. Shell and Esso were refining all
their North Sea crude in the U.K.

The Foreign Secretary asked what would happen if there were

a 10% shortage in world supplies, and whether the companies would
not in fact share the shortage around, even though the o0il was
British. Mr. Baxendell said that the Government was in a strong

position to lean on the companies in several different ways, such
as the issue of flaring consents and through their detailed
regulatory powers on North Sea production. Sir Frank McFadzean

said that the Government would indeed be able to ensure British
supplies if they wished to do so.

/ Mr. Howell

CONFIDENTIAL




CONFIDENTIAL

Mr. Howell said that at present BP were enlarging their
market share rapidly in place of the small importers and
distributors. He said that BNOC would be making available from
1 July an extra 7% million tons/year for British refiners. The
Shell representatives said that they had spare refining capacity

and would be greatly interested.

The Prime Minister asked about the implications of Article 34

of the Treaty of Rome for preferential treatment. Mr. Howell

said that it would be a great deal easier to evade those provisions
through BNOC than through the companies, who could more easily

be taken to the European Court.

Coal and gas

Mr. Howell said that Britain was achieving a 5% saving on
last year's energy consumption, but to a large measure by using
extra coal. Mr. Pocock said that the level of coal imports ought
to be increased. The Prime Minister said that we were already
quietly importing all the coal it was physically possible to handle.
There were constraints in the docks and in the railway system.

Mr. Howell said that stocks of coal at power stations had levelled
off this week for the first time. The Prime Minister said that we
were giving priority in every way we could%%ttingcual on the
ground at the power stations.

Mr. Pocock suggested that gas prices should be raised to an

economic level. The Prime Minister said that she was not prepared

to see further increases in gas prices. The retail price index
would already be rising by 18% at the end of this year and she
would not add to that.

17 June 1979

CONFIDENTIAL




" CONFIDENTIAL

10 DOWNING STREET

From the Private Secretary 16 June 1979

THE WEST'S BARGAINING POSITION IN NEGOTIATIONS
WITH OPEC ON PRODUCTION AND PRICES

Thank you for sending me, with your letter of 8 Junes—a
note by FCO, Treasury and Department of Energy officials,
on the bargaining positions of OPEC and the West 1in any future
negotiations on oil production and prices.

The Prime Minister was grateful feor this assessment, which
she has read with care. The Prime Minister is content that
the paper should form the basis of her briefing for the forth-
coming European Council Meeting in Strasbourg on 23/24 June.

I am sending copies of this letter to Martino Hall (HM Treasury),
Garth Waters (Ministry of Agriculture, Fisheries and Food),
Andrew Duguid (Department of Industry), Bill Burroughs (Department
of Energy) and Martin Vile (Cabinet Office).

/

GARTLEDGE

B. G

G.G.H. Walden, Esq.,
Foreign and Commonwealth Office.
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1 attach the inter-Departmental assessment of the options for energy supplies

SHORT-TERM SUPPLIES

in the coming 12 months, for which you asked in your letter of & June to T},

the Private Secretary to the Secretary of State for Energy. It concentrates, ;7£

ags you requested, on the short term and the options for actiom.
2. In putting it forward could I underline several points:=—

(a) The effects of the Budget, and the general course of the economy,
——

bring 2 new uncertainty into the equations. But to the extent that

the ecuﬁ;&y does decline the easier, perversely, our energy supply

problems become.

(b) The Department of Energy's assessment is that on present prospects

we stand a reasonable chance of getting through the next year without

serious energy shortages. But the risks are downside = both for coal

and o0il = and we have relatively little room for manceuvre.

(c) On coal supply the key issues are going to be the closure of
uneconomic pits, imports and the ability of the railways to move
substantially increased amounts of coal to the power gtations, including
coal drawn from our present reasonably healthy pithead stocks. The

size of our stocks of coal at power stations this autumn may depend

critically on +this factor.

(d) As a fallback at the power stations we have a useful ability to

burn natural gas in place of coal. Up to 3 million tons of coal could
el
be saved in this way but at a high cost to the CEGB because gas is of

course a mich more expensive fuel than coal.
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(e) On 0il the issues are going to be the attitude we adopt to stocks -
—

should we draw them down further or rebuild them-and our ability to

negotiate a discreet preference from the oil companies.

(f) Apart from the ongoing effects of higher energy prices and the
contimiing energy conservation campaign, we have little scope for
achieving additional reductions in demand short of the introduction of
a full-secale energy allocation system. Such scope as there is for
mandatory restraint, short of full-scale rationing, largely affects

petrol.

(g) It is worth noting that the solution of our problems this winter
e
will not of itself lead to a more comfortable position in 1980-81.

The problems then could be as bad or worse.

3« Finally, I would be grateful for your advice on whether the Prime Minister
would wish this report to be discussed by Ministers collectively. If so, the
appropriate forum might be (E(EA). My own view is that a collective discuseion

—
is not yet necessary. Individual action points which may require collective

decision could be handled as they arise. Two = imports of coal for Scottish
power stations and for the BSC — are already the subject of Ministerial
correspondence. We could also, if this would be helpful, provide a draft
letter which might underline the Prime Minister's concern that all necessary
steps should be taken urgently to improve our ability to meet our energy

requirements next winter.

P Le CHEMINANT

Cabinet Office
15 June 1979
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ENERGY SUPPLIES 1979-80

NOTE BY OFFICIALS

Background
1. A letter dated 6 June from the Private Secretary to the Prime Minister

to the Private Secretary to the Secretary of State for Energy records the

Prime Minister's wish to have "an agreed factual appraisal of the energy supply
prospect for the United Kingdom over the next 12 months focussing particularly
on oil and coal; the scope for action; and a realistic display of the
options”., This report from a group of officials drawn from the Departments

principally concermed fulfils that remit.

2. The Department of Energy estimate that fuel demand, taking account of
the latest economic growth prospects outlined in the Dudget, will remain at
about the level or slightly below that of 1978-9 when total United Kingdom

primary fuel consumption was 369 million tonnes of coal equivalent (mtce).

A particularly cold or warmwinter could produce differences of some 5 mtce.

] — D —
either way.

3. At this level of demand fuel supplies will be tight but should he just
adequate provided there are no new disruptions. But there are considerable
uncertainties and none of them are in our favour. The threat of disruption
in the pits is ever present and even the achievement of the full 5 per cent
reduction in 0il demand which we are seeking will leave supply harely above
prospective demand. We will thus be highly vulnerable to any further dislocation

or shortfall in the international oil market that may develop over the next 12-18 months.

3. The position at the power stations and oil supply prospects generally are

considered in more detail in the remainder of this report.

Power Station Coal
4.  The Central Electricity Generating Board. which covers England and

Wales, requires to use some 106 million tonnes of coal equivalent

over the next 12 months if electricity supplies are to be maintained.
11 mtce of this will be provided by nuclear power stations, the cheapest
source of supply, where available capacity will be used to the maximum possible

extent. For the rest, there is flexibility for switching between coal and

1
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oil burn, particularly during the summer months when electricity
demand is low and there is more spare plant in the svstem,
The CEGB also have a limited capacitv to burn additional

gas in substitution for coal.

5. In present circumstances, with oil both expensive and scarce, the

CEGB has already reduced its oil burn to the minimum practical level.

During the next 12 months an oil saving of around 2 million tonnes, most of
it arising during the summer months, is expected to be achieved in this way.
The reduction in oil burn, which will provide a significant part of our
contribution to the international o0il saving effort, has led to a significant

increase in the CEGB's demand for coal, and it is expecting to burn

80 million tonnes 6T coal this year, some 5 million tonnes more than last ¥ears
—

and the highest level ever,

6. The CEGB's programme, and in particular the planned high level of coal burn,
clearly involves some risks. A hard winter and industrial disputes have run
down coal stocks and even assuming record deliveries of coal to power stations

can be achieved, the CEGB expect to go into next winter with under 16 million tonnes

of coal in stock at power stations. This is some 2-3 million tonnes below the

level they would ideally like to ensure a minimum of six weeks endurance in the

event of any interruption of supplies, Nevertheless, the CEGB considers that

provided there are no serious industrial relations problems and no other

unforeseen factors arise which seriously affect the programme, they should be
able to get through next winter. Looking further ahead, however, they are
concerned that any significant shortfall, or another cold winter, could leave

them in a very vulnerable position next year.

7. The picture for England and Wales does not, however, fully bring out the
problems faced in Scotland, where both the electricity and coal supply systems
are, for geugraphic;I-;:;sana, largely autonomous. Power station and pithead
coal stocks are much tighter, and NCB forecasts of output from the Scottish

Area are not received with confidence by the Electricity Boards. There is no

way in which power station stocks can be restored to the minimum level
necessary (1.8 million tomnes) to offer security of supply in the coming
winter, or in which the Scottish system can contribute now or in the remainder

of the year to oil savings, without imports of upwards of 0.25 million tonnes

of coal either from England or from abroad. The price quoted by NCB for coal
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from England is £5 per tonne above the Scottish price and there must be

serious doubts whether, with the blockage of the East coast rail line until October,
this quantity can be transported: on the other hand, SSEB has found ready
availability of coal from abroad, at a price only £2 above that for Scottish

g SRy
coal. This import requirement is likely to be short-term only: nuclear
e

and gas fired capacity planned to come into operation in the coming year will

substantially ease the pressure on Scottish coal supplies thereafter.

8. The Northern Ireland situation is different again., 0Oil-fired stations
account for 81 per cent of electricity genmerating capacity in the Province.

While the Ngzzgern Ireland Electricity Service (NIES) is doing all it can to
maximise coal burn without regard to normal merit order considerations, the
service does Eﬂﬁ.h&ve the capacity open to power stations in Great Britain to
switch from oil. The NIES o0il requirement in a typical four week winter period
is of the order of 125,000 tonnes although in abnormally severe winter conditions

in the past the requirement has been as high as 185,000 tonnes a month. To date,

the Service has been able to meet its aim of holding 30 days or so of oil in stock
but is becoming concerned about its ability to mainta;:-:EE; position without some
form of reassurance on oil supplies, although recourse to spot market purchases
at high prices (which could disrupt the finely balanced finances of the

NIES) has so far been avoided. The matter is being considered by the Department

of Commerce for Northern Ireland in consultation with the Department of Energy.

9. The problem of providing epough coal to the Generating Boards hoth to

build up stock and to maintain a high level of current consumption resolves

into two questions: how can the necessary coal be obtained? And how can

it be moved to the power stations?

10, There are four sources of supply:

a. Current deep-mined production. The NCB are aiming at 108 million
g : ] —— =

tonnes in 1979-80. They see this as the upper limit for the year.

Production is currently running below target. If the trend continued,

output might be only 106 million tonnes.
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b.  Open-cast coal. Production for 1979-80 is forecast at 14 million tonnes.
e ——— ——

This figure might be increased by speeding up authorisations for sites, but

the effect would be marginal - at most an additional 0,2 million tonnes could

be expected in 1979-80,
—_—

[ Pithead stocks. The NCB are already planning to supply the CEGB

.

5 million tonnes from stock this year. A further 1 million tonnes of steam
—

coal and 3 million tonnes of coking coal could in theory be made available

iy
from EEEEF’ but there would be severe transport difficulties in moving this

coal and the use of coking coal at power stations would involve the NCB in

accepting a reduction of ahbout £7 per tonne on the coking coal price. There
_—_

is a further possibility of diverting up to 0.4 million tonnes from intended

exports, for which rail transport is planned, and the NCB are looking into this,

d.  Imports. The CEGB are importing sone 2} million tonnes of Australian

coal (including 2 million just negotiated) under their existing contract.
T—

There may be scope for finding an addltlunal 4 million tunnes on the spot or

shurt-term contract market. The CEGB consider that, with a susta:ned effort,

such purchases might be increased to 14 million tonnes, allowing an import of

some 4 million tonnes in total. In addition, the South of Scotland
ey

Electricity Board may import 4-} million tonnes.

—— -

11. At present, pits are being closed only when they approach exhaustion, so
——
delaying closures now planned would not add substantially to coal 3uppl1es this

year. One conclusion from the review of coal strategy which will be put to
Ministers shortly will be the need for the NCB to take steps to reduce its
financial losses. One of the guestions tu-;:‘cnnsidered will be that of
accelerating the closure of uneconomic pits. This will need extremely careful
handling if disruption of coal production is to be avoided and if the mining

unions' traditional opposition to coal imports is not to be strengthened.

12. As to movement British Rail plan to meet CEGB's present requirement to
move some 64 million tonnes of coal to power stations in 1979-80. This is
about 5 million tonnes more than in 1978=70, It is at or close to the limit
of the present railway capacity, which is limited by the number of locomotives,

and by some staff shortages.
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15. British Rail is giving priority to power station coal movements at the
T ——
expense of other freight traffic; is making special efforts to catch up on

. A ———— o :
locomotive maintenance; and is working closely with NCB and CEGB to make

the best use of the available capacity by weekend working and in other ways.

Deliveries so far are up to about the planned level. But continued efforts will

be needed from the three industries, who will have to work together to make

the most of the railway capacity ;& by longer notice from the CEGB of the coal

movements they require.

14, BR and CEGB are working on plans to expand the railway carrying capacity

by up to 5 million tonnes, but this will take time and cannot affect the next

12 months, To find more capacity within the next 12 months, BR would have to
—
cut other traffic including Inter-City services; the financial implications

—
would be considerable and would need to be reflected in the price charged

by ER for the additional coal movement. There may be some more limited

opportunities (eg to supply Didcot by imported coal via South Wales) which the

industries would need to examine together; they could not make a large

difference.

15, Vehicles might be found to move 1 million tonnes or more of coal by road

at a price which could be £1-2 per tonne above the rail cost, Port and ship
capacity could probably be found for any movements that could go by coastwise
shipping, but rail and road capacity would limit what could be carried from

the ports. The net increase in movements by sea would be small.
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Gas burn

16. Additional gas could be burned at the CEGB's 2 dual gas/coal fired
stations. An extra 1 million tonmes of coal could be saved by burning

gas at Hams Hall, Savings of up to an additional 2 million tonnes
could be achieved at West Thurrock, but the coal displaced here could

—

not easily be diverted elsewhere because of transport difficulties.

If gas supplies were significantly increased to the CEGB,BGC would
expect to be paid the full industrial oil related price. The additional
cost to the CEGB of displacing 3 million tons of coal could be about

£60 million.
—

Coking coal for the steel industry

17. The guestion of adﬂi&iunal ieggrts of coking coal by BSC, about
which there is currently correspondence between the Secretary of State

for Industry and the Secretary of State for Energy, is not germane to
impriving fuel supplies this winter. The BSC contract is for an
additional 550,000 tonnes a year, with deliveries beginning this financial
year, but the NCB could supply-substantislly mere than thils to power
gtatibns from stooks (ineluding coking coal stocks), if transport

were available. The question could be more relevant to

ear.

United Kingdom 0il Supplies
18. The International Energy Agency estimates world supply of oil to be

about 3 per cent short of unrestrained requirements in 1979. It also
i —

expects a shortage — perhaps not on the same scale — to persist into
—
1980.

—

19. The supply of crude oil to the United Kingdom is expected to be
broadly in line with the world picture. Supplies are currently at

about last year's levels, while unrestrained demand would be about

3 per cent higher. However, the exceptional demand in the first quarter

of 1979 due to the unusually cold weather caused stocks to be drawn shortly
and the desire to rebuild stocks means that the shortfall against total

demand (current use plus stock building) is about 5 per cent. This has

produced localised shortages, which are being dealt with by the oil
companies, with guidance from the Department of Energy.

6
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20. The current world shortfall in supply stems originally from the
troubles in Iran. But it may also be a first manifestation of the supply
constraint on world oil which has been foreseen for some time. Supplies
are likely to increase gradually in response to higher prices, but the
world can no longer rely on extra oil being freely available to meet
inerements in demand. In the short run, the only way to bridge the gap

is to reduce demand or to further run down stocks. There is some scope for
action by Governments. Otherwise balance will be achieved by market
forces with higher prices and lower economic activity, Within the United
Kingdom, 0il consumption is now being constrained by the switch to coal

in power stations, the action being taken in the public sector, and
reduced allocations by companies. The price increases already in prospect

and the budget tax increases will add force to these constraints.

21. Possible international action to affect the world oil situation is being
considered separately and is outside the scope of this paper. The possi-
bilities for internal action to help overcome physical shortages in the

United Kingdom are examined in the following paragraphs.

22, There are four ways of tackling oil shortages in the United Kingdom -
leaning on the producers, running down stocks, putting more North Sea

crude oil into our refineries, and increasing North Sea oil production.
E—— rl

23. Leaning on the Producers The major oil companies claim to be handling

the world-wide crude o0il shortage by allocating supplies equitably between
countries. While we believe this to be broadly true we cannot be certain.
In any event as an o0il producing nation, we are better placed than most
other consuming countries to put pressure on the 0il companies to safeguard

supplies to the United Kingdom on a discriminmatory basis., The sale=back of

royalty oil, sale of BNOC 0il, and our controls over UKCS production all
Nt s e

offer opportunities for this. The use of such leverage need not be contrary

to our international commitments so long as the IEA emergency storage schemé

has not been activated, and so long as we do not fall foul of the provisions

of the Treaty of Rome relating to restraints on trade. Considerable discretion

“-—.-F'-—_
will cobviously be needed however if international complaints are to be avoided.
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At the same time we will need to ensure that additional supplies to us from
the United Kingdom Continental Shelf do not simply displace supplies from
A ———— e ——

elsewhere which would otherwise have come here and there are praetical

S—
problems in monitoring such movements., Nevertheless, pressure is possible

and is being applied.

24, PRunning down our stocks: current stocks of petroleum products and

their crude oil equivalent in the United Kingdom are equivalent overall
to about 78 days' use (on the EEC basis of calculation), though the level
L

of stocks varies widely from p;zﬁuct to product, gasoline being below the

—
lezgl of our international obligations. The minimum level of working stocks

needed to maintain thwe distribution probably amount to about 55 days' supply

and to the extent that we can secure North Sea o0il production for use in

the United Kingdom, we are better placed than other countries to take a
risk on stocks. Even so, the great uncertainties about forward supply of

crude 0il make it prudent to build stocks further against next winter: a

general stock rundown would leave OECD eountries very vulnerable to black-

mail on price. If we were nevertheless to cut into stocks further at this

stage we would need to be sure that the o0il companies did not adjust their

worldwide supplies at our expense. In addition, plans are in hand, for

both financial and oil supply reasons, to dispose of 450,000 tonnes of
—

crude 0il from the 1.1 million tonnes of crude o0il and products in Her

Majesty's Government's storage system.

25. Putting more North Sea crude o0il into our refineries (either directly or,

through swap arrangements, indifectly]: In addition to exercising pressure
on the oil companies we are already planning to take our North Sea royalties
in crude o0il rather than cash next year. This will give us supplies which
could be put into our refineries. Equally we could make greater use of BNOC's
equity and participation oil for the same purpose. The problem of ensuring
that such diverted supplies represent a genuine net addition to total United

Kingdom refinery throughput, remains.
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26, Increasing North Sea production: extra supplies can be obtained

from the North Sea in the short term at a price. That price largely

relates to the extra gas which, for technical reasons, would need to be
e

flared as the o0il is produced. In the case of the Brent field, for
p——

example, it would be possible to produce an extra 6 million tonnes of
—

0il if current flaring restrictions were lifted. The companies' plan
—

for supplying their United EKingdom refineries already count on access

to the full quantity and the Secretary of State for Energy is prepared

to authorise a concession, up to 5 million tonnes, subject to satisfactory
assurances from the companies on disposal of the o0il which should entail
securing about three quarters of this 0il as a net addition to United

Eingdom supply.

27. Underlying many of the steps which might be taken to increase oil
supplies to the United Kingdom lie our international obligations to the
EEC and the IEA, These are described in Annex A. There are also problems

——
about the contractual liabilities of the 0il companies. In present

circumstances, this is a question of delicate balance. If our steps were

too obvious, they could boomerang. Other countries could put pressure

on the companies to allocate Middle East o0il away from us, there could be

dissention between consumer Governments and within the EEC accusations
against us could hamper our efforts to secure the better budgetary deal.
But, provided that we are discreet, we ought to be able significantly to
improve our supply situation.

28, However, the introduction of any form of internmational allocation

scheme would transform the situation, requiring the United Eingﬁgm to

transfer overseas any supply above the average level available internationally.

Tﬂg_desirability of such action will be an issue aﬂ_zﬁz_ﬁﬁﬁfg_hummit. The

R —
IEA's existing emergency allocation system - to which we are legally

.
committed - would in any case be triggered if world supplies fell short by

el

7 per cent.
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29. If despite our best endeavours we nevertheless find ourselves facing
shortages of o0il, or particular oil products, there is a range of further
restraint measures which the Government could take. These include weekend
closures and restricted hours at filling stations, speed limits, restriction

of space heating, the imposition of a general Government allocation scheme, and
fullscale petrol rationing. These measures are described in detail in

Annex B. Their implementation would require a declaration of "energy emergency"
under Section 3 of the Energy Act 1976. There is little scope for further
effective measures without this preliminary step. Nor is there much scope

for reducing o0il demand by measures to reduce electricity consumption. The
only readily enforceable measure would be a ban on display lighting, from

which the savings would be minimal.
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CONCLUSION
On present plans and without further action, energy supplies to the
United Kingdom over the next 12 months are likely to be adequate —

but only just - to meet demand. There are however considerable
— -

risks. Not only are there uncertainties about supply - both of
coal and oil - but the required extra movement of coal arising

from the continued switch from oil to coal in power stations will
place a considerable strain on the railways. Road transport can
help marginally but it is by no means sure that all the required
extra rail movement can be accommodated. Indigenous production of
coal is unlikely to increase and may decline. There is scope for
additional imports - perhaps up to 2 million tonnes — and a further

T —
4 million tonnes or so is available from pithead stocks. The

other possibility at power stations is to substitute natural gas for

coal in those stations equipped to burn both. Up to 3 million tonnes
of coal this winter could be saved in this way but the extra cost

to the CEGB would be substantial.

The oil situation is more complex. It is possible to increase North
Sea crude production and to divert, by various means, more oil to
United Kingdom refineries. The extent to which these steps would lead

to a net increase in oil supplies would depend on the arrangements which

could be made with the o0il companies. The implementation of a formal

international oil-sharing scheme would restrict our ability to arrive

at private arrangements with the 0il companies (though the factors

involved in a decision about such a scheme are wide-ranging and outside
the scope of this paper,) On the other hand our o0il stocks are still
substantially above minimum working levels though with wide variations
between particular products. It will be for decision in the light of
developments whether we can afford to run down such stocks further, either
alone or as part of an international arrangement, or should continue,

as at present, an attempt to rebuild them.

CONFIDENTIAL




CONFIDENTIAL

Mandatory steps to curb energy demand short of a full =cale allocation

scheme would be unlikely to yield significant savings except perhaps of

petrol and Derv, Our continued efforts at energy conservation and
the effect of high energy prices will yield some benefit in terms of

reduced demand but quantification is not possible.
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INTERNATIONAL COMMITMENTS

a. Demand Restraint

1. The IEA Goéerniﬂg Board agreed on 2 March that member countries would reduce
their demand for oil on the world market by 2 mbd, or about 5 per cent of the
pre-crisis estimate of consumption. The Energy Council of the EEC similarly
agreed on 13 March to reduce EEC o0il consumption in 1979 by 25 million tonnes
to 500 million tonnes. The United Kingdom is party to both these agreements.

The EEC commitment is the more onerous since -

a. it applies over 1979, and the first quarter had elapsed before

any measures could be taken; and

b. it is a commitment to reduce consumption, not demand on world
e ————
markets (which can be achieved, in part, by counting increased indigenous

0il production).

b. International Allocation Arrangements

2. As party to the IEA, the United Kingdom is bound by the arrangements for
allocation of 0il supplies between countries should available supplies to the

Group fall below 93 per cent of supplies in a base period (the latest 12 month

period for which figures are available). The Group position is comfortably
o - e - e

above this trigger point at present. If the system were activated, the

*
United Kingdom might have a right to supply nthep_pemhgrs - it is not possible

to forecast the position in advance. Members would also be committed at least
to imposing demand restraint of 7 per cent and to drawing down stocks before

———
becoming entitled to any supply from other countries of the Group. A cut in

demand of 7 per cent would probably require mandntﬁry?Guvefnment"measures.

