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From the Private Secretary 15 J u n e 1979 

Mr. C.C. G a r v i n , t h e C h a i r m a n o f t h e E x x o n C o r p o r a t i o n and 
Dr. A.W. P e a r c e , 'the C h a i r m a n o f E s s o P e t r o l e u m , c a l l e d on t h e 
P r i m e M i n i s t e r a t 1730 h o u r s on Wednesday, 13 J u n e . The f o l l o w i n g 
i s a summary o f t h e m a i n p o i n t s w h i c h came up d u r i n g t h e i r d i s c u s s i o n 

Mr. G a r v i n f i r s t s u r v e y e d t h e w o r l d o i l s c e n e as he saw i t . 

Twenty y e a r s ago t h e o i  l c o m p a n i e s h a d been f i n d i n g o i  l a t a r a t e 

o f 20 b i l l i o n b a r r e l s