Hs The IEA emergency system also has a "selective trigger" arrangement under

which any member country can apply to the Governing Board for maintenance of

93 per cent of its base period supply if it is otherwise likely to fall short

of this figure. Sweden has already made such an application. If granted,

the United Kingdom's obligation to supply Sweden would be minimal - about
_-_-_-._ " 3

2,800 tonnes a month — but allocations to Sweden might trigger applications

from other countries. The Swedish request has so far been refused.

* from other countries of the Group, or an obligation to supply

13
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4. The United Kingdom has complementary obligations to restrain demand under
an EEC scheme. This provides that during a period of oil supply difficulties
member states will reduce consumption of petroleum products by a maximum of

10 per cent of normal consumption for a maximum of 2 months., After this period
there will be variable reductions in member states depending on the ability of
each to substitute for other types of fuel. The gquantities of petroleum
products saved as a result of this differentiated reduction in consumption will
be shared out between member states, Basically, however, sharing is done
through the IEA scheme.

14
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POSSIELE OPTIONS FOR MANDATORY DEMAND RESTRAINT MEASURES
1. All the options set out here (apart from speed limits) would require the
declaration of an energy emergency under section 3 of the Energy Act 1976.

There is little scope for further effective measures without this preliminary.

2, Restriction of space heating. An Order could be made further réstricting

the internal temperatures in buildings (current maximum EODC). This Order
—
could not be enforced in relation to domestic heating (and only partially

in commercial and industrial premises). It might be necessary simultaneously

to lower the minimum heating standard. The Order would save all types of fuel,
but in small quantities - perhaps 3 per cent of heating o0il over the year and

well under 1 per cent of electricity demand in the winter months.

0il measures

3. Weekend closures of filling stations: Stations could be required to close

on Sundays, or on Saturday afternoons and Sundays. This makes it more
difficult for the pleasure motorist to be sure of supplies for long journeys.

It might save some 2 per cent of petrol sales.,
—

4, Restricted hours for filling stations: This works much as weekend closure
does. People who really must have petrol will fit in with the reduced hours.
The more restrictive the hours, the more people who can do without will stay
away from filling stations. If the hours are very restrictive, there will be
queueing problems and traffic obstruction; and it will be necessary to include
special hours for "priority users"; and to introduce means of identification

for such users. A scheme and draft Order exist.

This measure could save up to five per cent of petrol.
5. Speed Limits: Previous experience indicates that speed limits have only

short term effect in petrol saving, although they may serve a useful purpose
in bringing home the message of economy to the motorist.

15
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6. Release 0il companies from their contractual commitments. This would

permic oil companies to discriminate between categories of customer under

their allocation scheme and so provide a possible means of catering to

priority consumers, It would also free companies to take on new customers

in priority categories who are without supply. But it would leave the customers
of one company as against another potentially worse off, depending on that
company's supply position. It would implicitly inveolve Government acceptance

of responsibility to provide for the priority categories, without providing

the means. To date there is little evidence that this scheme is necessary.

T Impose a. General Government Allocation Scheme, This would entail

setting a limit, in terms of a given percentage of consumption in a base period,
in the quantities of oil products which a company could supply to each customer.
The limit would be the same for every oil company or oil distributor. If the

percentage were so set as to equate overall demand with supply, some companies

would have a surplus of product over that which they were permitted to sell.

R —— - < -
The intention WOUTT be fo direct surplus to companies whose total supplies
were insufficient to make the full allocation to their customers. This system

would involve invoking the mechanism of the 0il Industry Emergency Committee.

8., Transfers of surplus oil to deficit companies might be achieved voluntarily
but it is more likely that transfers would have to be required by Government.
This could mean imposition of price controls for transfers; and there would be

a danger that companies with ample supply might divert their surplus overseas,
worsening the overall United Kingdom position.

9, A two-tier structure might be needed, with the price difference being
set by funding through an industry levy. The details of price control in

this situation have not yet been worked out.

10, Petrol and Derv Rationing.

The allocation scheme described above would apply to petrol and derv, like
other products. But the random pattern of purchase of these products would
not permit the allocation system to ensure equitable supply. A rationing

16
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scheme might have to be superimposed. This would cover only petrol and,
if necessary, derv. This rationing would take some three months to introduce,
would directly require some 2,200 civil servants, and is estimated to cost

€14 million per month,

Electricity measures

11, Restriction on the level of lighting including a prohibition (apart

from minimum safety requirements) on the lighting of unoccupied rooms, in
offices, shops and places of recreation, It is estimated that this could
contribute a saving of up to 1 per cent during the winter months (equivalent

to 4 million tonnes of primary fuel).

12, Prohibition on the use of electricity for advertising or display purposes,

including floodlighting of public buildings. The savings would be minimal at
any time of the year, and any value would therefore be mainly presentational,

eg to reinforce calls for voluntary savings at work and at home.

Other Fuels

135, Apart from the small savings which are possible on space heating, there
is little scope for direct savings of coal or gas by mandatory measures,
though they can be achieved indirectly by measures to reduce electricity
demand .
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Qa 04154

To: MR STOWE
From: SIR KENNETH BERRILL

Energy Supplies

1. In her weekend box the Prime Minister has two important papers
on energy supplies. One is concerned with the United Kingdom domestic

position and is an appraisal of oil and coal supply prospects for the UK

over the next 12 months. The other discusses the international oil
N

3
situation and the possibilities for further action by consumer countries:

an issue which is certain to bulk very large at the Tokyo Summit and

probably at Strasbourg too.

The UK Domestic Energy Scene 1979/80

o The paper on the domestic position reveals an uncomfortable
—
supply prospect. We should just about get through next winter without

major electricity disruptions. But the sort of localised oil shortages
already being experienced are likely to continue and could worsen. The

==a

risks are all downside and in the coming winter we will not enjoy the
flexibility we have had in the past to cope with unforeseen disruptions

of one sort or another.

3. There are a number of measures which the Prime Minister could

ask responsible Ministers to undertake in order to bolster the position:

maximum pressure should be applied to the oil companies to
supply the United Kingdom market preferentially. (There isa
lot which can be done without running foul of international

obligations. )

BNOC should be left in no doubt that its priority is towards
ensuring that as much crude oil as possible is refined in the

United Kingdom;

1
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the importance the Government attaches to moving the maximum
amount of coal to power stations before next winter should be

# A ——
impressed to the utmost on British Rail;

the CEGB and SSEB should be allowed to import as much coal

as they can acquire and physically transport;

the NCB need to be encouraged to release coking coal for use

in power stations.

4, Even these steps cannot be adequate to meet all the potential
 ——

problems. Energy supplies next winter will be highly vulnerable to industrial

action and there is little we can do about it.

The International Energy Scene

5, The United Kingdom is much more likely than many of our partners

to achieve effective demand restraint. Our slowing down of economic

growth, and hence use of energy will exceed that of many of our major
competitors. Added to that we have the flexibility to switch from oil to

coal at power stations. So for us a 5 per cent reduction in oil demand should

be well within reach.

6. Ideally we need an agreement in Strasbourg/Tokyo which binds our

partners to achieving equally effective reductions in their energy consumption,

but which does not deny us the ability to secure supplies sufficient to our own
—

reduced needs.

7 Thus, the CPRS believes our Tokyo/Strasbourg objectives should be:

- to obtain unequivocal commitment from those less well placed

than ourselves to the achievement of demand reductions

to make this commitment clear and watertight enough to demon-
ﬂ —

strate to OPEC the earnest intent of the consuming nations

but to avoid Eetting locked into a formal oil allocation scheme

e B—

which would inevitably deprive us of supplies we would otherwise

have.

2
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B. Of the proposals in circulation to restore order in the oil market,

the following strike us as being appropriate:

- '"an agreement to translate the demand and indigenous supply
goals for 1979 into a specific and publicised set of import targets'.
(One of the proposals from Dr Schultze - Chairman of the US
Council of Economic Advisers.) Publicised targets would be
unlikely to embarrass us - the extra quantities of oil we might
require to avoid shortages would be easily lost in the figures -

but would put others under the spotlight, where they deserve to be

exhortation on the oil companies to avoid trading on the spot
market. Inpractice this would be unlikely to eliminate such trade

but could reduce some of the pressure on prices and do us no harm.

9. On the other hand an oil allocation scheme, whether through import

licences or formal/informal adaptations of the IEA scheme, should, in the

CPRS view, be avoided. Import licences would require a whole new set of
o

rules, eventually as intricate as the IEA system, but starting from scratch
m—

and taking time to build up. The IEA scheme itself was designed for a

different set of circumstances (a short crisis interruption in supplies) and
would need modification to deal with the present situation (a small shortage
likely to last for perhaps a year). Over such a period there would be

great scope for cheating and certain countries might only be prepared to

join if they were confident of being able to cheat. The United Kingdom would
— e  —

be net providers of oil and the cheating would be partly at our expense.

10. So our interests are to oppose allocation schemes but to do so in a
mm— —
way which does not expose us to the charge that we do so because our own

oil supply position is better than other industrial nations.

11. I am sending a copy of this minute to Sir John Hunt.

15 June 1979 HR"-

3
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PRIME MINISTER

THE INTERNATIONAL OIL SITUATION

Chrasberry

Introduction and Summary

Tl_' i¥[C

L. You will I understand be receiving tonight a report by officials

on the UK's o0il and other fuel supply prospects for the next twelve
months. However, whatever we decide in the way of changes to increase
our own security of supplies, especially through increased supplies of
North Sea o0il to the UK market, the dangers for us in the overall

——

world oil shortage remains very great. In the first place

we used all our North Sea o0il (and had the refinery capac

it) we would still have to import a quarter of our oil needs
P .

current
second place, we will not be insulated from
recession and trade disruption which a mishandled interm

—
response to the oil cutback would bring.

In the third place, while we want to use North Sea oil to
cushion ourselves to some extent (more effectively than at present),
H . = & g = - » i - =
once we have done that there is an obvious national interest in using

————
our oil to strengthen Britain's international poeition, and to trade

any surplus on world markets to do so.

of

Thus, although our position is different to that of =som other
oil-consuming nations, our strong interest in really effective inter-

national action remains.

e. Attached are {gctual annexes on the current world oil sunnp

position, the international action already agreed and the various
proposale which have been put forward internationally. Energy is
of course likely to be the key area of discussion at the European
Council in Strasbourg and the Tokyo Summit. It is essential that we

have a well thought through position before then.

In summary, my own views are as follows:

e

(a) Effective implementation of the IEA and EEC decisions
to reduce demand by 57 is essential to the solution of both
the supply and the price problem. We should continue our own

demand restraint measures (which compare well with those talken
by others) and press others to be more effective.




.

Pb) We should be ready to join in an international effort

to persuade all important oil companies not to buy or sell

for the time being on the spot market, whose high prices
receive so much attention; and perhaps make veiled threats

of possible further action enough to raise doubts in the minds

f anyone who deals with it.

(¢) 1In support of (b) we should work for an internationally

agreed stockpiling policy designed both to ensure adequate

stocks for next winter and to avoid pressure on the market
from competitive stockbuilding. We should study further the
possibility of governments actually releasing stocks so as to

force down spot prices.

(d) On the supply side we should of course continue to do
everything possible to increase our own energy production.
But we should also do what we can by bilateral visits and
discussions to encourage OPEC and other producers such as
Mexico to increase production. We should continue to work
for more formal international discussions with OPEC if they

are willing to have them.

(e) We should be cautious about proposals for import ceilings -
his could lead us into domestic allocation. But if this
suggestion is strongly pressed by others we might be ready

to agree that the existing IEA and EEC demand restraint

commitments which apply to the group as a whole should be

translated into specific undertakings by each country to hold
imports at agreed levels provided that the choice of method for

reducing imports is left to individual Governments.

(f) International allocation - doubtfully effective and
highly interventionist - would be undesirable at this stage.

These points are discussed in more detail below.




DEMAND RESTRAINT
4, The figuring still suggests (see Ammex A) that a fully

implementation of the existing 59 IEA and EEC demand restrai

commitment should be sufficient to bring supply and demand

into balance and ease the current price spiral. The UK is

its obligations and must continue to do so. Other countries,

admittedly with fewer easy options like fuel switching, have not

.
done so well. We must keep up the pressure on them at every

opportunity, particularly at Tokyo. The threat of a world recession
which the o0il price spiral is bringing ever closer should provide

a powerful stimulus to the laggardes such as Italy and Germany to
fall into line. We might also consider whether there is any way

in which we could strengthen the existing IEA monitoring arrangements.

SPOT MARKETS

B The French have proposed detailed regulation of the Rotterdam

spot market in an attempt to reauce spot prices and therefore
reduce the upward pressure on OPEC prices. This is unrealistic.
If Rotterdam is suppressed other spot markets will spring up
elsewhere and nothing will have been achieved. However there is
no doubt that very high spot prices are a standing invitation to
PEC to either increase prices or divert supplies from the oil
companies to the spot market. In the context of renewed efforts
to implement the 5% commitment in full I think it would be helpful
if the Summit and IEA countries could agree to persuade important
0il companies not to buy or sell gn the spot market. The oil
companies might agree to a concerted effort of this kind without

legal sanctions, although we would have to accept that, as well
as lower spot prices the effect would be to reduce crude oil
supplies to those countries concerned, at least to some extent

STOCKPILING POLICY
6. Much of the current presure on oil supplies and prices comes

from stockbuilding by oil companieszs and Governments. Some of this
is absolutely essential preparation for next winter. OSome of it
however reflects general nervousness about future prospects and

— I
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the need to meet Government imposed minimum stockholding
obligations. My wview is that, although the oil supply situation
is highly vulnerable, the risk of an oil price induced recession
is such that we should be prepared to accept somewhat lower =tocks
than hitherto in order to keep prices down. Governments might
even consider threatening that they might deliberately release

0il from strategic stockpiles in order to flood the market. Any
action on stocks would need to be undertaken by all countries

and would have to be agreed within the IEA and EEC but Tokyo ought
to give a strong lead.

DISCUSSICONS WITH OPEC AND OTHER QIL FRODUCERS
T OPEC countries are of course aware that an oil price induced
recession would not be to their benefit either. But we should make

use of any bilateral discussions we have with them or with other

oil producers who may have some influence, such as WMexico, to ram
home the arguments. I will do all I can to develop quickly good
contacts with the OPEC o0il Ministers. I also agree with the
proposition which has already been put to you that, while we may
have little direct leverage with the OPEC countries, we should

keep open the door in the Tokyo communigue to producer/consumer

discussions. If OPEC were prepared to have such discussions which
is admittedly doubtful, they might find some of our arguments hard
to refute. We need to consider very carefully what is the posture
if IEA/EEC countries most likely to call for the same response
from at least the more responsible Middle East oil producers. And
whether we can hope to have any impact on the 26 June OPEC meeting
or not. In any case what happens there must have a bearing on what
conclusions are reached at the Summit,

The fact of the matter is that without some co-operation
with oil producers we cannot solve the problems of price and the
balance of supply and demand.

INTERNATIONAL ALLOCATION AND IMPORT CEILINGS
8. Voluntary implementation of the IEA's emergency oil sharing

scheme or guantitative restrictions on imports, are concepts which
are currently receiving some attention internationally (see
Annex B) though it is by no means clear how far our partners will




wish to espouse them, The basic idea is that they would serve
to reinforce demand restraint and remove the incentive to
purchase at spot market prices, as the buyers might then find
their oil allocated away from them at average prices. However
the IEA allocation scheme is a complex one, and has never been
tried in practice. There ip regr—doobrt-—wietier it would really
“WEFET’particulafiy if triggered voluntarily in a situation

e ——
different from that for which it was intended, and with the

various modifications which would have to be agreed. There is
also a strong possibility that it would lead to 0il being allocated
away from the UK, and we should lose much of our flexibility to

improve our own supply poeition. The most we should agree to is
further study of the possibility of allocation if the situation
should get worse, but the IEA scheme itself is not triggered.

9. Import controles might take the form of consumer government
using import licences to restrict their oil supplies to 957 of

pre-crisis expectations. Alternatively they might take the form
of a2 statement of intent by each government on oil import levels,
which would match the 5% demand restraint commitment. Import
licenses would involve considerable EEC complications although
they might actually make it easier for us to get a better share
of North Sea oil supplies. But this would alsc involve a new
bureaucratic control and a big step towards domestic alloecation.
The milder variant of a statement of intent by each country on
the import levels they would observe might work if backed up by
an internationally agreed stance on stockbuilding which would
discourage cheating.

SUMMARY

10. To summarise, our vital national interest lies in continuous
seteps to improve indigenous o0il supplies to our market with efforts

to strengthen international action. The latter should include con-
certed pressure to cut demand, mves to help defuse the spot market and




efforts to improve world supply through contacts with OPEC countries,
possibly leading to full-scale producer/consumer discussions. It is
not in our interest to be drawn, before we have to be, into
international slloccations scheme.

I am copying this minute to the Chancellor of the Exchequer, the
Foreign and Commonwealth Secretary, other members of E Committee,
and Sir John Hunt.

//> o j_,,,,/? 2

D A R HOWELL
/S June 1979




ANNEX A

WORLD OIL SITUATION AND ITS ECONOMIC CONSEQUENCES

0il Supply and Demand
1e The latest forecasts for non-communist world oil supply and demand

are ag follows:

Million barrels/day (mbd)
1978 1979 1980

Non-commnist world oil

Consumption 51.4 52.8 54 .2
(ignoring the effects of

demand restraint measures)

Non-OPEC oil supply 20.T 21.7T 22,8
Demand for OPEC oil 30.7T  31.7 3.4
OPEC supply 29.9 29.6 29.8
Stock draw to balance 0.8 15 1.6

Source: IEA/GB(79)19
Demand figures modified to exclude the effects of demand restraint measures,

2. The IEA figures assume Iranian production stabilising at about

3.5 mbd from the second quarter of this year onwards, and Saudi production
at the Aramco ceiling level of 8.5 mbd., It is possible that Iranian
production may be rather higher - though we would not expect it to go
above 4 mbd, It is perhaps more likely that Iranian production will
fluctuate considerable over the coming months with political developments

inside the country.

Js The economic growth rate assumptions lying behind the IEA
projections are 33% for 1979 and 3% for 1980. As will appear from para 8
below, we would regard the assumption for 1980 as too optimistic. OECD
oil consumption, and the shortfall in 0il supplies in 1980, are therefore
unlikely to be as great as the IEA figures suggest., But all this means
in effect is that part of the oil deficit will be met by reduced economic
growth,

e s




IEA & EEC Commitments

4. IEA Member Governments are committed to reduce their demand for
0il on the world market by 5% (or 2 mbd)., No time period for the
fulfillment of this objective is laid down, though many IEA governments
interpret it as something to be achieved by the end of 1373. The IEA
Ministerial meeting in May agreed that extension of demand restraint

into 1980 was inevitable, The EEC has an oil savings objective in a
rather different form; Member States are committed to holding their
collective 1979 oil consumption to 500 million tons, as opposed to the
pre—crisis estimate of 525 million tone. There is some doubt however
whether, in the absence of demand restraint measures, EEC consumption
would have been as high as 525 million tons. The UK should be able to
achieve the 5% oil savings target, through the substitution of coal for

oil in electricity generation over the summer, a campaign of oil savings

in the public sector, additional flaring in the North Sea (uhich allows

increased oil production), and savings by the general public, particularly
in response to higher petrol prices and the informal allocation schemes
operated by the oil companies. However, the performance to date of IEA
governments generally has been patchy. Effective savings by the US will
be particularly important, as the US accounts for half of IEA total oil
consumption, but our European partners also need to do more.

Be If the effect of demand restraint measures builde up gradually
throughout the rest of this year, the 1979 shortfall may be reduced to
0.7 mbd. A 5% saving in oil throughout 1980 should eliminate the
deficit next year, and allow a modest amount of stock rebuilding.

Prices
6. In the short term, the demand for oil is relatively unresponsive
to price increases. The relatively small absolute shortfall in world oil

supplies has therefore been reflected in substantial price movements.

Ta The average official price of OPEC crude oil has risen by 32% since
the end of last year. All OPEC producers except Saudi Arabia are charging
premia on their oil sales, and we can expect that at the OPEC meeting on
25/27 June the Saudis will agree to raise their prices at least to around
the average level now being charged by other OPEC producers.
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This would produce a 41% rise in average OPEC prices since the end of

last year., Further price rises later in the year are possible, particularly
if there are few signs of effective demand restraint by consumers by

the beginning of this winter. Prices in the spot market have risen
substantially, to over #40/barrel in some cases., The spot market accounts
for only a few per cent of total crude oil sales, but it has a psychological
effect on the price setting decisions of producers, as a barometer of

the potential market value of crude oil. In some cases, producers have
deliberately withdrawn oil from contract sales in order to sell it spot.

Economic Conseguences
8. A further substantial rise in prices would have significant effects

on the world economy. The Treasury's latest World Economic Prospects
projection, which incorporated a price assumption (which is now probably
too low) of $18 at the end of the year, showed world growth at 3.3%
in 1979 and 2.6% in 1980, A large part of this slow-down is accounted
for by slower US growth. OECD countries (excluding the UK, Australia
and New Zealand) were estimated to move from a combined current account
surplus of around 5'9 billion in 1978 to a current account deficit of
£9 billion in 1979 and #11 billion in 1980, OPEC countries were estimated
to have surpluses of #20 billion in 1979 and #24 billion in 1980
compared with a small deficit in 1978. In addition, rising oil prices
will put severestrain on the payments balances of many oil-importing
LDCs, and damage their development prospects by restricting their ability
to import capital goods. The scale of the effect of oil price increases
on the world economy will depend on the extent to which governments react
to higher inflation and worse current account positions. Reactions which
reduce growth are more likely the larger oil price increase, A= a rough
rule of thumb, a 10% increase in oil prices would:
(a) add $16 billion to OPEC revemues
(b) add #13 billion to the OECD oil bill and ﬁ} billion to the
non-DECD o0il bill
(¢) raise inflation by about #% after a year though this could be
somewhat higher if domestic energy prices were raised in time,
(d) reduce growth in the industrial world by about 0.4% after a
year (this allows for some policy reaction by governments.
With no such reactions and no confidence effects on savings
and investments the effect could be 0.2%).
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(e) increase the OECD current account deficit by about # billion,
of which #3% billion would fall to the US.

Effects on the UK Econng

T The effects of an oil price increase on the UK economy are
complicated by the fact that, assuming a floating exchange rate, the
pound is likely to appreciate because the UK is thought to be relatively
well placed to deal with a world oil shortage. The combined effect of

a cut in world growth (para 8(d) above) and the loss of competitiveness
due to a stronger pound would be to reduce our GNP, So long as we
continue to give priority to keeping inflation under control, the Treasury
estimates that each 10% increase in the o0il price in 1979 might cut UK

GNP by #%-5% in 1980, with an associated increase in unemployment . The

effect on consumer prices in the UK of higher oil prices would not be
large because the appreciation of the pound would offset the effect of
the increase in the dollar price of oil.

DEPARTMENT OF ENERGY
15 June 1979




POSSIBILITIES FOR FURTHER INTERNATIONAL ACTION

e The existing oil demand restraint objectives of the IEA and EEC
are described briefly in para 4 of Armex A. The major possibilities
for further action by consumer governmente are:

(a) activation of the IEA Emergency Allocation Scheme, It would
be necessary to modify the scheme to allow for the fact that
the normal 7% shortfall "trigger point"™ has not been reached.
It might be possible to link the right to receive allocations
under the scheme with the achievement of demand restraint
objectives.

The US have suggested, in the context of preparatory work for

the Tokyo Summit, that an informal system of allocation

between countries be instituted. If informal allocation did
not work, the US would favour "more stringent measures".
Physical limits might be set to oil imports. The US have

suggested that sach Summit country should set an oil import

target for 1979, and a lower target for 1980 (to be reviewed

quarterly). The French have suggested oil import targets for
EEC Member States for the three years 1380-82,

The present 5% demand restraint commitment could be specifically
extended to cover 1980, The IEA Ministerial meeting in May
agreed that this was inevitable, It might be possible to
reformulate the objectives to make them more watertight eg by
breaking them down into individual country objectives for oil

consumption (or, alternatively, for oil imports - see (c) above),
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The EEC Commission have proposed that the possibility of a

voluntary internal allocation system within EEC Member States

be studies urgently, with a view to bringing it into effect
before the end of 1979 if the situation does not improve.
(This would build on the existing allocation schemes operated
by oil companies in a mumber of Member States),

Concerted pressure could be brought to bear on oil companies
not to buy or sell oil or products in the spot market, or

not to buy or sell above a given price, or not to buy marginal
cargoes of crude or products in the spot market outside their
normal trading pattern.

The French have suggested that consumer countries should
prohibit the import of crude or producte at above OPEC
government selling prices.

The French have also suggested various measures to regulate
the operation of the spot market, including the establishment
of "posted prices". The EEC Commission have proposed that oil
companies should be required to notify EEC governments of
purchases of crude or products at above OPEC government
selling prices,

The existing obligations on oil companies to maintain stocks
at or above a given level could be reviewed (in order to
discourage oil companies from buying in the spot market

solely in order to maintain emergency stocks). The possibility
of releasing some emergency stocks onto the market could be
studied. The US have suggested an undertaking by Summit
countries not to buy for strategic stockpiles when this would

place undue pressure on oil prices.

DEPARTMENT OF ENERGY
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MR. LANKE

ce: Sir Kenneth Berrill
Mr. Mountfield
Mr. Vile

INTERNATIONAL OIL ISSUES

We had intended to let you have, prior to the Prime Minister's
meeting with Sir Frank McFadzean and others on Saturday, a
check-1list of the main extant suggestions for international action
on the oil situation as background to the discussion. I understand,
however, that Mr. Howell - who has been consulting Lord Carrington -
is about to send the Prime Minister a comprehensive minute on the
subject which will serve the same purpose. Sir Kenneth Berrill is
also, I know, letting you have some points from the CPRS.

o There are however a few additional points which I might
usefully add:-

(a) Although the Prime Minister will be meeting

Lord Carrington and Mr., Howell on Saturday and views will
inevitably harden, there is a lot to be said for reserving
final decisions until later., Sir John Hunt and

Sir Michael Palliser are in Paris at a meeting of the
Preparatory Group for the Tokyo Summit and Mr. Howell will be
in Brussels on Monday for a meeting of the EEC 353=;ﬁk Council.
Those concerned will therefore be able to report early next
week on the latest thinking of our partners.

{(b) If the Prime Minister wishes any further discussion on
these international oil issues tO.EE-arranged the briefing
meeting for Strasbcurg arranged for next Tuesday afterncon

in preparation for the Strasbourg Summit provides one vaicus

opportunity. Another might be the meeting of E Committee

already arranged for Tuesday morning (with Industrial Helations
the only item on the agenda). Mr., Howell's minute is being
copied to all members of E.
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(c) I am nor sure how far it is intended that discussion on
Saturday night will range. But, apart from questions of
international action, the o0il company guests might well be

asked for their opinion on:-

(1) The chances of the US putting its energy house in
m—
order.

(ii) The outcome of the OPEC price meeting in Geneva later
- e

in the month,.

(1iii) The impact of present oil prices on underlying

demand,

(iv) Whether present attempts to rebuild stocks
internationally represent self-inflicted wounds or are
Justified by the longer term outlook.

3. Finally, it is worth making the point that oil company views
and assessments vary widely and are, naturally, coloured by the
interests of the particular company concerned. The reactions of

one company to any particular question affecting them should not

necessarily be taken as representing the views of the industry as a

whole.

P. Le CHEMINANT

Cabinet Office
15 June 1979
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From the Private Secretary 15 June 1979

Dew B,

Mr. C.C. Garvin, the Chairman of the Exxon Corporation and
Dr. A.W. Pearce, ‘the Chairman of Esso Petroleum, called on the
Prime Hinister at 1730 hours on VWednesday, 13 June. The following
is 2 summary of the main points which came up during their discussion.

Mr. Garvin first surveysd the world oil scene as he saw it.
Twenty years apo the 0il companies had been finding oil at a rate
of 20 billion barrels per year but over the last ten years the
rate of discovery had dropped to 14-15 billion barrels. Vorld
consumption was now running at 20 billion barrels per year, with
the consequence that world reserves were being gradually depleted.
Against a background in which the US apneared to be unwilling to
accept that a world shortapge existed, a major question was whether
the rate of discovery could be increased to match the rate of
consumption. Geologists tended to say that the prospects were
reasonably pgood; but they were increasingly locking at deep sea
areas where, while drilling was feasible, the o0il industry did not
yet have ithe necessary production technology. His own view was
that the prospects for increasing the rate of discovery above the
current level were not good. This would only change if it were
possible to restart exploration work on a major scale in parts of
the Middle East, such as Iraq, where there still seemed likely
to be vast undiscovered reserves.

Turning to the question of the current shortfall in world
supply, Mr. Garvin said that the 5% cut in consumption agreed
under the IEA arrangements was not enough. He had told the US
Administration that it was essential for the 5% reduction to be
implemented, and he had suggested to them that President Carter
should perhaps call for a further 5% cut to be agreed at the Tokyo
Summit. In the absence of such further measures, the current
shortiall would only be eliminated if Saudi Arabia could be persuaded
to produce more. They were currently pnroducing at the ‘rate of about
83 million barrels a day against a potential of 11-12 million barrels
The Saudis were not only producing less than they were able to,
but they were also selling a larmger proportion to LDCs which, because
they did not have refinery capacity, were reselling on the spot
market - and thereby causing greater diificulties still for the
Western oil companies. The background to this appeared to he the
disenchantment of the Saudi Royal Family with the US - both for

/their




their failure to cut back oil consumption, and for the part

which the Administration had played in bringing about the Israeli/
Egypt Peace Treaty. They were also concerned about their
investments overseas and were therefore inclined to hold back

the rate at which these were accumulating. MNr. Garvin said that,
in his view, Sheikh Yamani was personally sympathetic to. the needs
of the Western economies; but he did not seem able to carry enough
weight with the Royal Family. It would be very helpful if Western
Governments could get closer to the Saudis to try to bring home to
them the implications of thelir current policies. The Prime Minister
agreed that steps must be taken to get closer to the Saudis, though
Mr. Begin's general intransigence made this difficult and President
Sadat had not helped with his recent remarks about Eing Khalid.

The Prime Minister asked whether the current shortage might
give way to a surplus in a year or two's time, as it had done after
1274. Mr. Garvin replied that he thought this was unlikely because
a repeat of the 1975 recession in the US and Europe was, in his
view, improbable; and production in the Middle East was unlikely
to pick up. For even if the Saudis could be persuaded to increase
production, there was a risk that production in Iran would decline,
and the political situation in Iraq made it unlikely that production
there would increase.

The Prime Minister then asked Mr. Garvin for his views on
alternative energy socurces. Mr. Garvin said that 2.6 billion
dollars had been invested in the Canadian tar sands nroject, and this
was producing only 100,000 barrels of o0il per day. The capital costs
of converting coal into o0il were likely to be even higher. The US
Administration were providing substantial funds for research into
solar energy, but it seemed unlikely there would be a real break-
through on this front within the next 25 years. In the shortrun,
therefore, o0il - and by implication the OPEC countries - would
continue to play a key role. But it was also essential for
Western countries to push ahead with their nuclear programmes.

The Harrisburg incident had put the US programme back several
years, even though the official enquiry into the incident was
likely to say that it was due entirely to operator faults.

The Prime Minister agreed that rapid progress must be made
on the nuclear front. She had been very impressed by the French
programme, and it was a matter for concern that that UK had fallen
behind over the last five years.

I am sending copies of this letter teo Martin Hall (HM Treasury),
Martin Vile (Cabinet Office) and Paul Lever (FCO).

Bill Burroughs, Esq.,
Department of Energy.
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The Prime Minister said that the British Government,

was prepared to be very tough on inflation.

controls were being relaxed, in order to relea K investment
to Europe. This was one way of gradua ringing the exchange
rate down: money would be able to.efiter and leave the UK

on more equal terms than be

Signor Andr Ti said that, when his Government had taken

ermined to keep it there.

Energy

————

Signor Andreotti said that energy would be high on the
Agenda at Strasbourg. Each member country of the Community
had a different situation so far as energy was concerned:
the UK had oil, the FRG coal, while Italy had nothing. It
was essential to try to produce some concrete decisions at
Strasbourg. 1t was no use simply declaring that energy
consumption should be reduced by 5 per cent, and then leave
it to member countries, with all their differences in resources,
to carry out this prescription. It would be much better if
the European Council could agree, for example, that all petrol
stations in the EEC should be closed on Saturdays and Sundays.
If all members were to subscribe to such a decision, it would
be easier for each country to accept it. The problems of
nuclear energy, as well, could be more easily tackled on a

Community basis.

The Prime Minister said that she was not in favour of

the weekend closing of petrol stations since this would
discriminate against those who were obliged to work on
Saturdays and Sundays. Each country would develop a different
means of achieving the common cobjective. The Prime Minister
said that she was more concerned by the nuclear energy issue:
Europe would have to replace its coal and oil by nuclear power
but there had been insufficient preparation of the public case

/for this.
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for this. People had to be reminded that uranium was just as
much God-given as the sun and the waves. 1f Europe could
not be brought round to favour nuclear power, the whole
economic future of the Community would be in jeopardy.

Italy, like France, had taken some very far-sighted decisions.
The Prime Minister and Signor Andreotti agreed that Chancellor

Schmidt's proposals on nuclear safety were helpful and should
be pursued.

The discussion ended at 1315,

(-

-

15 June 1979
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10 DOWNING STREET

From the Principal Private Secretary 15 June 1979

Talks with the Germans on Energy

Ken Stowe and I went to Bonn earlier this week so that I,
as Ken's successor, could meet Jlirgen Ruhfus and one or two
other officials in Chancellor Schmidt's office. During our
meeting we gave them an account of the Prime Minister's talks
with President Giscard and we mentioned that, as part of the
follow-up to the Prime Minister's visit, Sir Jack Rampton was
getting in touch with his French opposite number to discuss
energy matters as a prelude to the meeting of the European
Council in Strasbourg on 21/22 June. We asked Ruhfus whether
he would welcome similar contacts with Federal German officials,
and he said that he thought that this was a good idea.

We have since consulted the Prime Minister, and she believes
that there would be advantage if Sir Jack Rampton could have
bilateral talks with the Germans on the lines of those he has
already had with the French, even though there may not now be
time for this to be done before the European Council. Unless
your Secretary of State or the Foreign and Commonwealth Secretary
sees any difficulty about this, I should be grateful if
Sir Jack Rampton could now go ahead and approach the Germans.

I am sending a copy of this letter to George Walden
(Foreign and Commonwealth Office) and Martin Vile (Cabinet Office).

W.J. Burroughs, Esq.,
Department of Energy.




|

10 D.OWNING STREET

From the Private Secretary 13 June 1979

JFUEL STOCKS AT POWER STATIONS

The Prime Minister has read your Secretary of State's
minute of llhiggg:hhgut coal imports for the South of
Scotland Electricity Board. Subject to Mr. Howell's views,
she agrees that the SSEB should be informed that the
Government will not stand in the way of imports during the
current year with the provisos set out in paragraph 5 of
the minute.

I am sending a copy of this letter to the Private
Secretaries to the Secretaries of State for Energy, Industry,
Employment, the Chief Secretary, the Minister of Transport,
and to Bir John Hunt.

T. P. LANKESTER

Kenneth MacKenzie, Esg.,
Scottish Office.




.RIME MINISTER

Talks with the Germans on Energg

When Mr. Stowe and I were in Bonn yesterday
to meet one or two key officials in Chancellor
Schmidt's office, the discussion turned to energy
matters and we told them that, as a result of
your talks with President Giscard, Sir Jack Rampton
was now in touch with his French opposite number
on energy problems. We asked the Germans whether
they would welcome similar bilateral consultations,

and they said that they would.

—

If you agree, I will ask the Secretary of
State for Energy's office to arrange for Sir Jack
Rampton to get in touch with his German opposite

number as soon as possible.

Ww\f‘ L

12 June'l979
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NOTE FOR THE RECORD

CONFIDEMTIAE

The following is a summary of the main points which arose
during the Prime Minister's lunch with Sir Frank MacFadzean at
Chequers on Friday, 8 June.

Chairmanship of BNOC

The Prime Minister asked Sir Frank if he would be interested
in the Chairmanship of BNOC. 8ir Frank replied that he would have
great difficulty 4n accepting this appointment. It would mean his

having to give up his Directorshin of Shell - and also - he thought -
his Directorships in the insurance business. When pressed, however,
he made it clear that there were no circumstances in which he would
accept the job.

The Prime Minister asked Sir Frank for some suggestions for

this appointment. He offered two names: Mr. Monty Pennell of
BP, and Mr. Ashley Rayburn of Rolls Royce.

CPRS

The Prime Minister also asked Sir Frank if he would be
interested in becoming the Head of the CPRS. Again, Sir Frank
made it clear that he was not interested. He did, however,
indicate that he would be interested in advising the Prime Minister
on industrial and energy matters in some role or other. The Prime
Mlinister said that she would consider the prossibility of asking him
to become a personal adviser, perhaps on a part-time basis.

Future of BNOC

The Prime Minister expressed her doubts about BNOC. Sir Frank
said that he could see no reason whatever for having a nationalised
0il company. In his view, there was nothing which BNOC could do
which could not be achieved by other means. In particular, he
questioned the value of the narticipation agreements which,
supposedly, gave the UK greater security of oil supplies. In fact,

ENOC had entered into contracts with foreign customers for much of
CONFIDEF TIAE /their
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their participation oil. But even if they had not, in the absence
of any refinery capacity, they were obliged to sell all of their
participation oil back to the oil companies; and this meant that
they had no effective control over the disposal of the refined oil.

The 0il Situation

Sir Frank said that the key to remedying the current oil
shortage was Saudi Arabia. If they could only be persuaded to
produce another million barrels per day, and unload this on the
spot market, the current price spiral would immediately be
eliminated. In his view, the Saudis did not sufficiently understand
the implications of the current situation for the western economies
and in turn for political stability in the world. This was not
because they were basically unsympathetic, but because the west -
in particular the Americans - had failed to maintain close enough
contacts with them. The Prime Minister agreed that they appeared

to be basically sympathetic, but pointed out that the Americans
were in a weaker position vis a vis Saudi Arabia following the
agreement between Egypt and Israel over Sinai. Nonetheless,

it was indeed important for the west to establish closer contacts
with the Saudis and persuade them of the consequences of their
holding back supplies. There might well be a case for a European
Head of Government to visit Riyadh after Strasbourg, and perhaps
President Giscard would be the most appropriate,

Sir Frank also said that it was pointless to tell the oil
companies to keep clear of the spot market. There would always
be some secondary companies who would be willing to pay very high
prices at the margin in a situation of shortage. The only way of
getting the spot market price down was for the oil producers to
increase their sales in this market significantly.

The Prime Minister went on to say that energy would be a key

item on the agenda at Strasbourg, and she would value Sir Frank's

advice on what the UK position should be. Sir Frank said that he

would prepare a note on the current oil situation as he saw s By e

and he would be very glad to discuss this with the Prime Minister

before she left for Strasbourg. He suggested that he might bring

with him Messrs. Baxendale and Hart of Shell. The Prime Minister
IFIDEI TIAP [said
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said that she would try to arrange a private supper, to which
she would also invite the Secretary of State for Energy.

Sale of Public Sector Assets

Sir Frank said that he was against selling off parts of
nationalised industries. These would tend to be the more
profitable ones and this would destroy management’'s morale; and
there was always the prospect that they would be re-nationalised
by a future Labour Government. In his view, the "BP solution"
was a much better way forward.

As regards floating otff shares in British Alrways, he
thought this was thoroughly feasible; but it would be a mistake
to make too much haste. To do so would mean selling the shares
at a discount to asset values because of relatively low current
profitability; and this would be both politically and financially
objectionable. BSales of BA shares should be made over a two to

three year period.

British Aerospace

The Prime Minister asked Sir Frank about the Chairmanship
of British Aerospace. Sir Frank replied that Lord Beswick would
have to go. Lord Beswick was totally inadequate as a Chief Executive
and the Americans who had negotiated the aircraft deals last year
had told him that he (Lord Beswick) had been a hopeless negotiator.

He carried no weight in the industry whatever.

The Bingham Report
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The Prime Minister said that she saw nothing but disadvantage
for the national interest if the involvement or otherwise of
previous Governments were to become the subject of major controversy.
Sir Frank said that he did not dissent from this, but he repeated
that if the DPP were to proceed, he would have little option but
to defend his colleagues. Even if the DPP did not prosecute,
he doubted whether the issue of previous Governments' involvement

would simply disappear.

12 June 1879
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\ "L,,\ L From The Secretary of State for Wales

The Rt Hon Nicholas Edwards MP

5,___ \BQ,:_L IZ June 1979

0IL SUPPLIES FOR FOOD PRODUCTION AND DISTRIBUTION

Although 4 have now seen your reply, I feel that I should
nevertheless add my weight to Peter Walker's letter of
att?ay, in which he warned that the arrangements for dealing
with fuel shortages in the agriculture industry had begun

to creak. I am afraid that in Wales they are beginning to
show signs of breaking down altogether. We know of at least
two fairly significant distributors who have been refused
supplies. Admittedly in one case the firm invelved was one
that had no regular contract, preferring to make spot
purchases at the best price obtainable. But a second case
has now occurred involving a firm refused supplies by Total
0il with whom they had had a contractual relationship of
some 10 years. In addition, Roger Thomas (Member for
Carmarthen) has just written to me saying that the Farmers
Co-operative at Carmarthen have been informed that their fuel
supplies for the next three months will be reduced by 25%
compared with the same period last year.

So far, these difficulties seem fairly localised, but it is
very worrying that, at the very time when farmers' demand

for fuel is reaching towards the high levels needed for the
harvest, the industry is already suffering serious shortages.
I therefore very much support Peter Walker's suggestion

that you put the needs of agriculture to the oil ceompanies in
very firm terms.

I am sending copies of this letter to the recipients of
yours.

L —r

The Rt Hon David Howell MP Nf*‘{
Secretary of State for Energy ,’_,,,—’-——'_-
Department of Energy

Thames House South

Millbank

LONDON SW1P 4QJ
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Bill Burroughs Esq
Private Secretary to
The Secretary of State for Energy
Thames House South
LONDON
SW1
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I attach supplementary Questions and Answers on poaints my
Minister considers could come up during your Secr=tary

of State's answers and statement today. It repla-es the
material sent to you on 8 June.

One Question and Answer is in square brackets, be:ause the
Government's final line will - I understand - dep=snd on
the outcome of the Home Secretary's meeting and of Cabinet
tomorrow. But my Minister thinks that Mr Howell nay need
to refer to the need to maintain public confidencz that
London would not come to a stop in the even of a ztrike on
the underground.

s
(e

MRS E C FLANAGAN
Private Secretary

Copies of this letter go to Tony Battishill, Tim Lankeszter
and Martin Vile.
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BRIEFING oﬂ‘mm TRANSPQRT SUPPLE ENTARTES

o S e,
Will the Becretary of Bta e take action to reduce sneed limits
in the interests of energr conservation?

In my tiaw, and that of m~ Rt Hon'Friend the Minister of Transport,
there is not a case, in tie presont circumstances, for compulsory

‘measures such as stricter speed limits. I hope every motorist

will act sensibly to cons:rve fucl through reducing speed and more

- eareful driving.

Whag steps is the Becreta~y of Buate taking to ensure that bus and’
train services are not eu: because of a shortage of fuel?

lﬂ I slid in my statement on 7 June, I believe that it would be
urong, ‘at the present levals of shortfall, to set us an elaborate
official system of governnent allocation of supplies to priority
users, My Department will continme to be ready to intervene with

! Suppliars on specific problems. But like my Rt Hon Friend the

Minister of Transport, I hope that operators will act so as to
minimise inconvenience tc the puoslic.

What steps is the Govermrent taking to ensure that adequate fuel
supplies are available for traffi: in London in the event of a

strike on London's unders round.

/ 4

I tr:mtt that g;:md sense yill prev;ail and that a crippling strike
will not take place. If it does, the Government will announce
in gooi time the measures it prcposes and will also seek the
co-operation.-of the public and employers.

Will there be enough fuel for buses and cars?

The Government recognise the need to maintain public confidence
that fuel will be available for essential journsys. This is

‘i yet the time to announce any specific measures./




Mr John MacKay (Con - Argyll)
To ask the Minister of Transport, if he will make

& statement on the future of vehicle excise duty.
i ;

Mr Norman Fowler
I shall be reviewing the whole operation of VED

a.nd;gl pending the result of this roview, I shall not be
proceeding with the consultations on the phasing of the

change from VED to petrol tax initiated by the previous
Government, |

Friu 25 Mae,r 1979 for 65/79/80
ursdey a,grw?g (No 1357) (55)
pa.r'tment. of a.nsport. Sl
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Prime Minister CE A

FUEL STOCKS AT POWER STATIONS -Tl'

rl«l{

g 17 In the light of the minute of 51bﬂgyff}nm the Becretary of State for Energy
—

about the need to increase coal stocks at CEGB power stations, you should be aware

that the South of Scotland Electricity Board (SSEB) is in even worse position.

2« largely as a result of coal production in Scotland last winter falling short of
target, stocks at SSEB power stations are some 30% below the desired level at this
time of year. GSS5EB has undertaken to purchase all the suitable coal which can be
supplied by the Scottish Area of the National Coal Board in the current year, but

this will be insufficient to ensure that the Board starts next winter with the required
level of 9 weeks' stock. NCB has offered an additional ?;52? tonnes of coal from the
North East of England, This is, however, to be considerably more expensive than
Scottish coal - a crucial consideration from the Board's point of view since it will
be seeking to keep to a minimum the tariff increases which will be necessitated by

the forthcoming general increase in coal prices and our proposed cut in its cash

limit - and there may well also be transportation difficulties as a result of the

closure of the East Coast rail line.

Je In these circumstances SSEB is exploring the possibility of importing upwards of

0.25m tonnes of coal at a price comparable to that of Scottish coal. The Board has

—

informed my officials of its intentions in this respect and is awaiting a Government

TEEDONEE

L, The damaged reactor at Hunterston B power station is expected to be back in

full service in 1980 and the Scottish Boards will also begin to benefit in that year

—
from the burning of gas in the North of Scotland Hydro-Electric Board's new station
——

at Peterhead. It is unlikely, therefore, that the necessity to import coal will

——

continue into next year.

5. GSubject to the views of Department of Energy Ministers with whom this matter has

been raised separately, my inclination would be to inform SSEB that we will not stand




in the way of imports during fhe currept year, provided that we are consulted
further by the Board before any contract extending beyond the current financial year

is entered into or if imports during the current year seem likely to exceed

0.5m tonnes.

6. 1 am copying this minute to the Secretaries of State for Energy, Industry
and Employment, the Chief Secretary, the Minister of Transport and Sir John Hunt.

Sscottish Office
11 June 1979




Published Papers

The following published paper(s) enclosed on this file have been
removed and destroyed. Copies may be found elsewhere in The
National Archives.

House of Commons Hansard 11/06/79
Columns 37-55 Oil Supplies

Signed CQQ’LQ@(QM Date 2] Ochfer 2009

PREM Records Team
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OIL SUPPLY SITUATION: ORAL STATEMENT 11 JUNE 1979

I attach for your information a copy of the oral statement on
0il supplies my Secretery of State proposes to make in the House
at 3.30 pm this afternoon.

I am copying this letter to the Private Secretaries to the Leader

of the House of Commons, the Chief Whip and the Chief Press Secretary
at Number 10 and Martin Vile (Cabinet Office).

7 ﬂ..q.«..-ﬂ/h- St 1-""‘-;"’*"_‘{

21'-" 1-_ / i ;L.:,,._.A,ﬁ}.__f-{__

——

C.L. AMBROSE AR s
PRIVATE SECRETARY
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ORAL STATEMENT - OIL SUPPLY SITUATION

With permission Mr. Speaker I wish to make a statement about
the 01l supply situation.

Following disruption of oil supplies from Iran from the

early part of the year a tight world oil situation has

developed, with total supplies on present estimates likely

to be well short of expected demand world-wide. The poeition

in Iran could easily worsen again and the prospect from the other
suppliers is at best fragile.

Against this background the UK position is as follows:

Supplies are currently coming into the UK market at about the
same rate as this time last year. But demand is well up, we
have had a cold winter and it is obviously vital now to rebuild
stocks for the Autumn.

This means that actual supplies to UK consumers are on average
about 57 below the increased levele on which people were
counting.

However this does not give the full picture since the supply
poeition stemming from Iran has affected different oil companies
supplying the British market in very different ways. This has
led to serious shortages for some particular customers and

some particular regions, especially as the first effects work
through.

The oil companies have been rationing tiﬁi llocatiaps to
as Yhe

their customers and the Government has Petroleum

Industry Association to achieve a mdre even and effective

ﬁlstrlbutmn mrer; 1 a.nd L0 itpptidiete’) Mzet cpecific

dlfflﬂUltlES{_hEPe cuc omers are threatened with real hardship.

This is a new era of restricted oil supply ard the oil companies
C.nrge and small must adapt to it.) e




Contd/2.

At the same time the Government has taken steps to achieve an
overall cut in demand of 57, in line with our EEC and inter-
national obligations. It is both in our interest and in the
world's interest to ease o0il pre EEEEE by working with our

trading partners to prevent a destructive scramble for cil.

1 have made it clear that in the public sector measures must be
taken to cut down by the 57 overall, consistent with the

maintenance of essential services. In industry, in the home
N

GAes %M“j and on the roades we are looking for a cutback of at leEﬂiit i
: by all, so that the limited allocations will\ #4 ‘More evenly

b wﬂmﬂ- Ht

than if some consumers simply carry on ats normal and leave

ik i
@wb‘*‘ others seriously short.

In all this the oil companies - both major and independent -

: G- ¢ ;
plainly hnua—n—hﬂ;jresponslblllty. st IEE Government ie also
working closely with organisations throughout the country and
industry to achieve the 5" and help people cope with higher

prices which are the inevitable result of scarcity. 1 believe
that this approach through nation-wide and voluntary co-operation
is a good deal more effective than attempting to organise
everything in detail from Whitehall.

Looking immediately ahead I am not satisfied with the arrangments
I have found for supplies of o0il into the UK market, particularly
when we are a major oil producer. We certainly have to trade
North Sea oil internationally and with commercial skill to live
and to invest. But we must get the balance right.

/
“Fmﬁ+ »an 1 am also considering taking royalties in kind which may help
rAﬁ/::”" UK refineries and suppliers meet their customers' needs.

i 3

But even with these measures on the supply side, energy conservation

A must now be given a permanent and central place in our policy and

—

How $6™ ° 1 shall be proposing more measures on this front.

i




As for rationing, or Government organised priorities for whole
categories, with of course tighter cuts for those not in the
preferred categories, I believe that at precent levels of
shortfall this would lead at once to far more rigidity and
unfairness, quite apart from the cost to the taxpayer and the
economy of the necessary paraphernalia. Nor would it produce
a4 drop more oil.

If the world situation deteriorates eharply again we may be

forced to pay that priCEd:aﬂﬂ_HE_HUﬂ%ﬂ-&ﬂfﬂEﬁ—hi—Likﬂlyuiﬂq_h
Meve—TITtD EMETTENTY “ﬁ&phng_a:rangemanis_wixhﬂaumuim&de—pnrﬁnﬁsa.

-#&4bm&&—ufF-ﬁﬁﬁ+0uﬁ—war&ﬁ—ﬁruﬂe—ﬂTEruprnmgcy

But in the present conditions the most sensible way forward is

through ¢ tep» prnve supplies in the UK market combined

) h*{ bj Bt 4
with Ei#krﬂvc—damd..:p_tm;_* @rl‘t‘h'-wﬁ-l-—hm-o—-to_hg
pnaﬁatef&—br—rvwrTune—&9—p&ﬁ¢—aa-a~pa:mnnan:,.lnng.:&:n;&dﬁus&ment

So—bidghcost penergy from which the UK 25ﬁﬂa¢—hﬁ—iﬂiﬁlﬂ¢ﬁi1:)

I shall, of course, seek to keep the House fully informed of the
situation in the coming weeks.

11lth June 1979.







10 DOWNING STREET

From the Private Secretary 11 June 1979

I have shgwn the Prime Minister your
letter of 8 Jyhe and the attached draft
Uress Statement advising motorists to con-
serve fuel.

The Prime Minister does not think it
would be wise to put out such a Statement,
which - in her view - would tend to irritate
many motorists and would not save much fuel.

I am sending a copy of this letter to
Bill Burroughs (Department of Energy).

1.P | ANKESTER

Mrs. E. C., Flanagan,
Department of Transport.




10 DOWNING STREET

From the Private Secretary 11 June 1979

The Prime Minister has:considered the Chancellor of
the Exchequer's minute of 8 June in which he proposed that
the previous Government's commitment to produce an annual
report on the use of North Sea oil should be allowed to
lapse. The Prime Minister has noted the points in the
Chancellor's minute and agrees that it would be better

not to produce an annual report.

I am sending copies of this minute to the Secretaries
of State for Energy, the Environment, Employment, Industry,
Trade and Transport, the Foreign Secretary, the Secretaries
of State for Scotland and Wales, and to Sir John Hunt.

T. P. LANKESTER

A. M, W..Battishill, E=q.,
H.M. Treasury.
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You will remember that last year our predecessors publishedeé

a White Paper entitled "The Challenge of North Sea 0il"

(Cmnd 7143) which described the benefits which North Sea o0il
and gas had already brought to the economy and discussed the
way in which the additional revenue flowing from the North Sea
would be used to further the Government's objectives.

2. In the White Paper the last Administration also undertook
to present an annual progress report to Parliament, giving
details of the Government take from the North Sea and indicating
how the resocurces of the North Sea were being deployed to the
nation's longer-term advantage. The first report in the series,
covering the financial year 1978-79, was to have been published
this summer and we now need to decide whether we want to produce

a similar document ourselves.

3. My own view is that this would be a mistake. Unlike our

predecessors, we do not accept that it is a proper function of
Government to attempt to define a set of objectives towards
which our HNorth Sea resources should be directed. Our own
progress report would therefore necessarily be confined to

a general discussion of the economic benefits to be derived
from North Sea o0il. Moreover, I fear that we could find it
embarrassing to produce an annual report in the period before

our own economic policies bear fruit. In practice, I suspect

/that the

CONFIDENTIAL
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that the publication of the report might simply serve to
highlight a number of difficult poliecy issues which we should
prefer not to expose publiely.

. Subject to your own views and those of the colleagues to
whom I am copying this minute, I would therefore propose that
we regard the commitment to the production of an annual report
on the use of North Sea oil as having lapsed with the change
of Government. If this is agreed, there may be advantage in
announcing this in low key in due course - perhaps in reply

to an arranged Parliamentary question.

B I am, however, well aware of the immense public interest
in quantifying the economic benefits we derive from the North
Sea and in the whole range of statistics associated with North
Sea o0il production. My officials are currently considering
with others the form in which estimates of Government take

from the North Sea should be presented publicly and we shall,

as in the past, continue to publish detailed articles on the
contribution which our North Sea resources are making to the

overall development of the economy.

6. I am copying this minute to the Secretmriesof State for
Energy, the Environment, Employment, Industry, Trade, and
Transport, the Foreign Secretary, the Secretaries of State for

Scotland and Wales, and to Sir John Hunt.

4}1.

(G.H.)
i June, 1979

CONFIDENTIAL
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWIP 3JEB

Dan. Thanh

i}' hadd o QJJj i

Ken Stowe Esg CB it ke ok ovi oy

Principal Private Secretary to
the Prime Minister o LVI- (o
10 Downing Street S i

(Lo Ay pnaed

whe | Bgac?

LONDON
Sw1 8 June 1979

I understand that your Press Office and the Department of
Energy both take the view that it would be advisable if
no further Government advice were issued to motorists this
weekend about the need to save fuel, .

—

However, circumstances could change, and a statement might
be needed after all. My Minister thought it would be useful

if he had a short statement ready if required. He had prepared
the attached dralt advice, which draws on and elaborates

Mr Howell's sftatement earlier this week. He would be prepared
to authorise its issue at any time if the Prime Minister
thought that it would be helpful.

I am sending a copy of this letter to Bill Burroughs.

3&‘»«-«
6L

MRS E C FLANAGAN
Private Secretary

~ECTRICTED
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DRAFT PRESS STATEMENT:

MINISTER ADVISES MOTORISTS TO CONSERVE FUEL
In a message to motorists today Mr Fowler said:

"The Government has called for consumers to cut their
consumption of oil by at least 5%. I appeal to all motorists
to contribute their share to this target. Road transport
accounts for nearly 30% of total energy consumption

of o0il products in the UK - well over half of which is

used by private cars. The scope for saving is very substantial
if all car users carried out some simple economies. For each
motorist there would be only a tiny effect on his own mobility,
but in total this could make a big contribution to out energy
saving target."

Mr Fowler had the following advice for motorists:

"Think twice about getting your car out, especially when your
Journey is short or when you can take a bus or train instead.
If you do need to travel by car and especially if you are a
commuter, then whenever possible share it with others.

Drive more carefully and be more gentle with the brake and
the accelerator. In particular drive more slowly. The
average family car uses 36% more fuel at 70 mph than at 50 mph.

Make sure your car is properly maintained according to the
manufacturer's instructions. It has been estimated that, if
the engines of all cars were properly tuned, up to 5% of the
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fuel used could be saved.

Fill up with petrol only when you need to. Drivers who
insist on a full tank at all times cause shortages and long
delays and frustration at service stations. If all drivers
applied these rules for themselves, there would be substantial
savings in our consumption of oil, as well as enough fuel for
everyone.

NOTE FOR EDITORS

The Minister in his statement encouraged people to make more

use of public transport and car sharing. Both are good ways of
making better use of fuel for transport. Sineecthe 1978 Transport
Act _private motorists have been able to carry in their cars

up to 7 passengers at separate fares,

Insurance arrangements are not a ban to giving 1lifts, or
accepting a contribution to the cost. Vehicles must still
be properly insured. The motor conference clarified the
position last year in the following terms.

"The receipt of contributions as part of a car-
sharing arrangement for social or other similar
purposes in respect of the carriage of passengers
on a journey in a vehicle insured under a private
car policy will not be regarded as constituting
the carriage of passengers for hire or reward (or
the use of the vehicle for hiring) provided that:
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the vehicle is not constructed or
adapted to carry more than seven passengers
(excluding the Driver);

the passengers are not being carried
in the course of a business of carrying
passengers;

the total contributions received for
the journey concerned do not involve
an element of profit.

Note

If in any doubt whether a car-sharing arrangement is covered
by the terms of a private car policy, the policy holders
concerned should make an enquiry to their motor insurers.

The private motorist can advertise 1lifts in his church, work
place and club (and their periodicals). But under the present
law he cannot advertise to the general public unless the

local authorities and traffic commissioners are satisfied

that it is a "social car shceme" i.e, for welfare purposes.
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The Bargaining Position of-OPEC and the West in Future
Negotiation o roduction and Prices

In your letter of 2 ay you asked for advice on how a
study could be initiated on the bargaining position of the West,
and the EEC in particular, vis-a-vis OPEC in any forthcoming
negotiation on oil prices and supply. I sent vou an interim

reply on 4 June in which I said that officials were preparing
a note on the subject.

I now attach a note which has been discussed and agreed
with offieials at the Department of Energy, Treasury, MAFF and
the Departments of Trade and Industry.

I am sending copies of this letter and enclosure to the
recipients of my letter of 4 June.

g e

5/‘1\,,?

(GG H Walden)

Bryan Cartledge Esq
10 Downing Street

CONFIDENTIAL
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NOTE BY FCO, DEPARTMENT OF ENERGY AND TREASURY OFFICIALS

THE BARGAINING POSITIONS OF OPEC AND THE WEST IN ANY FUTURE
NEGOTIATIONS ON OIL PRODUCTION AND PRICES

1 The paper ip annex seeks to assess the respective bargaining
positions of OPEC and the West in any future dialogue on oil
production and prices. It concludes that the cards which the
West hold are not strong enough to allow them to confront OPEC
effectively with demands on price and production levels. In
present tight market conditions such an approach would be
particularly unrealistic. There is a real risk of OPEC reacting
to any approach which they regard as hostile by cutting back

production and further increasing prices. That is a risk we

tannot afford to take.

2 The paper also concludes, however, that there is a basis and
a need for a more constructive discussion with OPEC countries

of issues of mutual interest. This would enable the consumers to

put across the notion of the interdependence of OPEC and Western
economies and to gain acceptance for the need to avoid sudden

and sharp increases in the price of oil which are in the interest
of neither the West nor OPEC nor other developing countries. We
would however have to be careful to avoid such a discussion
degenerating as did the CIEC conference of 1976-7, into yet another

North-Scuth confrontation.

s The paper has also considered the question of a possible
trade-off between food and oil. It concludes that EEC food

—-\-- H -
exports to OPEC countries (and western food exports in general)

are not a strong bargaining counter. Although EEC food exports
to D;EE countries and western food exports generally are
substantial, OPEC countries are already getting the majority of
their food imports from non-Western countries and could find
andpay for supplies from elsewhere if Western supplies wWere

withheld.

CONFIDENTIAL
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THE BARGAINING POSITIONS OF OPEC AND THE WEST IN ANY FUTURE
NEGOTIATION ON PRODUCTION AND PRICES

OPEC BARGAINING POSITION

= OPEC's strength depends largely (though not wholly) on the
state of the oil market. From 1977 to the end of 1978 demand was
less than OPEC countries were willing to produce. Saudi Arabia
was producing well below her self-imposed production ceiling and
had excess capacity of nearly 3 mbd. 5Stocks were high. The
nonimal price of oil was steady throughout the period and the real
price was falling. The producers' position was therefore o

relatively weak although the OPEC cartel held together thanks to

Saudi willingness to throttle back production. Events in Iran
have transformed the market. Last winter Iranian exports (which
had been over 5 mbd) were stopped completely. This was only
partly offset by increased production in other OPEC countries.
As Iranian exports resumed (now 3 mbd) the other producers in
several cases reduced production to earlier levels. Demand
(including demand for re-building depleted stocks) now exceeds
supply by about 1.5-2 mbd. There is no evidence that the OPEC
producers with excess capacity (Saudi Arabia, Kuwait, and the

Emirates) are willing, as they were last winter, to increase

production sufficiently to ease the market. In the aftermath

—

of the Iranian revolution and the Israel/Egypt peace treaty, the
Saudis in particular are concerned to adopt a less exposed line
in OPEC on production and prices.

2. The implication of this is that unless and until effective
——,, z ——————

demand restraint measures are implemented by the consumers the

‘market will remain tight; and OPEC countries will not find it

hEifficuLt to increase prices more or less at will. Already OPEC

government selling prices have risen by over 30% this year to an
average price for Middle East oil of about 17 dollars a barrel,
and further increases are likely to be decided at the OPEC

fMinisterial
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Ministerial meeting on 26 June. Prices in the admittedly

marginal (3-5% of the total) spot market have more than doubled
to over 35 dollars a barrel over the same period. In present
and prospective market conditions therefore, OPEC's bargaining
position is strong: indeed, given market pressures, it is
difficult for individual OPEC countries to exercise a moderating

influence even if they wanted to.

G The prospects up to 1985 were examined by an interdepart-
mental group of officials, whose report the Prime Minister has
already seen. Briefly, the report suggests that, in the absence

of any surprises between now and 1985, supply and demand might
broadly be in balance by the latter date. The uncertainties are
very great, however, and we could be in for a bumpy ride; it is
more Llikely than not that political and domestic economic factors
in OPEC countries, "accidents" on the supply side, and shortcomings
in the industrialised world's plans to restrain demand for oil
effectively and to increase the production of nuclear and other
alternative forms of power, Wwill all Lead to a tighter market and
to a further increase in the real price of oil. A good deal will
depend on the rate of world economic growth. If this is very

Low the pressures on oil prices will be lLess but the implications
for unemployment, investment and adjustment will be serious. In
any event, the real oil price will increase substantially by the
end of the century.
Bargaining_strength of the W

b. The West's strongest bargaining card has been its strategic
g

e —
and military support for somez of the producers especially in the

—

Gulf. But following the Iranian revolution and the signature of

——

the peace treaty between Egypt and Israel this card is no longer

so strong. Other possible bargaining counters for the West are:

(a) The industrialised world supplies much of the technology,

skilled Labour, manufactured goods and services without which

/OPEC
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OPEC countries could not develop their economies. This

is an important factGE_;hich could be stressed in any
negotiation. It underlines the theme of interdependence.
But it is not a real bargaining counter. The consumers
need to export to OPEC to offset their growing trade
deficits; it would damage them to refuse to do so; and OPEC
countries could always turn to the East for technical

expertise and technology they could not supply themselves.

(b) The industrialised countries possess the technology
needed to exploit producers' 2il and gas reserves to the
full. It would be self-defeating, however, not to assist in
the development of the OPEC countries' energy resources

When we clearly need them. Threatening to play this card
could moreover merely accelerate the existing tendency among
the producers to recruit and pay for the skills and
technology they required on the open market. Some countries
like Irag, are already largely self-sufficient and able to
reach their desired levels of production without substantial
outside help. Other producers might turn to the Soviet
Union, which could partially offset a withdrawal of Western
technology. The West could, however, offer to work with
OPEC to instal the technology they now need to exploit their
gas reserves to the full and to reduce gas flaring.

(c) The industrialised countries could offer the improved
——

access to their markets that OPEC seeks. In_the short term

——

this seems to be one of the consumers' strongest cards.

But greater OPEC access to Western markets would have

adverse implications for some sectors of our economies (in
particular refining and petrochemicals) and will need to be
traded for tangible concessions on oil production and prices.
And any attempt to denyaccess could lLead to the producers
withholding supplies of crude oil.

3
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(d) The industrialised countries possess the financial
markets through which the producers can invest their surplus
oil revenues. But, while it is true that OPEC will want to
protect their investments and therefore have a direct
interest in the West's economic strength, the higher oil
prices they are currently obtaining more than offset the
losses on their dollar investments;

(e) The West is OPEC's main supplier of defence equipment

and military training. To threaten to withhold defence sales
would however be very confrontational and probably counter
productive. In any case not all OPEC members depend on the
West for arms (eg Libya, Algeria and Irag). Such a threat
would therefore only have Limited application and could open
some areas to the USSR.

(f) The EEC and the US are together considerable exporters
of food stuffs. 1In 1976, the most recent year for which
figures are readily available, OPEC countries imported

food from:

8 million

EEC USA Eastern bloc Lde's Rest of World Total
1611 1236 LET 2072 94 6320

—

-__——l-—l
These figures show that OPEC countries have fairly diversified

sources of food supply; and they have been diversifying
further by channelling lLarge sums in recent years into the
development of food supplies in ldec's such as the Sudan.
In 1976 the EEC and US together supplied some ii? of OPEC
needsIf these exports were stopped, OPEC countries would

undoubtedly experience reductions in local availability for

some items. They would, however,be able to find and pay for
alternative supplies from elsewhere. We conclude that any

lattempt
&
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attempt to put pressure on OPEC by threatening to

withhold food would fail, and would invite retaliation.
Moreover, the EEC would be deprived of valuable outlets for
some food stuffs which tend to be produced in surplus.

D The consumers' bargaining position could improve if
conditions in the oil market changed. The root of the present
problem is the West's propensity to consume energy. Unless we

can reduce consumption we are never going to be in a strong
position wvis-a-vis OPEC countries. The industrialised countries
could and should cut their demand for OPEC oil (along the Lines

of recently agreed IEA and EEC demand restraint measures) and
develop alternative energy sources. But these changes will not in
the foreseeable future alter the fundamental balance between the
two groups of countries. In present circumstances, the consumers
are in a particularly weak position. If they wish to open
discussions with OPEC, they will therefore need to adopt a
cooperative rather than a confrontational approach. To confront
OPEC with demands on oil prices and production levels would get
nowhere. And the market is now such that the producers can and

are quite likely to respond to any approach which they regarded as
hostile by cutting back production. The consequent price increases
would more than offset any loss of OPEC revenues from the reduction

in the volume of sales.

6. But if the consumers are in no position to confront OPEC,

their hand is not so weak as to rule out entering into a carefully

""—I—-—-.—-un—-,
managed discussion of issues of mutual interest in a cooperative

spirit. The consumers will need to speak to all the major OPEC
producers, not just to the Gulf producers and Saudi Arabia, whose
ability to influence OPEC in moderate directions has been weakened
by the events of the past six months. Whether or not more direct
discussion of OPEC production levels, such as the French seem to
be suggesting with their idea of a annual review of forecast

production and consumption levels, will prove feasible will need

/further
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further study. The themes which could be developed are:

e

(i) the economies of OPEC and the West are increasingly
interdependent. There is a close interrelationship between
crude oil prices, production and demand lLevels on the one
hand and economic growth, inflation and the export price of
manufactured goods on the other;

(ii) sudden and excessive oil price increases damage
——
Western economies, and both OPEC and the West would suffer

from any resulting recession. Inflation does not just

damage the West but OPEC as well, by increasing export prices
for manufactured gocds and by eroding real oil prices and

the value of OPEC financial assets;

(iii) large and sharp rises in the real oil price are Likely
to be followed by a fall in demand and a slack market.

This sort of see-saw and the corresponding fluctuations in
o0il revenues are Likely to be against OPEC's economic
interests as well as those of the West. It is in the
interest of both sides to avoid violent and unpredictable
fluctuations in the oil price, though not all OPEC producers
(or all Western consumers) yet accept this argument or its

implications;

Civ) if the West is damaged economically, it will also be
weakened strategically leaving us less able to protect the
Saudi and Gulf regimes (para 4(e) above);

{v) if OPEC were seen to be deliberately raising oil prices
and as a result causing world depression, OPEC countries could
well find themselves politically isolated not only from the
West but from the rest of the developing world.

The influence of the oil importing developing countries

could be an important factor in any negotiation; and it could

work either for us or against us. The producers have shown

/fthemselves
é
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themselves to be very EEgsitive to criticism from the developing

world of their price policies, and their failure to take account
of other developing countries' interest. The recent UNCTAD
conference at Manila has shown this clearly. So far the poorer
LbC's have shown Llittle inclination to break with their OPEC
allies. It would suit us in some ways if the LDC's were to open
their own dialogue with OPEC, but we have to accept that for
different reasons neither the LDC's nor the producers will agree
to the industrialised consumers extricating themselves from such
a dialogue. There are signs that OPEC are trying to consolidate
their position with the LDC's by resuscitating the Link between
oil prices and the range of North/South issues of concern to the
LbC's which some OPEC countries tried to establish at the time
of the CIEC (1976-7). 1If Wwe ever got to a position where OPEC
collectively linked North/South concessions with the supply of
oil this would be very damaging. The West needs to do all it can
to avoid this outcome, which could Lead both to unacceptable
demands for concessions on trade, aid and technology transfer and
to a sterile discussion on the subjects of importance to us, by
showing practical sympathy for the plight of the oil importing
developing countries by helping their own development of their
energy resources and by convincing them that they stand to gain
as much as the industrialised world from increased international

cooperation on energy issues.

8. The guestion of possible contacts with OPEC is Llikely to

feature prominently both at the European Council in Strasbourg
and at the Tokyo Summit. If the Prime Minister broadly agrees
Wwith the Line set out in this paper, it could form the basis for
briefing on the subject for both these meetings. The West needs
to research and coordinate its approach. Some work has been done
on defining the West's objectives in any contacts, but no

conclusions have yet been drawn. The European Council should

/perhaps
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perhaps give impetus to work within the EEC, already under way in
preparation for the proposed meeting on 28 June between Yamani

and M., Giraud (for the French Presidency). The Summit could give

an impetus to work within the IEA (of which France is not,
however, a member).

8
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. PRIME MINISTER

0il Supplies: Possible Statement

I passed on to Mr. Callaghan's office your decision about
his request for a statement on oil supplies.

Subsequently his office have come back to say that, despite
the fact that Mr, Howell will be answering Questions on Monday,
he still thinks that there ought to be a comprehensive statement
on the same day. I have consulted the Chancellor of the Duchy,
who is wvery strongly of the view that backbench concern is
sufficient to justify a statement. Ian Gow agrees. The Chief
Whip is also worried about backbenchers' feelings on the matter,

In the light of this, are you prepared to agree that
Mr. Howell should make a statement? If he does, then Monday
is a much better day than Tuesday (Budget Day) or Wednesday
(when there will be a social security statement). Although
Mr. Callaghan is not pressing very hard on the matter, there
would be every likelihood of an early PNQ if no statement was
forthcoming,

Given all of this, shall we have a statement by Mr. Howell
on Monday after all?

{35
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10 DOWNING STREET

From the Private Secretary 7 June 1979

e b

This is to confirm that the Prime Minister is content with
the draft statement which your Secretary of State intends to
make to the Press today cn the current energy situation. (This
was sent over under cover of his minute of 6 {3ﬁ%}.

I am sending copies of this letter to the Private Secretaries
to the Lord President, the Chancellor of the Exchequer, the Home
Secretary, the Foreign and Commonwealth Secretary, the Secretaries
of State for Education and Science, Industry, the Environment,
Northern Ireland Office, Scottish Office, Welsh Office, to the
Paymaster General, the Secretaries of State for Defence, Employment,
Health and Social Services, Agriculture, Fisheries and Food, the
Minister of Transport, and zlso to Martin Vile (Cabinet Office).

Bill Burroughs, Esq.,
Department of Energy.




PRIME MINISTER

THE WEST'S BARGAINING POSITION VIS-A-VIS OPEC

4.7
You will see from the attached FCO letter, and its enclosure,

that a good deal of work is already in hand on the study which

you asked to be made of the bargaining position of the main oil-

consuming countries vis-a-vis the oil producers. You may like

to glance at the paper—on the medium-term progpect for the
world energy market-over the weekend.
{lfng

I have the impression from the FCO¢ however, that the

work is going ahead at a fairly leisurelx pace. Would you
like me to make it clear to all concerned that you will wish
to be in a position to put forward specific proposals on the

substance of a Western bargaining position at the Economic Summit

in Tokyo? 2 |
4
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PRIME MINISTER

I am intending to make a statement to the press tomorrow on

the current energy situation, the need for a national effort

to cut oil consumption by at least 5% and also on my approach
to energy conservation longer term. A copy is attached and

is also being sent to Christopher Soames, Geoffrey Howe, William
Whitelaw, Peter Carrington, Mark Carlisle, Keith Joseph,
fichael Heseltine, Humphrey Atkins, George Younger, Nicholas
Edwards, Angus Maude, Francis Pym, Jim Prior, Patrick Jenkin,
Peter Walker and Norman Fowler, and also to Sir John Hunt.

J¢

Secretary of State for Energy,

é June 1979.
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ENERGY SAVING IS A "MUST"

K‘*“-E EVERYONE SHOULD CUT OIL CONSUMPTION BY AT LEAST $%

EE.. i
4 ____.,/

ENERGY SECRETARY

Britain's consumers were today asked to cut their oil consumption
immediately by at least 5%. Mr David Howell, Secretary of State
for Energy, said that substantial energy and particularly oil
savings were needed now and in the longer term.

"This is an area where we can no longer afford to soft pedal"
he added.

In his statement Mr Howell said:

“"The shortage of oil which besets the world is serious, certainly
uncomfortabtle and very worrying. Unless consumers world-wice
reduce their demand the shortfall in world oil supplies this

year is expected to be 1.5 million harrels per day (mbd ]~ -
roughly 3% of total supplies.

Qur own position in Britain is this:
1) 1In the UK the oil companies estimate that over the first

half of this year we itre likely to have nearly the same
volume of oil supplies as last year. But this has to be

set against increased demand of nearly 7% during the
first quarter, largel:” because of the cold weather last
winter. All in all d:mand for 1979 may now be 2 = 3% up
on last yzar, and wit. our stocks in a heavily depleted

state.

-

In these circumstances of scarcity prices inevitably are
rising rapidly, creating problems for all of us.

It follows from this that:
(a) all of us must use less oil; and

(b) the Government's task mist be to help consumers to
adapt to 2 new andi continuing era of expensive energy

from which none oI us rn escape.




Te cut o0il demand we must economise and conserve. This
iz perfectly possible for us to do. And the cil problem
is manageable if we do, provided everyone of us, averaged
ocut over the country as a whole, cuts our use c¢f o0il and
its products by at least 5%.

I rezognise that some consumers and some suppliers face
more serious constraints. But the oil companies would
find it easier to help them if every other consumer
reduced his demand by the required 5%.

The problem will not go away. It is not a passing phase
but & permanent chillenge. Nor does North Sea oil offer
an escape route for Britain. .Production is, of coftirse,
building up in the North Sea. That build up represents
increased rescurces for Britain which to some extent
cushicn us from the worst effects of the world shortfall.

But .t does not mean that we can isolate ourselves from

the world.

Why? Because we have to trade in different qualities of
oil to meet our needs: we have international obligations.
And along with our industrial partners we have undertaken
to use less c¢il sc¢ that the supply problem is solved in
an crderly way without a self-defeating scramble.

We are also an integral part of the world trading community
and rely, perhaps to a greater extent than anyone else, on
trade for our standard of living. 1f we are to thrive
others muat thrive, too.

Against this background I set to work immediately on my
appointment as Secretary of State for Energy to examine
the adequicy of our national energy conservation policies.




am concerned with two aspecta:

the short term, to meet the needs of the immediate
situation; and

the longer term, becituse oil saving is not just a
temporary imperative.

As Secretary of State I shall be taking a d.rect and
continuing interest in issues of energy conservation aad

the more economical use of energy. Mr Moor:, the
Parliamentary Under Secretary will of cours: continue in
charge of day to day departmental work on energy
conservation questions. ¥

This is an area of energy policy which we can no longer
afford to soft pedal. Unless we and our trading partners
can handle the tight situation in an orderly way, there
will be unnecessary hardship for those 1in this country
and throughout the world who can least affcrd to bear it.

It is also clear that the Government and public sector must
give & sensible and firm lead on conservation. To ensure
that such a lead is forthcoming I have secu-~ed Ministerial
backing in every major Department for oil a21d energy s:iving.
Each Minister concerned is reviewing the progress made so

far in Government Depiartments and agencies, local authorities
and nationalised industries. They will moritor progre:s

and I will report regularly on what is beirg achieved ind
what more neceds to be done to improve the efficient us=

of energy in the public sector.

However, if significant savings are to be achieved incastry
and commerce must also make further economies - rnot at

the expense of production but by using energy much mor=
efficiently. This will help firms to offset the impac: of
ever higher energy costs.




At the present levels of shortfall I believe it would be
wrong to saddle our country wita an elaborate official
system of zovernment allocation of supplies. By close
collaborat .on between the llepartment of Energy and the
0il suppli:rs we should be able to adapt to the tight
new situat.on. The Department will continue to be

ready to iitervene with supplicrs on specific prcblems
of short s pply and difficulty.

Meanwhile [ have been in touch with the CBI and the
Associatio1 of British Chambers of Commerce. They have
agreed to isk every chairman or managing director to
institute 1ew oil and energy economy measures in their
own organisation. I am also Ybr.efing the TUC's Fuel and
Power Committee on the position to enlist the help of
employees Ln sSecuring economies.

At the sam2 time I am arranging to publicise more
intensivel r the availability of advice, especially to
the small .o mediuwn sized firm, through my Department's
Energy Qui:k Advice Service and the Energy Survey Scheme.

These serv.cns prnvihe consultant 's advice to help firms

introduce neisures which can have an immediate impact
on energy ‘:onsumption and also build up continuing and
cumulative energy - and cost-saving.

Many oppor:w ities remain for short=term cost affective
investment ir o0il and general energy conservation. This
is invariaosly low r sk investment with a quick pay back
and investnert whicn, carried out now, could miterially
help firms tris comring winter.

I am in continuous touch with ‘he fuel industr.es,
including the oil companies. I am asking them to intensify
their efforts to inform their c(ustomers or how to get

the most out of the energy they use.




I am also examining how we might extend ana speed up the
flow of information on good 0il and energy saving
practice to firms and organisations through, for example,
my Department's newspaper "Energy Management”. We must
bring into play every means of disseminating good energy
practice.

To reinforce energy managers - tae real exverts on energy
saving on the shop and office floor = I am calling
together the chairmen of their 62 groups u) and down the
country to give them a personal briefing o1 the curren:
position and take their advice on what mor: can be done.

On transport side I am having discussions with the- Road
Haulage Association, the Motor Agents Assocziation and -
the AA/RAC. Here I want to ensure that their expert

practical idvice is made readily available to their
members ani the motorist generally.

For the doaestic consumer my Department an! the Department
of the Env.ronment make available a number of advisory
leaflets. I would however particularly driw attention
to the Hom:s Insulation Scheme which offer:; grants to
those whos: houses are uninsulated. With ay colleagues,
I also int:nd to examine progress on the iisulation of
public sec.or dwellings.

Action by :veryone at home, &t work and beiind the wheel
is essentitl. So too is action by those organisations
best place! to advise their owa particular sectors of
the economr.

I am now also examining how our longer tern energy
conservation policies might be reinforced .nd whether

the current balance between pricing, inforiation, advice,
research and demonstration, incentives and legal compulsion

is rizht. 1In the light of our national prigress I shall e
take fur-her steps as, and if, required.
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The Rt Hon Peter Walker MP

Minister of Agriculture, Fisheries 31;
and Food

Whitehall Place

London SW1A 2HH b June 1979
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Thank you for your letter of -1 May about the supply o fuel to
farmers, fishermen, food processors and distributors during the
current oil shortage. I agree that during the last few days of
May supply arrangements were under great strain. On the other
hand, while many of your clients suffered real anxiety, none to
our knowledge actually closed down an essential service for lack
of oil - even where the supplier was Esso, who had to deal with
the additional problem of a strike by their tanker drivers at the
Avonmouth terminal. My basic approach is that at the current level
of national supply, which is not drastically below demand,
responsibility can and should rest on the 0il companies to_cater
equ for consumers' néeds to the extent possible yet on a
8818 which 15 sensitive to clear priority needs, It is true that
There are legal difficulties sbOUT companies openly giving
preference to one class of consumer as against another, but recent
events have shown that they will go quite a long way to seek to avert
serious waste (such as farmers pouring milk away), or failure of

n essential services. The companies have every motivation to avoid

the Government intervention which they know must threaten if they
leave vital producers without adequate supplies.

The point you raise about price involves very difficult issues of
international control of e excessive demand on o0il markets which
has driven prices up so much this year. Consumers in the UK cannot
be shielded from the consequent increase in product prices; and in
cases where there is a heavy (direct or indirect) dependence on
Ulthe spot market, these increases may be severe. I shall be alert to
any evidence of the sort of profiteering which can characterise a
situation of short supply; but_price controls which fail to reflect
the actual movement in internationa
case in point.

I am sending copies of this letter to the recipients of yours.

D A R Howell
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PRIME MINISTER

Energy : \/ﬂ_l-\if i muﬁ:’g w7k m/' H‘Fw{/u

fou may wish to refresh your memory of your discussions
with President Giscard about energy and I attach the relevant
part of my record (which the Secretary of State of Energy
will already have seen).

The main point is to decide how to take up President Giscard's
suggestion of urgent bilateral consultations on energy
matters in advance of the Strasbourg European Council.
Lord Carrington recommends that we should react postively and
quickly to this suggestion, either by Mr. Howell getting in touch

direct with the French Minister of Industry (who is responsible

for Energy), M. Giraud: or by senior officials having an urgent
preliminary meeting to prepare the ground for a more substantial
meeting between Ministers. You may wish to ask Mr. Howell for
his own views on handling this.

You should also know that the Germans, when Lord Carrington
mentioned to them M. Barre's separate suggestion for trilateral
(UK/France/FRG) energy consultations, expressed the view that they
did not favour this since it would create the impression of
a European '"directory" on energy but preferred to deal with the
subject through normal Community channels.

This certainly should not, however, hold up our bilateral
consultations with the French.

Kt
D sukz opit
ler
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At 1215 the Prime Minister and President Giscard were
joined by:

M. Raymond Barre

The Foreign and Commonwealth Secretary
Mr. G. G. Walden

M. Robin

Energy and the Tokyo Surmit

President Giscard summarised the subjects which he and the
Prime Minister had already covered during their tete-a-tete
discussion and said that the Prime Minister had suggested that,
with Lord Carrington and M. Barre, they should discuss the forth-
coming Eccnomic Summit in Tokyo and the problem of energy, before
moving on to wider international issues.

The Prime Minister said that energy was expected to be the
main item on the agenda of the Tokyo Summit. The problem was how
the leading energy users could persuade the leading energy producers
not to raise their prices still further and thereby cause a world
recession. Western objectives were thus quite clear but the methods
by which they might be achieved were very unclear. Specific ideas
were needed. The problem was common to many Western courtries,
although France had moved further along the road to a solution
than any other country in Europe, through her nuclear programme.
The UK, for her part, had found only a temporary solution in her
North Sea o0il. President Giscard asked how temporary a solution
this was. The Prime Minister said that it would last for 15 to
20 years. President Giscard commented that this was a help.

The Prime Minister went on to say that the alternatives facing some
countries were either to go all out for nuclear power, or, if they

were unwilling to do this, to accept a significant reduction in
their standard of livineg.

The Prime Minister said that she had never attended an Economic
Summit but she had studied their communiques closely: they were
always the same. Meanwhile, the world's economic problems continued:

/ and so
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and so did the communiques. President Giscard agreed and said

that, although discussions at Economic Summits had become academic,
the first such meeting, at Rambouillet, had produced useful results
in the form of a stabilisation of exchange rates. Unfortunately,
however, participation in the Summits had then been enlarged:

their communiques were now just words. President Giscard agreed
with the Prime Minister that the next Economic Summit should con-
centrate on energy. He thought that it should, déspite everything,
be possible to achieve some useful results. He would like to
suggest what these might be.

Firstly, President Giscard said, the Summit could demonstrate
a real determination on the part of the major energy users to
reduce their consumption. France, for her part, would lower
temperatures in public buildings and impose a ceiling on the
amount of oil consumed by power stations. These measures could
be discussed at the European Council meéeting in Strasbourg.

Secondly, it was a fact that the operation of the spot market
in o0il produced unacceptable results. The intemationzl o0il companies
should be asked to keep out of the spot market during, in the
first instance, the month of June. Chancellor Schmidt, in a recent
discussion with M. Barre, had agreed that this measure should be
taken in order to produce a moderating effect on prices. It was a
fact that every Gulf ruler had the latest spot market price on his
desk first thing every morning.

Thirdly, agreement should be reached on an annual approach
by the major users to the major producers in order to assess
whether the savings planned by the users during the coming year,
as well as the production levels planned by the producers, would
be suffficient and in phase with each other.

Fourthly, the Summit participants should discuss a programme
for exploiting alternative sources of energy. This was mainly
a problem for the Europeans, since the Americans and Canadians were
already making progress in this field. President Giscard added,

/ in
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in parentheses, that he had just received a report from

M. Francois-Poncet, who was in Washington, to the effect that

press reports about the U.S. Administration's decision to sub-
sidise oil imports were too pessimistic: President Carter was

in fact working on the introduction of quite drastic conservation
measures, on a possible approach to the o0il producers and on steps
to stabilise the spot market in o0il - precisely those measures
which he was himself advocating. President Giscard said that he
thought that the American approach seemed quite constructive.

Lord Carrington commented that it was essential to formulate,
during the European Council meeting in Strasbourg, a European
approach to the Tokyo Summit. The Prime Minister said that, ever

since the Yom Kippur war, the West had managed to absorb substantial
increases in the price of 0il, to the extent that it would soon

be economic to extract oil from the tar sands and shale - this
would require a price of $40 per barrel. A situation had been
created a year ago in which the West had once again found itself
with a surplus of o0il but this situation would not be repeated
because of events in Iran.

Describing the French nuclear power programme, President

Giscard commented that an anti-nuclear demonstration in Loraine

on the previous day had attracted only 500 participants. France
was currently building ten new nuclear plants: he thought that

if the Government continued to give a strong, clear line, there
would not be a great deal of public opposition. It would be
helpful if both France and the UK were to take a strong and
positive line on nuclear power in Strasbourg. The Federal German
Government found itself in difficulties on nuclear power, largely
because of the constitutional powers of the lHnder. Germany still
had no reprocessing plant.

President Giscard went on to say that he fully shared the
Prime Minister's view that the objective should be to arrive at
practical conclusions, first in Strasbourg and subsequently in
Tokyo. The Prime Minister said that the British Government was
at present pursuing a policy of requiring power stations in the
UK to substitute coal for oil: if continued, however, this policy
could affect the UK's capacity to build up coal stocks, which

/ would




CONFIOENTIA

would be needed against the possibility of further trouble from
the miners during the coming winter. The Government might,
therefore, have to reconsider.

President Giscard asked who in the British Government would

be responsible for preparing the UK position on energy at the
European Council in Strasbourg. The Prime Minister said that she
thought she would. Lord Carrington asked whether President
Giscard was suggesting that it would be useful to have bilateral

consultations on energy in advance of the European Council and
President Giscard confirmed that he was. It was agreed that
bilateral consultations would be arranged, at the highest

practicable level, as a matter of urgency.




NOTE FOR THE RECORD

The Prime Minister held a meeting with the Secretary of State
for Energy at 1400 hours on Wednesday 6 June 1979. The following
are the main points which were discussed.

Chairmanship of BNOC
Mr. Howell said that Lord Kearton intended to resign as from

30 June, though he had asked him to stand ready to stay on for
a few weeks after that until the Government's ideas on the future
of BNOC were a little clearer. The Prime Minister said that, in

her view, Sir Frank MacFadzean would be an ideal successor. He

had resigned from British Airways for personal reasons, not

because of ill health; and he was very keen to take on a new
executive responsibility. Irrespective of the future structure

and activities of BNOC, he would be an excellent choice. If
necessary, he would have no objection to presiding over the running
down of BNOC. If Mr. Howell regarded him as an acceptable choice,
she thought the sooner he took over the better.

Mr. Howell replied that he would be extremely happy for

Sir Frank to be appointed. The Prime Minister said that she would

accordingly sound him out on the possibility.

0il Situation

Mr. Howell said that the current oil shortage was certainly
serious. On current price levels, demand exceeded supply by about
7 per cent. On the other hand, supply in the current quarter was
about the same as it had been in the same quarter last year. The
shortages were so far manifesting themselves mainly at the petrol
pump, though lower fuel deliveries were likely to reduce British
Rail's services next week, and the farming community were complain-
ing about shortages of diesel fuel. The Department of Energy were
coming under great pressure, as were energy departments in all other
Western countries, to intervene in the market and allocate supplies.
But he was very much against giving in to such pressure unless the
shortages got significantly worse. There was some scope for leaning
on the oil companies to allocate their supplies as between different
types of customer. However, they had their own legal cobligations
not to discriminate; and in any case, it would be counter-productive
to try to take over the allocation of supplies from the companies.

/This would




This would mean more bureaucracy, it would make the Government
subject to all kinds of competing pressures, and there was no
evidence - at present shortages levels - that allocations would
be any more equitable than they were at present. In addition,
once the Government started to intervene, full scale rationing
would probably follow very quickly. The oil companies would be
quite relieved to have their responsibilities for allocating
existing supplies taken away from them; but this must be resisted
if at all possible.

On the other hand, the problems faced in some areas could
not be denied. In particular Texaco were very short. They had
taken risks by concentrating on the spot market last year and the
other oil companies were not disposed to help them out. They were
quite dominant in the west country, Norfolk and the border country,
and it was in these areas that the worst petrol shortages were
being experienced.

Amongst the other companies, BP, Shell and Esso were fairly
well placed for supplies; and this explained why the petrol
situation was not as bad as in some other Western countries. BNOC
had blundered badly last year by committing themselves to long term
contracts with foreign customers - more so than had the private oil
companies, But they were now doing all they could to get themselves
out of these contracts.

The Prime Minister said that she generally agreed with

Mr. Howell in his reluctance to move to allocation by Government
as long as the situation does not get significantly worse. It was
better to rely on the market mechanism together with Government
measures to conserve energy. The Prime Minister then reported
that President Giscard had said to her yesterday that it was
important for the oil companies to keep clear of the spot market,;
otherwise they would be playing into the hands of OPEC.

Mr. Howell pointed out that his predecessor had written to the

0il companies advising them not to operate in the spot market ;
and he believed they were going along with this.

/Mr. Howell




Mr. Howell went on to say that he intended to put out a
statement the following day explaining the realities of the current
situation, including the Government's general position on allocation,
etec. The Prime Minister said that he should try to get over the

following points:

UK supply is no lower than this time last year.

In view of the world situation, and the higher UK demand,
prices are bound tc be higher.

Consequently, it is essential that everyone should

economise.

The private sector should, and would, economise in
response to market signals.

The publiec sector was taking the necessary measures on
0il demand.restraint.

Government allocation and rationing would be pointless
at the present juncture, and would only involve a massive
bureaucracy.

(After the meeting Mr. Howell agreed to send over a draft of a
statement this evening.)

In addition to his statement, the Prime Minister said that
Mr. Howell should let all Ministers have speaking notes - and these
should be sent through the Paymaster General.

The Future of BNOC

Mr. Howell said that it would have been better if BNOC had
never been set up. But it was now a reality and it could not be
dismantled overnight. There were certain parts of it whichshould
definitely be dismantled - for example it was too big in its

upstream operations: but it was necessary to be cautious in going

about the dismantlement process. There were two reasons for this:

/ first,




first, BNOC was so large that to move too quickly might be
upsetting to the UK o0il market; secondly, BNOC appeared to offer
the UK some security of supply, and this factor could not be
lightly dismissed at the present time. The Chancellor had asked
him to find £300 million or so from the sale of BNOC assets this
year; he would try to find this, but he could not absolutely
guarantee it.

The Prime Minister said that she agreed that we could not

move too precipitately. However, she did not see how BNOC could
possibly remain in its present form; it must certainly be slimmed
down at the very least. As for the method of disposal of BNOC's
assets, Lord Carrington was keen that there should be sales to
the French and the Germans. However, she was very opposed to any

such move.

Energy and the European Council

The Prime Minister said that President Giscard had said that

it would be useful to have bilateral consultations on energy in advance
of the European Council. She thought such consultations should be
arranged as a matter of urgency. Mr. Howell said that he would be
very happy for consultations to take place; but there was a

problem as to which officials in his department could be spared

for this. They were very heavily pressed at the moment on account

of the BNOC review and the oil supply situation. The Prime Minister

then asked who in other departments could help. I suggested that
Mr. le Cheminant (Cabinet Office) could play a useful role and the
Prime Minister and Mr. Howell agreed. It was left that this
possibility should be pursued at official level.

A

6 June 1979

Copy: Mr. Cartledge
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10 DOWNING STREET

From the Private Secretary 6 June 1979

Yar Bl

The Prime Minister's visit to Paris on 5 June : Energy

As you know, your Secretary of State is calling on the

Prime Minister this afternoon and I think it would be helpful
to him to have an account of the Prime Minister's discussion
with President Giscard in Paris yesterday on energy matters,

fev andewure I therefore enclose, for his personal information, a copy of

= aecchrw (the relevant extract from my note of the Prime Minister's talks.

{Efﬂﬁﬂ I should be grateful if you would ensure that any subsequent
distribution of this record is strictly limited and confined
to those senior officials directly concerned with the topics
discussed.

Following her talks with President Giscard in Paris, the
Prime Minister visited the Eurodif uranium enrichment nlant
which is nearing completion at Tricastin, near Pierrelatte in
southern France. The Prime Minister was given a thorough and
effective briefing on the plant by M. Pecqueur, the Administrator-
General of the Commissariat i 1'Energie Atomique, during her
flight down to Tricastin and she was, I think, very impressed
by everything which she saw there. It might be helpful to
Mr. Howell to glance at the enclosed hand-out on Eurodif which
we were given, in case the Prime Minister mentions her visit
to the plant.

I am sending copies of this letter, without enclosures,
to George Walden (Foreign and Commonwealth Office) and Martin
Vile (Cabinet Office).

Bill Burroughs, Esq.,
Department of Energy.
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10 DOWNING STREET

From the Private Secretary 6 June 1979

o B,

Your Secretary of State called on the Prime Minister at
1400 hours today to discuss various energy matters. The
following is a summary of the main points which they discussed.
I am writing to you separately about the chairmanship of BENOC.

0il Situation

Mr. Howell said that the current oil shortage was certainly
serious. On current price levels, demand exceeded supply by
about 7 per cent. On the other hand, supply in the current
quarter was about the same as it had been in the same quarter
last year. The shortages were s0 far manifesting themselves
mainly at the petrol pump, though lower fuel deliveries were
likely to reduce British Rail's services next week, and the
farming community were complaining about shortages of diesel
fuel. The Department of Energy were coming under great
pressure, as were energy departments in all other Western
countries, to intervene in the market and allocate supplies.
But he was very much against giving in to such pressure unless
the shortages got significantly worse, There was some scope
for leaning on the o0il companies to allocate their supplies as
between different types of customer, but they were under a
legal obligation not to discriminate, so that there was a limit
to how much pressure could be brought to bear.

Mr. Howell went on to say that it would be counter-productive
to try to take over the allocation of supplies from the companies.
This would mean more bureaucracy, it would make the Government
subject to all kinds of competing pressures, and there was no
evidence - at present shortages levels - that allocations would
be any more equitable than they were at present. In addition,
once the Government started to intervene, full-scale rationing
would probably follow very guickly. The o0il companies would be
quite relieved to have their responsibilities for allocating
existing supplies taken away from them; but this must be
resisted 1f at all possible.

/On the other hand,
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On the other hand, the problems faced in some areas could
not be denied. In particular Texaco were very short. They
had taken risks by concentrating on the spot market last year
and the other oil companies were not disposed to help them out.
They were quite dominant in the West Country, Norfolk and the
border country; and it was in these areas that the worst petrol
shortages were being experienced.

Amongst the other companies, BP, Shell and Esso were fairly
well-placed for supplies; and this explained why the petrol
situation was not as bad as in some other Western countries.
BNOC had blundered badly last year by committing themselves to
long-term contracts with foreign customers - more so than had
the private oil companies. But they were now doing all they
could to get themselves out of these contracts.

The Prime Minister said that she generally agreed with
Mr. Howell in his reluctance to move tc allocation by Government
as long as the situation did not get significantly worse. It
was better to rely on the market mechanism together with Government
measures - to conserve energy. The Prime Minister then reported
that President Giscard had said to her at their talks the previous
day that it was important for the oil companies to keep clear
of the spot market; otherwise they would be playing into the
hands of OPEC. Mr. Howell pointed out that his predecessor
had written to the o0il companies advising them not to operate
in the spot market; and he believed they were going along with
this.

Mr. Howell went on to say that he intended to put out a
statement the following day explaining the realities of the
current situation and the Government's positiocn on allocation,
ete, The Prime Minister said that he should try to get over
the following points:

(i) UK supply is no lower than this time last year;

(ii) in view of the world situation, and the higher UK
demand, prices are bound to be higher: consequently,
it is essential that everyone should economise;

(iii) the private sector should, and would, economise in
response to market signals;

(iv) the public sector was taking the necessary measures
on o0il demand restraint;

(v) Government allocation and rationing would be pointless
at the present juncture, and would only involve a
massive bureaucracy.

In addition to his statement, the Prime Minister said that

Mr. Howell should let all Ministers have speaking notes - and
these should be transmitted through the Paymaster General.

/ The Future of BNOC
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The Future of BNOC

Mr. Howell said that it might perhaps have been better if
BNOC had never been set up. But it was now a reality and it
could not be dismantled overnight. There were certain parts of
it which should definitely be dismantled - for example, it was
too big in its upstream operations: but it was necessary to be
cautious in going about the dismantlement process. There were
two reasons for this: first, BNOC was so large that to move
too quickly might be upsetting to the UK oil market when the
situation was currently so fragile; secondly, BNOC offered some
security of supply, and this factor could not be lightly dismissed
at the present time. The Chancellor had asked him to find £300
million or so from the sale of BNOC assets this year; he would
try to find this, but he could not absolutely guarantee it.

The Prime Minister agreed that it would be wrong to move
too precipitately. However, she was opposed to BNOC remaining
in its present form; and it must certainly be slimmed down at
the very least.

European Council

The Prime Minister said that President Giscard had said that
it would be useful to have bilateral consultations on energy in
advance of the European Council. She thought such consultations

should be arranged as a matter of urgency. Mr. Howell said
that he would be very happy for consultations to take place.

We were subsequently informed that Mr. Howell would like
Sir Jack Rampton to take the lead at official level for the
UK side and I understand that arrangements are being made for
him to have talks with his French opposite number early next
week. 1 have mentioned this to the Prime Minister, and she
is content.

1 am sending copies of this letter to Paul Lever (Foreign
and Commonwealth Office), Tony Battishill (HM Treasury), Kenneth
MacKenzie (Scottish Office) and Martin Vile (Cabinet Office),
and also to Richard Prescott (Paymaster General's Office). H

W. Burroughs, Esqg.,
Department of Energy.




From the Private Secretary \ . 6 June 1979

D B
Energy

The Prime Minister/was grateful for your Secretary of
State's minute of 25 Mdy about oil supplies and his minute

of 31 May about fuel Stocks at power stations. She has also

seen a copy of his letter of 31 May to the Lord President

about o0il demand restraint, and”also the Minister of Agriculture's
letter of 31 May about oil supplies for food production and
distribution.” In addition, she is aware of the reductions in
British Rail services which will be starting from next Monday

on account of the cut in fuel deliveries, ,and she understands

that the Ministers most closely concerned are considering the
question of coking coal imports for BSC.

Having considered these papers, and having noted that the
current position is in several respects far from satisfactory,
the Prime Minister believes that there is an urgent need for an
agreed factual appraisal of the energy supply prospect for the
UK over the next 12 months focussing particularly on oil and
coal; the scope for action; and a realistic display of the
options. Since a number of Departments have an interest in this,
the Prime Minister has asked that such an appraisal should be
prepared by an inter-departmental working group under Cabinet
Office chairmanship. The following Departments,should be
represented on this group: Energy, Trade, Industry, Scotland,
Transport, the FCO and the Treasury. The CPRS will also be
represented. The Prime Minister would like the Group's report
to be completed by Friday 15 June.

I am sending copies of this letter to the Private Secretaries
to the members of Cabinet including the Minister of Transport,
Gerry Spence (Central Policy Review Staff) and Martin Vile {Cabinet
Office).

W.J. Burroughs, Es%n,
Department of Energy,




10 DOWNING STREET

From the Private Secretary

SIR KENNETH BERRILL
CENTRAL POLICY REVIEW STAFF

minute of 1 Ju and for your further minute
of 5 Jyne, omroil supplies. In the event,

as you will see, the Prime Minister has decided
to set up a Cabinet Office chaired Group

The Priripgjnister was grateful for your
JI‘

Lo look at the energy supply prospect over the
next twelve months, and no doubt most of the
points which you raised in these minutes and
in the draft letter which you provided will

be taken up by the Group.

I am sending a copy of this minute to
Martin Vile (Cabinet Office).

T © | ANKESTER

6 June 1979




PRIME MINISTER

MEETING WITE THE SECRETARY OF STATE FOR ENERGY

I understand you wish to discuss with Mr. Howell the possible
role which Sir Frank McFadzean might play in reorganising BNOC.
No doubt you will want to ask Mr. Howell what are his own ideas
for BNOC's future development .

I understand that Department of Energy officials have now

produced a draft paper which considers a number of options for
L - —

BNOC ranging from abolition through to maintaining the status quo .

Mr. Howell will be discussing this with his junior Ministers
tomorrow morning before seeing you. I understand they are very
divided on what should be done: Mr. Lamont favours something close
to abolition, whereas Mr. Gray is for maintaining the status quo.

BNOC's activities fall under three main heads:

(i) Its share in the existing North Sea fields which
is valued at between £600m and £900 m. These
shares are all, with the exception of the
Viking field, well under 50 per cent. They
were taken over from NCB and from Burmah.

Its 51 per cent share of the Fifth and Sixth
round licences.

Its trading in "participation” o0il. BNOC now
has access to 51 per cent of all oil from the
North Sea.

As regards (i), Mr. Howell has been asked by the Chancellor
to sell off approximately £300m of assets this year to help the
PSBR. He has, 1 believe, accepted this in principle; and he is
now working on the modalities.

One of the "middle" options which his Department are looking
at is to sell off all of the North Sea assets, including the
51 per cent share in the Fifth and Sixth licensing rounds, but to

/ continue




continue the participation agreements. Whether it is worth
continuing with the participation agreements rests heavily on
one's assessment of how much real security of supply they offer
to the UK. ©8Sir Kenneth Berrill in his note at Flag A suggests
that the participation arrangements do, if properly exploited,
offer a good deal of security.

Another option would be to continue with the participation
agreements, and keep at least some of the North Sea assets which
should bring in a lot of revenue over the years and enable the
Government to be more knowledgeable of the goings-on of the oil
companies than if it got out altogether; but to jettison the
shares in the latest licensing rounds, which are likely to involve
very heavy capital expenditure before they produce any revenue.

it

5 June 1979
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Qa 04139

To: ME LANKESTER
From: SIR KENNE BERRIL.L

0il Supplies

1. On 3] May I minuted Mr Stowe on the subject of oil supplies to the
United Kingdom economy over the coming winter. You told me that the

Prime Minister had raised two questions:

(i) What leverage could the UK Government exert on the private

multinational oil companies ?

(ii) What powers did BNOC possess over oil supplies and what would

be involved in BNOC exerting those powers?

In what follows I shall attempt to answer those two questions. I regret

that the answers must of necessity go into some detail.

HMG Leverage over Multinational Qil Companies

2 Relations between Governments and oil companies have much in common
with a game of poker - and this is especially so when supplies are short
and all countries are struggling for favourable treatment. The pressure
cannot be too overt or the EEC Commission will step in (as they already
have on the UK claim that we have the power to require that oil from the
UK Continental Shelf be first landed in the UK). The French Government
is particularly adept at this game of poker and they make full use of their
State controlled company ELF /Aquitaine. We in the UK have not done
badly. All the participation agreements were negotiated 'voluntarily' and
though the Commission may argue, the oil companies have not protested
against our 'landing requirements' nor our 'expectation' that oil companies
will not commit substantial quantities of North Sea crude more than 2 years

ahead.

1
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3. The fact is that a UK Government, if it has the political will, can
exert considerable discreet pressure on an oil company because it can
influence that company's operations in the North Sea. The powers cover
the issue of future exploration licences, the granting of development
consents, approval of production levels, the extent of gas flaring, etc.

The Department of Energy could, if it were so instructed, take a very
long time examining the enormous amount of technical detail which a
company has to supply to it and just be very slow in coming to conclusions.

For these companies, time 15 money.

4, The consultation arrangements under the Participation Agreements
provide readily available fora for the Government discreetly to make its
wishes known and for the companies to respond. The companies could,
if they so wish, exert a preference for the UK without fear of effective
detection and recrimination by our partners. There is no doubt that the
French will be leaning heavily on them at this moment and that it will be

extremely difficult for us to prove discrimination in favour of France.

BNOC's control over oil supplies

5 UK o0il demand is currently near 2m. barrels per day (approaching
100m. tons a year). The attached table gives the forecast for BNOC's
access to oil over the next 18 months. The figures are complicated (and
would be reduced if parts of BNOC were sold off). The complications are,

in a way, helpful, in that they make it difficult for out side observers

(including the Commission) to monitor just what is going on. But the

general picture is of (a) a doubling of BNOC access to crude oil over the
period; and (b) the ratio of 'BNOC oil' to UK total consumption rising to

around 40 per cent by end 1980. This oil is not all freely in BNOC hands.
Diku ‘-‘i'LAh'H"I.:I. t'-]- EN*:' G's ol vah e Al h’haux —
{a) The bottom line of the table shows the 'sale back' agreement to Shell,

Esso, Mobil and Texaco. At the end of 1980 this sale back oil will be 14 per
cent of UK consumption. This oil is all safely 'UK use’. BNOC is obliged

2
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to sell this oil to the four companies provided they use both the BNOC oil
and their own 49 per cent share of the oilfields in question to help supply

the UK market.

(b) Most of the remaining BNOC crude is sold to companies on forward
contracts. BNOC has no refining capacity and has to make forward arrange-
ments to dispose of it. The current distribution is 35 per cent to the UK

and 65 per cent abroad (35 per cent Europe and 25 per cent North America).
Some of the forward contracts expire this month, and some in September,

but the bulk are till December and BNOC would need to give 3 months notice

if it did not intend to renew. BNOC has, however, put a 'force majeure’
clause in all its contracts which explicitly givesthe Secretary of State for Energy
the power to require immediate cancellation. Given the present supply position
the exercise by the Secretary of State of such a requirement would be likely to
excite international protest. But BNOC is confident that such a step would not
be necessary. If the Government told BNOC to ensure that the great bulk of

'BNOC o0il' was retained in Britain (or at least an equivalent amount of lower

quality crudes required for our own refinery balance) this could be achieved.

In anticipation of this, BNOC has taken some steps in its contractual negotia-
tions - for example, telling companies that their BNOC sales contracts may
not be renewed if equivalent volumes are not available to the UK and by
biasing its contracts policy towards UK subsidiaries of multinational oil

companies where the UK's powersof leverage are potentially greater.

b. I repeat, the relationship of Governments to multinational oil companies
is very much a poker game. It is a game where most of the action takes
place discreetly and is incapable of external monitoring. S ome of our
neighbours, especially the French, are experts at it, With North Sea oil,
BNOC, the participation agreements, etc., we go into this poker game with
very strong cards - even if we may not be very experienced players. Given
North Sea oil, UK public opinion will expect to see adequate treatment of the

UK market. This can be achieved but the Department of Energy and BNOC would

need to know what is expected of them.

T I am sending a copy of this minute to Sir John Hunt.

5 June 1979




BNOC*S ACCESS TO CRUDE OIL

1979 & 1980 (Est)
@Llioﬁ)‘barrels per dey)
‘/7 ousara

vwwﬂ'Lb p——

88 93 97
262 307 300
her purchases” 75 75

_._n.,m__+...*’- [15ﬁ35 [165] [165]

L

580 640 637

190 185

T70 825

Either through transfer from NCB thraugh nuvchaae, eg from Burmeh, BNOC

I-J...

holde a straight equity interest in some rth Sea oilfields.,
0il received under the 51% partic ipation policy

BNOC has agreed to purchase the oil of a number of companies, usually small

ones, who do not wish to retain it themselves, eg. Charterhouse, Ultramar
and Burmah.
HIIG has the right to take its ‘?14 royalty in cash or in oil. As en
] it is teking it in kind from some fields umtil the end of 1979,
for the year 1980 end shown net, ie. the amount incremental 4o
Tﬂjilt" case,
ticipation agreement with BP BNOC keeps 12% of its participation
back the remaining :95 to BP, which in exchange supplies
equivalent amount in value from elsewhere (normally heavier
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You have had a minute from the Secretary of State for Energy (dated JL

315}/Mzﬂ/abuut fuel stocks at power stations, in which he points to the danger of 5}6

the power stations entering next winter with inadequate coal stocks (with all that

—_—

implies for the NUM) and to the limitations (notably but not exclusively transport

limitations) of putting the situation right. I understand that the Minister of

Transport is likely to minute you shortly explaining the problems which the

railways face in handling extra tonnages of coal (shortages of diesel fuel, a high

"outage' of diesel engines reflecting industrial disputes which have held back the

maintenance programme and a shortage of trucks and of guards for goods trains).

There is also correspondence between Ministers (which you will not have seen) on
the question of importing coking coal for the British Steel Corporation. And of
course lying behind all this is the shortage of oil and the need, both in our own
interests and to meet our international obligations, to reduce our use of oil next
winter to meet the 5 per cent IEA/EEC target.

2. In short, Mr. Howell's minute reveals the tip of a fairly large iceberg and
where, to mix metaphors, Departmental interests do not altogether coincide. 1

suggest that there is an urgent need for an agreed factual appraisal of the energy,

and particularly coa}:{ supply situation over the next 12 months, the scope for action

and a realistic display of the options, As a number of Departments are concerned

(Energy because of its general responsibilities, Industry as representing the main
industrial consumers including the BSC, Trade because of the import aspects,
Scotland because of its responsibilities for electricity supply in that country and its

political concern with North Sea oil, Transport because of the physical ability to

move coal - and perhaps to import it - E._s emerging as a major potential bottleneck,

the FCO because of the international implications and the Treasury because of
financial aspects), the simplest course would be for the Cabinet Office to convene an
interdepartmental working group charged with producing the kind of report I have

outlined. If you agree, and because time presses, we could ask them to report

7

within ten days or a fortnight.

5th June, 1979
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he saw velue in my tackling other Gulfl producersa
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CONFIDENTIAL

Foreign and Commonwealth Office

London SWI1A 2AH

4 June 1979

DSM gw,

Call on the Prime Minister by the
President of the European Commission on 21 May, 1979

In your letter of EIPEQQ you asked for advice on how a study
could be initiated on the¥bargaining position of the West, and of
the EEC in particular, wvis-a-vis OPEC in any forthcoming negotia-
tions on o0il prices and supplies.

Officials are preparing a note on this subject, which I shall
then forward to you and to the Private Secretaries of other
departments concerned. If the Prime Minister and her colleagues
agree with the note's conclusions, they could be reflected in the
briefing on producer/consumer contacts both for the European
Council meeting at Strasbourg and for the Tokyo Summit.

The Prime Minister may meanwhile like to know that officials
have over the past three months been doing some preliminary work
considering the basis for producer/consumer contacts and the
objectives which the West in general, and the UK in particular,
should set themselves. We have so far concentrated on:

(a) studying the medium term outlook for the world
energy market, with special emphasis on oil
production and prices. I attach a paper, which
was prepared by the FCO, Treasury, Bank of
England and Department of Energy officials,
and which has been submitted to Ministers con-
cerned in these Departments;

seeking the views of our main partners on
medium term prospects, and making sure they
are aware of our thinking. We passed an
earlier version of the paper - written before
the Iranian revolution - to the Americans,
French and Germans, and we have now instructed
our posts in these countries to hand over a
suitably bowdlerised version of the present
paper,

defining the objectives of the developed
consumer countries in any dialogue with
OPEC. Some preliminary work has taken
place within the IEA and EEC, and work will
continue. The note by officials will set
out our present conclusions;

B G Cartledge Esq
10 Downing Street
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(d) trying to define OPEC producers' objectives,
which will probably continue to be to
resist negotiations on energy alone (and
especially on oil prices), to seek a wider
agenda covering trade and aid issues, as
during the CIEC negotiations, and generally
to blame consumers for the world's energy
difficulties.

The Americans have hitherto taken the lead and traded
heavily on their special relationship with Saudi Arabia. But
this relationship is not what it was. As regards producer/
consumer contacts, some of our partners are in favour, others
are pessimistic about the West's bargaining position; the
Americans have been very negative though there are signs of
change, The producers may not agree to any talks except on
their own high terms, though there are differences of view
between them which we might be able to exploit,.

Before any contacts, let alone negotiations take place,
therefore, it will be vital to concert the West's bargaining
position., Once we have done our homework, we could press
for coordinated Western (and Community) research on our bargain-
ing position in negotiations. But the timing and tactics will
need further consideration,

We have made enquiries about the CIA paper of 1976 and
will send you a copy as soon as it can be located.

I am sending a copy of this letter to the recipients of
yours and also to the Private Secretary of the Chancellor of
the Exchequer in view of the fact that the Treasury have been
closely involved in the work on this subject and chaired the
interdepartmental group that produced the paper I have enclosed.

Youss 62

(P Lever)
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THE MEDIUM TERM PROSFECT FOR TID X1D E GY MARKET: IL I 25, OFEC SURPLUSES
AND THE WORLD

SummaTyY

m——

This is & report
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is that no surprises wi occur before 1985. Judging by recent experience,
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impossible to predict with uny certainty, for a varliety of reascns. The first

major set of uncertuinties concerns the path of the real oil price: different
paths can have warkedly different effects on the world economy and yet arrive at

the same price in 1985 Secondly, various uncertainties surround the 1985

world energy balance. demand for OPEC oil depends on, among other factors,

the extent to which cne form of energy can be substituted for another, the

P
success or otherwise of conservation measures (especially in the United States),
the rate at which nuclear energy develops and the net balance of -.’.:Ilrl::.::uuiut energy

trade with the rest of the world. The supply of OFEC o0il also poses difficult
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Introduction

11« In the years uahead, + availability and cos energy supplies

increasingly crucial influences on the world economy. The world

o

has changed dromstically in the past year. In earl) 78, OFEC was

s

at & rate of 29 million barrels of oil per day (mwbpd) of which Iran coptributed
about 54 wbpd. Saudi Arabia had spare capacity of about 3 mbpd, stocks’were

high and the North Slope of Alnska ar w North Sea were adding to the world's
productive capacity at a faster rat L ha ] inerease in demand. As a result,

the nominal oil

rice hod tiear ; } yeginning of 1977

cil price was declinin The Ir Hr i brought with
in the oil murket. Iranian production wi rreatly reduced
of the year and expo ; ceased altogether early 1 1979,
Iranian exports h i :aumed . 8 much re ed level)

& '
very tight.

close to meeti

l t heres
iy Lthere

capacity.

12« The outl the next couple of years 1s very uncertain The

agibilities from & reasonably satisfactory
that -

rasures Flp_’_:'i'f'-J by count ;".. en

- ’ o .
Energy Agency (1EA ] e really effectlive, BAYINE

offsetting the effects of €} Iranian shortfall.
1 will gradually creep up
{iii) If Iranii sroducti fails to achiove that level,  Saudi Arabia

will once more he g to allow Aramco to produce more than the

ceiling (as in r of 1978-79).

{iv) Other UFEC producers, i Irag, will also produce more

than they did

The combined effect of : agsumptions could produce a surplus inlthe oil

-

% O .
market (though probably not a large one, and probably not until 1980), with

a correeponding stability in contract prices
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o o level below the OFEC of i
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each of these

jervation exercise muy not prevent demand expanding.

by renewed unrest.

ght also cut back production.

The result " thea ruative assumptions in combination would, almost

certainly, L1 r oaharp increases in prices and serious disruption of CECD

; ¥ e . :
industriea 979-80. ¢ mhould have A second major energy

eripsis on our handua.

1, The wost likely outcome lies between these extremes. Our best estimate is
that the market will remain tight, and that the ice of oil will increase in
the course of the next few years at least in line with the prices of OECD
manufactures. This increase may not be a steady one, but we hope that serious

disruption of i 6 11 be avoided.

of

Under regular de tmental arrangements reports are produced

"

to time on é tuation:= :

paurtment of Enerpy o he world oil posit]

FCO on political opnenta

Treasury and the Bunk of England on the impli

events in the oil market and in 7 > il | the world economy

These three departments he } it might be helpful
Ministers chiefly coucerncd to gee a paper which attempted to step

the current position and consider the outlook for the oll markets'hnd

economy in the medium and longer term. The year 1985 has been chosen as o focus,

i

for convenience. The tt sect his paper sets out & sories of calculationas
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sharply. On quite ausib ssumpt i ) e willingness or ability of

the Gulf States to produ or about poli i stability in other QOPFEC countries

mich ag Migeria and Lib nviad ] : supply could be reduced in
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2b. 5o much thie market situation in and before 1985 and its poss
implications e 91l price Price decisions by OFEC will not, ho
sutomatically follow the market Even though OFEC prices are at g

some diparray es members move independgntly to exploit the tight market, the
organisation has shown in the past that it can set higher prices and make them

stick eyen when murket pressures would not support an increase. One reasscn why
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much higher than is normall qui an i I larger part of any veriations
in demand resulting from Lh 5 ! il 1 £ A a result OFEC
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pore willing than |} co-operate in restraining productioh as a

way of maintuining proscure 1 1§ ic and that the Ssudis may be less

willing to nct as
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rate of GNP of 16.0% with per capita income pgrowth of 13, %% pP.a. and industrial

|
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To: MR STOWE

From: ©SIR KENNETH BERRILL

f\}a.
OIL SIIF'L.YJ(
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¢ [Vl ’ i : “yi—
1. The Secretary of State for Energy's minute to the Prime Minister of .::-n-"‘"—ll

25 Mavy on Oil Suppl erhaps understates the problems inherent in the
Y PPLY P P p

current oil supply situation, which could well become much more acute

(6

next winter. I therefore attach a draft minute raising a number of points,

——

which, if the Prime Minister agrees, you may wish to include in a reply

to the Department of Energy. o LJL.J- l:.uc.-ﬂg I.-.._.n--ﬂ
wl"‘.ﬂ- ""u""-t r.’_p.-,«w
(I _,_,iﬂ-"

I-../{_-cf-*- A o La b4
;JI-—I-*U
£. There is no obvious reason why the OPEC oil producers should turn | ole o~
-
up the taps to meet the current shortfall in supplies. Nor is it likely that {V“‘-"“""
ALz
IEA members collectively will be able easily to achieve their objective of
T Ty

a 5 per cent reduction in oil demand, let alone a further reduction beyond that, (s AA

Few other IEA members enjoy even our own limited flexibility to switch from 42=

oil to coalburn at power stations or to increase indigenous oil production by, ‘5'
— — f"'" Ic.l 5

for example, relaxing gas flaring controls., The shortages are not likely to
__—-'.

disappear in the short term; they could become much more severe. Par

3. The Government will find it politically very awkward if just at the time

we are reaching oil self-sufficiency we have not used the leverage we have
—— ——

over the oil companies and the direct access to oil which we have through BNOC

e

to ensure adequate oil for our own needs(after having fulfilled our IEA and EEC

obligations). Judging by past experience, eg in 1973, and current straws in
the wind this is not likely to happen automatically. The international oil

comnpanies are likely to wish to apply a policy of equality of misery amongst
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all countries and disregard the fact that the UK is now a major producer.
But the prospect of future licencing rounds and other factors give us a
powerful weapon for ensuring our needs are given priority. In this context
it would be prudent to ensure that the study commissioned by the Prime
Minister on BNOC looks carefully into BNOC's role in securing oil supplies

in tight situations.

4. The companies may also have more room to give priority to certain

classes of customer, eg farmers, industry, hospitals, than they admit.

5. Iam sending a copy of this minute to Sir John Hunt.

1 June 1979

M Flay L
Mg Depaimah

91-»1_ Thea "

erhoned A




PRIME MINISTER

FUEL STOCKS AT POWER STATIONS

L
Power station coal stocks fell more sharply than usual last {ﬂ

winter and greater use of coal in place of o0il this summer will

——

restrict the normal summer stock build. Even if the programme

—

for record levels of coal movements to power stations this summer

is achieved, the CEGB expect to go into next winter with under
16 m, tonmes at power stations - some 3 m. tonnes below last
year's level, and to end the winter with only 10 m. tonnes -
some 4 to 5 m. tonnes below the level of recent years. 1
accordingly propose to discuss with the CEGB and the NCB the
scope for increasing coal stocks.

—— -

The CEGB cannot save coal by increasing oil burn because oil
supplies are very tight. Moreover, the reduced oil burn and
increased coal consumption this year provides most of our
contribution to the international o0il saving programme. Clearly
however if the CEGB can lay their hands on some extra oil for
stock they should do so.

The main possibilities for rebuilding power station coal stocks
appear to be:-

increased coal imports. Some 24 m. tonnes of

Australian coal will be imported thie year in any

case, Rallway capacity may limit any additional
gquantity to about 1 m. tonnes, though we believe that

with a sustained effort this could be increased to
2 m, tonnes of additional imports:

increased gas burn. An extra 1 m. tonnes or more of
coal can be saved in this way; Dbeyond this savings
of up to an additional 2 m. tonnes could be achieved

at West Thurrock - but the coal displaced could not




I

at present easily be diverted elsewhere because railway
capacity is already stretched by the existing coal

delivery programme., Nevertheless this poseibility will
be kept in reserve;

use of coking coal. Perhaps up to 2 m. tonnes might be

used but, again, the main constraint is likely to be
existing pressure on the coal handling and transportation

system.

I intend to discuss with the NCB and the CEGB what really is the
maximum achievable with each of these measures, but together they
may enable us to secure a substantial improvement in stock levels.

The coal industry will be very sensitive to proposals for extra
imports. We must therefore be very careful about the presentation
of any action that may be taken. The chief points are:

a) Action to build up coal stocks before the winter should
be presented as a natural consequence of the world oil
crisis and thus in accordance with our international
commitments made in March to reduce o0il consumption.

We shall need to reassure the coal industry by stressing
the short term nature of the measures, while publicly
acknowledging the vital long term role of coal.

c) Sympathetic treatment now of the dispute between BSC and
4 the NCB on coking imports would be crucial in this
context.

I am sending copies of this minute to the Secretary of State for
Industry, the Secretary of State for Employment, the Secretary of
State for Scotland, the Chief Secretary, the Minister of Transport

and Sir John Hunt.
Hu
‘,.1,

Secretary of State for Energy,
Dl May 1979.







MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WHITEHALL PLACE. LONDON SWIA 2HH

The Rt Hon David Howell MP 31 May 1979
Department of Enerpgy
Thames House South

Millbank
' [
Ii { e

London SW1
g
OIL SUPPLIES FOR FOOD PRODUCTION AND DISTRIBUTION

I am pnaturally very concerned about the prospects of maintaining
supplies of fuel to farmers, [lishermen, food processors and dis-
tributors whilst the oil shortage lasts.

Your H;partuent and mine have been operating arrangements under

which food producers (including, of course, the farmers and tish-
emen}'-"md fdod distributors, who have difficulty in petting enough
fuel, send the details Lo our officials who then approach the oil
companies on their behall.

There have been signs during the last two weeks that when under
pressure these arrangemcnls certainly begin to creak. We have
had ﬁmpl.es of farm co-operatives being devoid of their supplies
at'n;ﬁhﬁk time of usage . - Last weekend milk tanker operators
were in a situation where they were about to leave milk on farms
which would have to have been poured away and it was only at the
1ﬂ:5t- moment we were able to scrape together enough to keep these
particular lorries going.

In 19?5}”& yon' will know that the then Government gave a very high
priority to food production and distribution and, 1 must confess,
that my own experience at that Lime was that the oil companies

could not be relied upon to put the national interest before the
chance of making bigger prolits, and for them to give the priorities
the national interest demandcd a preat deal of prodding was requi red,

I am very concerned that at a Lime such as harvesting, and in the
cﬂqa"fﬁf the fishermen at peak periods for lishing, either Lhe sup-
plies will not be available orsupplies will be offered al a very
= ok hiﬁ.:@r.'miun on normal prices, i1 Lthis is so the effecl on Tood
~ produetion and distribution could be serious.

1 hope/...




pe, therefore, you will be prepared to put it to the oil
es that they must allocate their reduced supplies in
as to assure food producers and distributors that
receive the fuel that they need at normal market
rices, I think they should also be warned that a failure to
'%-‘ﬁ'?UUIlI{Hrin; an understandable public demand for both
and compulsory allocation.

B T'ing copies of this letter to the Prime Minister, the
ancellor of the Exchquer, the Secretaries of State for Scotland,
Wales and Northern Ireland and the Secretary of State for Industry.

PETER WALKEH
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10 DOWNING STREET

From the Private Secretary

MR. VILE
CABINET OFFICE

I attach a note on the points which the
Prime Minister made when she visited the
Department of Energy on 18 May. The note
was prepared by the Department of Energy,
though I insisted on several drafting changes.
It is being circulated only to Senior Officials
in the Department of Energy and to you, because
the Prime Minister specifically said that she
did not want any minuting.

T. P. LANKESTER

31 May 1979




SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH

MIL

K LONDON SWIP 404

TEL: 01 211 6402

TP Lankester Esg

Private Secretary to the

Prime Minister

10 Downing Street < | May 1979

D?‘*:TL“'I

As promised, and with apologies for delay, I
enclose three copies of a record of the points
made by the Prime Minister in discussions here
on Friday 18 May.

P

John Arnott
Private Secretary




PRINCIPAL POINTS MADE BY THE PRIME MINISTER ON HER VISIT 10
THE DEPARTMENT OF ENERGY: 18 MAY 1979

.m
The Prime Minister expressed the view that cuts in consumption
incurred through or on behalf of international agencies could not
be top priorities for the UX. I was much more iuﬁbrtaﬁf to maintain
adegiate supplies of fuel to kee> industry going. ©She was very
concerned that a blanket figure »f 5% could not take sufficient
account of the circumstances of individual countries. .

Turning to the North Sea she enqgiired about the causes of the decline
in oil exploration activity. As to the right balance of incentive
and complusion for future policy, she felt that there was a real
risk that excessive regulations *egardless of coutervailing
incentives would have a damaging effect on confidence.

Coal

The Prime Minister asked what could be done about the £300 million
loss which the NCB expected to meske this year. She recal%Fd that “
Gove-nment's relations with the NCB for so long as she could rememb:or,
had 'argely consisted of a succession of write-offs. 5She asked how
much s pit hed to be losing before it could be closed, and expressed
conf dence that many miners would be happy to accept closure

prov: ding that they were given generous terms of redundancy. The
Rhonc da was cited as an area where extensive pit closures had not

prev: nted advances in economic prosperity. She had great difficulty
'in s eing the money which, over the years, the Government had put

into the coal industry as any kind of serious investment proposition;
the ikelihood of a return remained remote. Over the time in which
she ad knbwledge of the industry, agein, it had invariably been

prom .sed tha? a ﬁ‘n more years of investment would see the industry
into the blnti} it the improvement had yet to appear. She therefore
questioned thelﬁfﬁdul of the massive investment programmée which the
NCB were cuyrep$lysembarked on. Moreover, on environmental grounds,
she was.unhappy with the proposed Belvoir development.




" . Electricity L
On fuel stocks for the coming winter generally, she nofed that should

there by any difficulties in supply we would have need of maximum’
reserves and flexibility. As a contribution to this we should have
more dual-fired power stations. If the winter should be a difficult
one, it would be absurd not to have takem every possitde step towards
securing alternative supplies. The decision of the previous
Government to burn an additional 2 million tons of coal at the

power stations this summer would make us more vulnerale to coal
shortages. She suggested that the CEGB should consider imports

on a significant scale in order to increase stocks, though she
appreciated that the attitude of the NUM could not be ignored:

The Prime Minister said that she had never been able to see the case
for further re-organisasion. She was against it because it tended
to absorb energy which could otherwise be applied to the real tasks of
the industry. The change which was needed was to inject some
competition into the field. She recalled that the Conservative Party
had suggested many years ago a structure of regional power boards,
rather than a centralissd industry, and remarked that she felt it whuld
be highly beneficial if the coisumer could have the option of buying
surplus electricity from any producer - such as a local manufacturer -
who might happen to have excess production, rather than being tied
to a national monopoly. In preference to a re-organisation of the
industry, she would like to see fairly small changes to open it up
to compecition. She wondered whether it would be possible to add
something to this @nd to the Competition Bill which is being prepared
by the Trade Secretary at’the moment. (The Secretary of Stete
undertock to look into this).
de .
She asked Why #Me industry had decided to move from 500 mw to
660 mw setw. it seemec that teething problems with the 500 mw
sets had only ‘Wecently been overcome: would it not hawe been better
for the (?G%ato persevere with these sets rather than take risks
with still larger ones? She zl1so expressed surprise thet more
attention had ndtkbaen given to the relatively high losses in
9. plectricity proddction. '
' B

>

R o BF
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.Huclear _ . y
The Prime Minister said that she believed that we would only come close
to solving our problems in energy supply when we had a substantial
contribution to overall supply from nuclear power. She was confident
that UK engineers would not cut corners I a way which ‘could expose
us to incidents of the kind which had taken place at Three Mile
Island. She noted with regret that the French programme m fast
reactors had overtaken our early lead in the field. Sﬁa noted that
the Government was committed to a major public enquiry ‘on the
CDFR but would like to see the project move ahead ac fast as possible
within that constraint. She noted the desirability of enguring that
all ergineering problems were fully worked out before relevant
construction work commenced, as had not been the case in the first
AGR programme.,

She felt that all of those concerned should be making great efforts
to present nuclear power to the public in a positive light. BShe
commerded a lecture in which Sir John Hill had remarked that a
critical analysis of the use of coak as a fuel, had it b®en performé&
before the exploitation of coal became common-place, would certainly
have condemned such a dangerous and messy power source. If we

were to have adequate supplies «f energy for the future this
re-ascurance by tbe Government cf the need for, and fundamental
acceptability of, nuclear power was essential.

On nuclear waste, she remarked 1hat she had been concerned by tae
volume of material which had to be dealt with. She hoped that
some more effizient way of deal:ng with these large volumes cou'd

be foundw .

S g
Gas. -
The Prime Min¥s#er hoped that the price of gas would not be increased
for re :asons % energy policy alone. BShe noted that the new Govi.rpment
hac inherited a great many inflationary pressures which would h:ive
to be allowed to work their way through the system. She would ot
wish to gee unnucl;sary additions to these. '

o
we,

* - ;."'ht,, Pr:.qe rﬂntw made clear that she saw no 'mlua in hmrinq.anuther




commercial oil company. She noted tHet BNOC's existing contracts

and commitments - which would have to be respected - quosed
restraints on a radical restructuring of BNOC. She saw no advantage
of introducing a private equity interest to BNOC, making it more like
BP, and would prefer to dismember it. The cquity interests could be
sold off, subject to ary fettering requiyed to refain #n appropriate
UK share in the UKCS or to retain Government control. She was not
convinced that having oil in the hands of BNOC put the Government

in any stronger position in evading EEC restrictions than Would
obtain in the absence of BNOC. S

International Negotiations
The Prime Minister ssid that the UK should take a tough line in

international negotiations on energy issues. It was essential
that the nationesl interest should be protected.

31.5.79
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10 DOWNING STREET

From the Private Secretary 29 May 1979

International Energy Agency

The Prime Minister has seen and taken note of the
Secretary of State for Energy's minute of 25 May,
summarising the outcome of the I.E.A. Ministerial Meeting
which he chaired on 21/22 May. The Prime Minister was glad
to have Mr. Howell's account of this meeting.

I am sending copies of this letter to the Private

Secretaries to other members of E Committee and to Martin
Vile (Cabinet Office).

B. G. CARTLEDGE

W. Burroughs, Esq.,
Department of Energy.
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PRIME MINISTER

OIL SUPPLY

Despite the resumption of o0il exports from Iran at about two-

——

thirds of the previous level, world oil supply is currently
QEEEELE about 47 below the level of normal demand. Moreover,
normal channelgfof supply are being by-passed to a growing extent
by producers, thereby increasing uncertainties about future
supply and hence demand by companies for any marginal guantities
available on the open market. The inevitable result has been
swiftly rising prices: term prices for crude oil are now 254 =
507 up on prices at the end of last year and spot prices for
crude and most products have doubled.

Over the first 6 months of this year, the major companies
operating in the UK expect their access to crude and product

e
supplies to run less than 1¥ below last year's levels. Un-

constrained demand this year has, however, been up 5% - 6% on
last year (first quarter figures). Stocks were drawn down in
the first guarter to meet this demand; and the prudent need

to rebuild stocks, with an eye particularly to next winter, is
increasing the gap between demand and supply now. g a result

almost all major oil companies operating in the UK are restricting

supplies into the market, at best at 100% of last year's level
and in some cases down to 807.

In short, the overall shortfall in UK supply is in line with the
general world situation, ie. it is serious, but not critical.
Effective demand constraint to the full extent of the 57 to
which Member States of the International Energy Agency are
committed would reduce the gap between world supply and demand

to negligible proportions. But the supply position of indiwvidual

countries and companies is uneven. In the UK, this is reflected




Contd/2.

in the more severe allocation cuts being imposed by some

companies. It is this uneven effect which is giving rise to
most concern and demands for further Government intervention
from both sides of the House.

While companies are operating their own allocation schemes, they
must treat all their customers equitably, or risk legal action.

This inhibits them from giving priority to any particular classes
of consumer (though there has been some informal response to the

need to cater, for exémple, for the late spring sowing needs of

farmers). It is open to us to invoke powers under the Energy

Act 1976 to relieve companies of their contractual obligations

and establish priority needs. But such a system canmot work
successfully without re-allocation of supply also between companies.
To mount the full-scale Government directed oil allocation scheme
(the counterpart to which would be petrol rationing) would be a
major Government intervention which I do not recommend. There

is reason to suppose, for example, that such a Government directed
gsystem might divert away from the UK part of the supply which

might otherwise have come here. The major oil companies, with
whom we have discussed the situation, do not recommend Government
intervention on the supply side.

What is needed is demonstrable commitment to demand saving, with
the public sector giving a strong lead. Action on this is in hand

and I will make further recommendations as necessary. This
effort must form part of a coherent long term programme for oil
conservation and optimising our use of our indigenous oil.

Colleagues are likely to find it necessary to comment on the oil
supply situation this week-end. 1 suggest they speak to the
points in the attached note.

I am sending copies to this minute to Cabinet colleagues including
the Minister for Transport and to Sir John Hunt.

G Mo M
Secretary of State for Energy, e

2 May 1979.




THE UK OIL SUPPLY SITUATION

SPEAKING NOTES FOR MINISTERS

1, What is the UK oil supply situation?

Supplies to the UK in the first six months of this year are expected to

be at much the same level as in the first six months of last year. DBut due
to the hard winter, demand this year has been running at about 5-6f more than
last year and this has left us with low stocks which need to be rebuilt
before next winter. If the full demand were to be met, we would need extra

supply, and this extra oil is simply not available.

We have a serious oil problem, but not a crisis, This is happening all over

the world.

2. What should pecple do about the shortage?

Everyone must cut back on their consumption of oil. We need to save at least

r

JE& of what we had planned to use this year. The country has joined its

partners in the International Energy Agency and in the EEC in a commitment

to make these savings; it is vitally important that they are achieved. If

they are not, prices will continue to rise and many people will go short of
oil.

For its part, the Govermment is cutting back on the consumption of oil in the

public sector and in the use of oil for electfzéity generation. Everyone else,
———e

whether in industry, commerce, or as a motorist, must contribute. This may

mean cutting back on some services so that essential services can be main—

tained.

3. What is being done to share out supplies?

In order to make available supplies go round as fairly as possible, and in
order to rebuild their stocks, the o0il industry is operating an allocation
system. Consumers should adapt themselves to their allocation and put it to
the best effect; all unnecessary uses of oil should be cut out,




Why is the effect on consumers uneven?

Some suppliers have been harder hit by the world supply shortage than others.
This means that their customers may be getting less than others. If everyone

cuts back these problems should be reduced to a minimum and be within the

capacity of the industry to solve. The industry itself has not suggested b4

Government intervention on the supply side.

5. What is the Government doing about it?

The Government is committed to effective demand constraint, which is the

way to bring supply and demand back into balance. Flans for rationing exist »4

but their introduction would not produce any more oil. No other country

has found it necessary to take this step. The Secretary of State for Energy
has made it clear he expects all parts of the public sector to account to

him for achievement of 5% demand constraint.
. Why are we not protected by the North Sea 0il?

The maintenance of normal trade patterms with our trading partners is as

much in our interest as it is in theirs. This is an international problem,
which needs an international solution. In any case, to get the right balance
of products, and to operate the refineries in an economic manner, we need

to import oil which is cheaper than our own North Sea oil.,

T Can BNOC help to direct supplies our way?

BNOC has been asked to help our refiners as much as they can; but the

Corporation must, of course, honour its commitments to our trading partners.

oy
8. Will we have to share UK oil with others if the situation gets worse?

If the oil sharing arrangements in the International Energy Agency are

introduced, we might have an obligation to make a contribution to others, or

a right to a supply from them. That is the essence of fhe commitment into

which all parties to the International Energy program entered.

Department of Energy (OP(H))
25 May 1979







CONFIDENTIAL

INTERNATIONAL ENERGY AGENCY -
MINISTERIAL I ING 21/22 MAY.

As energy will bulk large at the Tokyo Summit you may like

=11 = M ! &

to know the outcome of tbe IAH Ministerial meeting which I
e ——— - Prp— "

chaired. The main points were:-

the world oil situation is very
situation is likely to
80. Particular concern about

—
the large and rapid 1increase in crude oll and
product prices. Ministers reaffirmed the need
for effective implementation of the already agreed
reduction of E:_l? 0il demand and recognised that
measures to reduce demand will also be necessary
for 1980. It is left to Member States to decide
on appropriate measures including pricing policies,
strengthened voluntary programmes or mandatory
action if necessary. I made it clear that we did

not favour the last

Complete agreement - even from a country like Austria -

*hat the world cannot do without nuclear power. To

acrleve the necessary nuclear programmes everything

possible must be done nationally and internationally

to overcome safety, waste disposal and non-preoliferation

q e

problems and to inform the public of the results of

this work.

Ministers adopted principles for IEA action on coal

designed to increase both production and consumption
very substantially. This is mainly a question of
bringing the big coal producers like the USA and the

big energy importers like Japan together. But the
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Contd/2.

UK will benefit from effective

pressure on limited oil res

am sending coplies of this minu

committee and to Sir John Hunt.

secretary of State for Energy,

1979







From the Private Secretary & 21 May 1979

%(’m.
Call on the Prime Minister by the President

of the European Commission on 21 l'ay 19,9

wlt

|

The President of the European Commission, Mr. Toy
Jenkins, called on the Prime Minister at No. 10 today at
12 noon. Mr. Jenkins was accompanied by Mr. Tickell;
Mr. Michael Franklin (Cabinet Office) was present.

I enclose a copy of my note of the Prime Minister's
discussion with Mr. Jenkins. I should be grateful if you
would ensure that it is given the restricted distribution
appropriate to Prime Ministerial records.

You will note the Prime Minister's reference to the
need for co-ordinated research on the bargaining position of
the West, and of the EEC in particular, vis-a-vis OPEC in any
forthcoming negotiations on o0il prices and supplies. I should
be grateful for advice on how such a study might be initiated,
either nationally or within the Community framework. I should
also be grateful if the CIA paper produced in 1976, to which
Mr. Tickell referred, could be identified and a copy sent to
me for the Prime Minister's information.

I am sending copies of this letter and enclosure to
Garth Waters (Ministry of Agriculture, Fisheries and Food),
Andrew Duguid (Department of Industry), Bill Burroughs
(Department of Energy) and Martin Vile (Cabinet Office).

\

Toes e,
Vpolactiny

Foreign and Commonwealth Office.

Paul Lever, Esq.,




FRIME MINISTER

I attach notes setting out the main issues, with an
indication of their possible timetable, on which I
expect early collectiwve discussion will be necessary.

e —_—

You may wish to have a brief discussion on some of
these when you visit the Department on Friday.

I am sending copies of the note to Geoffrey Howe,
Keith Joseph, Lord Carrington, HMichael Heseltine,
John Nott, Jim Prior, George Younger, Nicholas Edwards
and Sir John Hunt.

/f

!
/| A
( / / 7

Tl

Secretary of State for Energy
/6 yay 1979




CONFIDENTIAL

INTERNATIOINAL OIL SHORTAGE

As a result of the Iran crisis the world oil situation is
extremely tight. There were little or no oil exports from Iran
between Christmas 1978 and the beginning of March 1979. Iranian
output has since recovered but is unlikely to exceed about two
thirds of its pre-crisis level - a shortfall of 2 m. barrels per
day or about 6% of internationally traded oil. Some OPEC
countries which had increased output while there were no Iranian
exports are now cutting back to pre-crisis levels. Local
shortages are beginning to appear and more serious ones can be
expected next winter.

2. The member countries of the IEA at the beginning of liarch
committed themselves to reduce demand for oil on world markets

by 5% by an unspecified date. The Buropean Council at its March
meeting agreed that the Community should reduce oil consumption
by 25 m. tonnes or just under 5% in 1979. Some progress has been
made: but the decisions are slow to take effect and it is not
clear that the full reductions will be achieved. The guestion of
continuing demand restraints into 1980 will arise in the coming
months.

3. The UK has been partly insulated from the pressures by North
Sea 0il, but export commitments cannot be redirected into the UK

except in a full emergency, when our obligations under inter-

national oil-sharing arrangements (IEA, EEC) would come into effect.

e

below demand

Supplies this quarter are expected to be about 217

at present prices. Most companies are now alloEE?ing supplies to
regular and contract customers at or below last year's level and
declining to take on new business. Customers without contracted
supplies are finding it hard to get enough at prices they are at
present prepared to pay. The CEGB at the reguest of the Government

is reducing o0il consumption in the six summer months oy 1% to 2 m1 s

—

Tormes and 2 vigorous oil saving campaizm was launched by our

T - —-

-

——r

predecessors throughout the public sector. But further measure:

e — e S - e e S .

—— . - o] -
including fiscal ones may well be needed.
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4. The most serious result of the Iran crisis is that it has
enabled OPEC countries to increase prices substantially. After
taking account of the premia which most OPEC countries except
Saudi Arabia are charging, prices at the end of April were nearly
25% higher than at the end of 19?8 though in real terms only
reqtnred to 1974 levels. Slnce then Iran has increased prices

by a further 60 cents a barrel or 3.6%. This may produce a
ratchet effect and make it difficult for Saudi Arabia to hold

her prices at levels lower than those of the other OPEC producers.
The OPEC increases have not yet been fully reflected in the UK
partly because of the strength of sterling. But further retail
price increases are inevitable. Petrol prices must be expected
to rise by 4p to 5p over the next few months even with no change
in fuel tax.

5. Policy hitherto in both the IEA and EEC has been to try and
tackle this situation by encouraglng 2 better balance between

supply and demand through demand restralnt. But a number of

“countries are now urging the introduction of formal allocation

systems or of new measures to influence prices through Government
action. The UK has been cautious about these suggestions. (We
doubt whether they are either practical or in our interests given
our North Sea oil).

6. It has to be remembered that, though in 1980 we may produce
the equivalent in tons of our domestic oil needs, we have to
export a lot of our light sulphar free oil and import other
prnduceré heavy oil to meet our product needs.




CONFIDENTIAL

REVIEVW OF ENOCC

A guick review of ENOC has been set in hand with the

I ——— $
aim of putting recommendations to linisters in June. The

review will cover all the Corporation's activities: how
far each of them is essential to secure the national interest:
and the compatibility of such activities with a commercial

operation. Urgent consideration is being given to a new

financial Etructurqfseparate from the National 0il Account

(which will require legislation), and the remcval of ENOC's
special position on assignment of licences, The Corporation
should certainly be made subject to PRT (Petroleum Revenue
Tax), a change which the Chancellor could embody in the
Finance Bill together with any changes in PRT that might be
agreed.

2, The review of BVOC will include the future of their
participation agreements with oil companies. It will also

cover possible changes in the financial structure to permit
private ownership and mixed finance and/or the outright

disposal of assets to private buyers.
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COAL STRATEGY AND NCB FINANCES

We expect to submit in mid-June papers on policy for the
coal industry, and on the financial position of the National
Coal Board, which is likely to require legislation in the late
autumn,

2. The changed outlook and steep price increase for oil in
1973/74 transformed the future prospects for coal and led to the
adoption of a substantial programme of investment - some £500
million a year - designed to reverse the industry's preégéus
Egg}}ne. Current energy forecasts confirm the longer-term need
for a larger, more efficient coal industry at which the investment
programme is aimed, but suggest the possibility of exportable

= luses in the medium term. Substantial cost increases,
aggravated by légggg*}ggﬁ_iéeping in production old and uneconomic
collieries and the burden of unfructified investment costs, have
eroded coal's competitive advantage. The NCB's current five year
plan forecasts large losses and heavy reliance - some £375 million
in ?9/56_after a second coal price increase in the summer - on
public expenditure throughout the period with substantial claims

on the contingency reser?e:EEﬁEL_

3« A review of the industry's present planning objectives
and its financial position is in hand. Decisions will then be
needed onhﬁfgsfal coal stratggy on measures to set the industry
on the road of financial viability the future financial regime of
the NCB and statutory powers of grant aid to the industry, and
the handling of a number of specific problems, such as the heavily
loss-making coalfields. These include South Wales, on which there
“1s a published report which the previous Secretary of State
prepared in conjunction with the Board and the mining unions,
under the tripartite consultative arrangements set up by the
previous Administraticn. The future of these arrangements also
needs to be considered.




CONFIDENTIAL

ORGANISATION OF THE ELECTRICITY SUPPLY INDUSTRY

The last Government prepared a Bill to set up a new
Electricity Corporation in place dF—EBe ElEctrlclty Council,
the CEGB and the 12 Area Electricity Beards in England and
Wales, and to provide for the intermal siructure of the
industry below the main board of the Corporation to be
determined in future by secondary legislation. The Bill was
published but not introduced; it was however the subject of
"pre-legislative hearings" by the Select Committee on
Nationalised Industries last year which highlighted a number
of controversial features of the proposals, but endorsed the
general framework and argued the need for early legislation.

2. Decisions are required on whether or not to proceed with

—

the reorganisation of the industry and, if so, whether on a
centralised or devolved basis., A report on this including the
legislative implications will be submitted as soon as possible.
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PROSPECTS FOR THE TURBO-GENERATOR INDUSTRY

An early report will be submitted on the prospects and
scope for early rationalisation of the two turbine
manufacturers.

2. Related to this question is the allocation by the Central
Electricity Generating Board and the South of Scotland Electricity
Board of the orders for the turbo-generators for the two AGR
power stations at Heysham and Torness which the previous
Government approved. Design contracts, which will in practice
determine the ultimate destination of the manufacturing orders,
are due to be placed scon and the Generating Boards are expected
to consult the Government before notifying the manufacturers of
their intentions. Other Departments will need to be consulted.
Collective discussions by Ministers may be necessary.




CONFIDENTIAL

ORGANISATION OF THE NUCLEAR INDUSTRY

The present structure of the nuclear industry, based on
the National Nuclear Corporation (NNC) and its operating
subsidiary the Nuclear Power Company (NPC), was devised in 1975
and intended to operate as a partnership between Government and
General Electric Company (GEC). The arrangement has not worked
satisfactorily, and changes have been under discussion for tne
last 15 months. There is a consensus that GEC should cease
their supervisory management of NPC, that the present two-tier
structure (INC and NPC) should be replaced by one single Company
directly responsible for all its activities and that the NPC's
management should be strengthened. Other more fundamental
proposals about NPC's long-term role, structure and membership
have been raised but left unresolved. There is an urgent need to
end the uncertainties and settle on a sensible structure which
will meet present and future needs. There will be early
discussions with the parties mainly concerned with the aim of
bringing forward proposals for limited interim changes to
resolve the immediate uncertainties before the Summer Recess.
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THE ROLE OF NUCLEAR POWER

Ministers will need to give careful consideration to their
attitude towards nuclear power. The recent incident at
Harrisburg in the United States has prompted widespread concern
about nuclear safety. However, the general safety record is
good and at present there seems little prospect of our being
able to satisfy, without a significant nuclear contribution, our
future energy requirements, particularly as oil and gas supplies
become scarcer snd increasingly expensive. It will be important
therefore to maintain and develop our nuclear option. But
public confidence will need %o be strengthened in the safety of
nuclear operations.

S Nuclear, in particular safety aspects, and general energy
policy will be reviewed to arrive at a considered and balanced
view. A number of specific issues will arise for decision in
the coming months, though it is not possible at this stage to
say whether or when they may call for collective consideration.
They include policy on the further development of the fast
reactor, possibly under international collaborative arrangements,
and related issues; the choice of licensor for work on a PWR
design for possible introduction in this country; expanded
arrangements for assessing the safety and security of civil
nuclear power, possibly - again - international arrangements
and our position relative to various questions which arise on
Buratom and the competence of the Community.




CONFIDENTIAL

NATIONALISED ENERGY INDUSTRIES PRICING AND FINANCIAL TARGETS

Proposals to increase domestic prices for gas and electricity
by 8 - 9%, and to increase service charges in the gas industry,
are being considered by the Price Commission. The proposals
(together with increases in non-domestic prices, which have gone
ahead) were put forward by the industries to enable them to achieve
their financial targets for 1979/80 (6% on turnover, after
interest, for gas; ‘]_.’Q_?f_nn net assets before interest for
electricity (England and Wales). The Price Commission reports
are due in June.

2. Ministerial decisions to overrule the findings of the Price
Commission and to allow the price increases to go through may be
necessary to allow the industries to achieve their financial
targets, and to operate within their cash limits; there may need
to be a second electricity price increase later this year because
of rising costs (see paragraph 4 below) and lost revenue from %he
o e s e g
current delay to price increases.

3., Industrial coal prices were increased in Eﬂzsg;by 2%5
domestic prices are to go up in the autumn. The NCB's cash

limit set for 1979/80 assumed a further industrial coal price
inerease this summer. The Board now estimate that the additional

revenue required is £133m. requiring an average increase of
about 6%. The most likely date would de lst July. If Ministers
wish to intervene a decision would be needed by early June.

4, A further coal price increase would need to be passed on

in higher electricity prices. The consequential increase would
be about 2 - 3%, if there were no other factors involved, but may
need to be higher (see paragraph 2 above).

Se Decisions will also be needed in the summer in the
nationalised industries' financing and investment review on
measures to eliminate the nationalised energy industries' bids




for additional public expenditure in the years 1980/81 - 1983/84
as a result of their forecasts of higher external financing
requirements. This could involve higher prices for gas and
electricity, colliery closures and reductions in investment
programmes. Decisions on gas and electricity prices will need

to be reflected in the setting of medium-term financial
objectives for the gas and electricity industries, from 1980/81
onwards, which will determine the industries' future price
levels. Energy policy, public expenditure and counter-inflation
will be relevant considerations.
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From the Private Secretary 8 May 1979

The Prime Minister has given some preliminary consideration
to the various energy issues which the new Administration will
have to tackle. She would be grateful if your Secretary of State,
in consultation with interested colleagues, would let her have
an early note setting out the main issues which will have to be
dealt with and also setting out a timetable for bringing them
forward for collective consideration. The Prime Minister has
herself picked out two issues on which she would like reviews to
be got underway as soon as possible: firstly, she would like to
have a review from your Department and th= Department of Industry
on the prospects, and scope for early rationalisation, of the

l two turbine manufacturers; secondly, she has asked for an urgent
review of BNOC and its possible future role. Linked to the gquestion
of BNOC is the future of the existing participation agreements
with the private o0il companies, and the Prime Minister has asked

’fnr advice in due course on what the Government attitude should be
to them - taking into account the point that there appears to be
some doubt about their legal validity.

28 As I have already mentioned to vou, the Prime Minister would
lu, ) Aike to pay a visit to your Department before Parliament rises for
Ik 'the recess; we will be in touch with you to arrange a suitable

'time and date.

I am sending copies of this letter to Tony Battishill (Treasury),
Andrew Duguid (Department of Industry), Tom Harris {(Department of
Trade), Paul Lever (Foreign and Commonwealth Office), Eric Sorensen
(Department of Environment), Ian Fair (Department of Employment), Kenneth MacKenzie
(Scottish Office), George Craig (Welsh Office) and Martin Vile (Cabinet Office).

Bill Burroughs, Esa., T. P. LANKESTER
Department of Energy.
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From the Private Secretary
MR. VILE
CABINET OFFICE

ENERGY ISSUES

The Prime Minister has now considered Sir John Hunt's minute
of 4 E}#/an the above subject. She has made the following comments:
(i) Under the heading of 0il Consumption, she has commented:

"We must try to keep coal stocks at a high level. For

1979/80 that is more important than cutting oil con-

sumption".

The Prime Minister agrees that we must make every effort
to close uneconomic pits.

On fast breeder reactors, the Prime Minister has commented:
"We are committed to an inquiry first. I hope it can be
started soon",

Under the heading of Electricity, the Prime Minister would
like an early review from the Departments of Industry and
Energy on the prospects, and scope for early rationalisa-
tion, of GEC and NEI (Parsons).

The Prime Minister agrees that we need an early review of
BNOC. She has also noted that there appears to be some
doubt about the legal validity of the existing participation
agreements. She has questioned whether this is really so.

On energy prices, she has commented that there should be
no increase in gas prices (she made a similar comment on
the Budget brief). In response to the statement in the
brief that "both the coal and electricity industries will
argue that they currently suffer unfair competition in
their domestic sales from gas'" the Prime Minister has
commented: "Then let them improve their own efficiency”.
She has also commented on the electricity industry as
follows: "There must be great potential for increased
efficiency and competition in the electricity industry.
Also improved research on the inefficient conversion
factor and transmission losses'.

The Prime Minister has noted Sir John Hunt's conclusions on these
various issues, and I will be asking - on the Prime Minister's
benalf - for a note from the Secretary of State for Energy setting

/ out




. out a full list of the main issues that need to be tackled,
together with a timetable for bringing them forward. The

Prime Minister proposes to visit the Department before Parliament
rises for the Recess,

8 May 1979
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PRIME MINISTER

Enerpgy Issues

The free world uses about 7, 000 million tonnes of coal equivalent of

energy a year. About 50 per cent of this is oil, about 20 per cent coal, about
e — ——

EJ_EEI' cent natural gas, about 7 per cent hydroelectric power and about
3 per cent nuclear. Most of the non-oil energy is consumed near the point
:;E production. Oil is the balancing fuel. About 45 per cent of the free world's
oil is produced in the Middle East and 90 per cent of this enters international
trade. ¥

2. With the exception of the United Kingdom, Norway and Canada,| the
industrialised Western countries are all heavily dependent on importetl oil
to maintain their economies. The USA imports 40 per cent of its supplies
and takes nearly EE'"per cent of the oil moving in ;e rnational trade - mostly

from the Middle East. The EEC countries import something over half of

their combined energy requirements, again mostly oil and mostly from the

Middle East. Japan imports _‘Eper cent of her energy - once again mostly
as oil and mostly from the Middle East.

L) The United Kingdom has an especially favoured position among
Western nations in terms of energy supply. By next year we should be
producing as much energy as we consume = though because our oil is mostly
valuable high-quality crude, and two-thirds of our requirements can be met
adequately by cheaper low=-quality crude, we will remain substantial inter-
national traders in energy.

4, The heavy dependence of the Western industrialised countries on

Middle East has become a point of danger, The price-fixing activities of the

OPEC cartel have imposed very heavy burdens on the Western economies and

have threatened the stability of the world financial system. The vulnerability

of the West to interruptions in oil supply has been underlined by recent events
in Iran, But Iran provided only about 10 per cent of the world's oil

consumption. Saudi Arabia produces nearly twice as much,




¥
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CONFIDENTIAL

5.  Apgainst this background energy issues loom large on any Government's
agenda. Internationally we are joined, through our membership of the
International Energy Agency, in a joint effort with the industrialised West
to cut oil consumption, Nationally we are seeking to save energy and need
to devote a substantial effort to the production of our own energy supplies,

6.  As three (coal, gas and electricity) of our energy industries are in
national ownership and the fourth (oil) has a considerable public stake
(BNOC plus the Government's share in BP and the necessary Government
involvement in the regulation, licensing, taxation and control of the North
Sea) a good many energy issues inevitably come to the Government for decision.
The Department of Energy is of course in the lead in these matters but other
Departments, notably, but not exclusively, the Treasury, the Foreign and
Commonwealth Office and the Scottish Office have a locus, and a high propor-

tion of the necessary decisions require to be taken by Ministers collectively.

The following paragraphs describe briefly the main issues which you and your
colleagues may face on energy matters over the coming months,
Issues

7.  Oil consumption: In order to achieve the target 5 per cent reduction

in oil consumption to which we have committed ourselves in the IEA and to
accommodate to a rather similar EEC decision, we have now embarked upon
the policy of increasing the burning of coal in power stations through the
summer months, But our ability to continue the effort next winter is in doubt,

partly because the hard winter has run down our coal stocks and partly because

of uncertainties about coal production - and transport capacity = next winter,

s

You will want to satisfy yourself that continued increased coal burn can be

accommeodated at a reasonable cost and without reducing coal stocks to a

dangerous level (and thus affecting the Government's bargaining position with

the miners). Among other matters this raises the difficult question of coal

imports. An early situation report is needed from the Department of Energy.
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8. Coal: Linked with this is the dreadful financial position of the

National Coal Board (NCB), with a prospective loss of around £300 million in
e s

1979-80. To keep within the cash limits will probably require either cutting
e e — —_—e
back heavily on investment or closing uneconomic pits, together with a

substantial further increase in coal prices in the autumn (perhaps to levels

which affect the NCB's ability to keep its market share). In simple economic

terms the choice is clear, but pit closures will not be easy. Imported coal

——

is substantially cheaper than that of our marginal pits and you will wish to

consider what place imports should have in our economy, A particularly

important case is fuel for the steel industry as further imports of coking coal
— ———e

have recently been the subject of licensing controls. These fundamental

questions will arise naturally over the next few months when the Government
come to consider the long-term coal policy review on which officials are now
working,

9. Nuclear energy: We are at present committed to building two new

advanced gas-cooled reactors (AGRs) and to proceeding with design and
development work on a pressurised water reactor (PWR). The organisation
of the nuclear construction industry is in disarray. There is a general wish
to change the structure of the National Nuclear Corporation, ownership of
which is currently vested partly in the public and partly in the private sectors

and in which GEC have the management contract. GEC were strong

protagonists for the PWR and since the decision was taken to go ahead with
additional AGRs, they have indicated their wish to pull out of the business.
The uncertain future of the industry has led to the loss of key staff and
continuing low morale. You will need therefore to consider quite gquickly
what needs to be done to prevent the industry drifting further and to remove
uncertainties about its future, Decisions are also needed fairly soon on our

policy towards Fast Breeder Reactors (FBRs). In particular a decision is

needed on whether we should go ahead with a first commercial FBR and, if
so, whether it should be built on the basis of international collaboration,

This is likely to be a difficult decision not least because of the great
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uncertainties of what will necessarily be a very expensive project. There
are those who would advocate not proceeding with an FBR at all, relying on
thermal reactors (AGRs or PWRs) until such time in the 21st century when
fusion may provide virtually unlimited low=cost energy. But either route
involves a highly risky gamble. Department of Energy are in the lead and
you will want early proposals from them over the whole nuclear field,

10. Interest relief grants: Interest relief grants under the Industry Act

have been used for some years as a means of stimulating the United Kingdom
offshore supplies industry. They are currently under attack from the EEC

as a distortion of competition and there are growing doubts in Whitehall

whether they still represent value for money, There is a strong possibility

that the EEC Commission will initiate legal proceedings against us over these
grants and a very early review of their effectiveness will be needed,

11, Taxation of North Sea Oil: Your Party is now committed to making the

changes in Petroleum Revenue tax proposed by the previous Government. As
world oil prices rise the possibility of extracting yet further Government
revenue from the North Sea will present itself, This is a matter for the
Chancellor of the Exchequer in the first instance, but you will want to keep
the possibility in the back of your mind.

12, British Gas Corporation profits: The British Gas Corporation is

highly profitable, partly because it enjoys some very favourable supply

contracts from the earlier North Sea fields and partly because its prices to the

industrial consumer are related to the price of oil and rise with it. As a result

the Corporation is actively and massively repaying its debts to the Government.

You will want to consider whether there is a case for clawing back some of this
profit in a more direct way. This, too, is primarily a matter for the
Chancellor but again you will want to bear the possibility in mind.

13, North Sea QOil and Gas Depletion policy: So far the exploitation of cil

and gas from the North Sea has been on the basis of maximum exploitation for

maximum short-term benefit to the economy. The time may however be

approaching when we need to assess anew the balance between short-term gains

and the possible longer-term advantages of spinning out our reserves, No
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immediate decisions are needed because the sixth licensing round has just
been completed and there is a legacy of past promises to those holding earlier
licences. Nevertheless future decisions on licensing and to an extent
production from existing finds require to be based on a view of the most
nationally advantageous profile of future production. The Department of
Energy keep these matters under regular review and you might care to ask
for a paper to come forward later in the year.

14, Electricity: Decisions in the nergy sector are characterised by long
lead times, none more so in electricity generation where power stations have
to be ordered 7-10 years ahead of forecast need. Past decisions mean that

—

we have a good deal of apparently spare capacity in hand or on order,

Current demand on the power plant industry is therefore low and it is

———

desperately short of work. Itis difficult to believe that the two turbine

manufacturers - GEC and NEI(Parsons) - can both stay in the business and

early rationalisation may be inevitable. There are substantial regional A —
A e e, oo plene M |
employment implications and you may wish to commmission an early review from
%
the Departments of Industry and Energy as a basis for later decisions.

15. The Role of the BNOC: BNOC is at present a producer and trader in

oil, ladviser to the Government on oil mattera{and an important instrument in

carrying out the previous Government's participation policies./ You will want
an early review here so that the future course of the BNOC can be charted in
ways acceptable to you. Linked with this is the future of the existing
"participation" agreements with the private oil companies. Views about their
real importance vary and there is some doubt about their legal validity. The
Department of Energy should be asked for advice,

16. BP: The Government is the major shareholder in BP and its
relations with that company are of prime importance. You will want to
consider whether the Government prefers to reduce its shareholding
(remembering that 17 per cent of the Company's shares are held by the Bank of
England as a result of the Burmah rescue operation and their ownership is

currently a matter of legal dispute).
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17. Disposal of North Sea Oil: The previous Government erected three

non-statutory guidelines for the disposal of oil from the North Sea. These
guidelines covered the proportion of North Sea oil which it was felt desirable
e S E—

to refine in the United Kingdam; the maximum length of contracts for the sale

of North Sea oil; and the restriction of North Sea oil imports to member

countries of the EEC and the IEA. The issues are complex and link with

foreign policy, not only through the IEA and the EEC but also through the
———

—
recurring questions of the possible supply of oil to Israel and South Africa.

You will want an opportunity to confirm, alter or abandon the guidelines.
— - —

18. Energy Conservation: The Iranian situation showed clearly how

vulnerable was the world in general and the West in particular to even a
marginal and temporary interruption in oil supplies and it jolted the IEA
countries to make further immediate efforts towards energy savings. By
international standards our present policies are reasonably good, but there

is no doubt that more can be done. A number of proposals are in preparation
by officials. As some involve extra Government spending you will want to
take decisions in time for them to be reflected in the public expenditure review.

19. Energy Prices: Soundly-based energy prices are the key to energy

conservation, to the financial health of the energy industries and to the

Government's tax take or expenditures on energy supply. Oil prices are set

externally by the world market and you presumably would not wish to seek to

hold down our domestic oil prices artificially. The price of coal and natural

gas follow oil prices (not always very closely) and there is no national
e

economic advantage to be gained by seeking to interfere in this process.

Electricity prices follow from the costs of the primary fuels used and the

very heavy capital costs incurred in providing new generating capacity. Given

the strength of the OPEC cartel it is likely that energy prices will in any case

tend to rise in the long run faster than prices in general. More immediately

a substantial increase in coal prices seems inevitable in the autumn which will

have a consequential effect on electricity prices. In the normal course of

business both of these decisions would come to Ministers for endorsement,.
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There are however two underlying energy price issues which you may also

care to have examined. The first relates to gas prices where those for
R

——

domestic supplies, unlike industrial sales, are currently below the oil-related

price. Should they be increased in the interests of conservation? Both the

— -y

coal and electricity indystries will argue that they currently suffer unfair
e Wl /e 02~ (fpimiy

competition in their domestic sales from gas., " The other issue relates to

e

current cost accounting. The BGC's accounting practices already come close

to full CCA depreciation. But the depreciation practices of both the NCB

and the Electricity Supply authorites fall well short of this. The effects of

full CCA depreciation could be particularly dramatic for electricity. You may

think that Ministers should be presented with the arithmetic so that they can
/take a conscious decision on the issue.

Conclusions

20. The energy sector will present your Administration with a series of
challenging and complex problems of great national significance. It would
be well worth while asking the new Secretary of State for Energy, in consulta~-
tion with interested colleagues, to let you have quickly a full list of the main
issues that need to be tackled together with a considered timetable for bringing
them forward for collective consideration, I MU MJ-( f
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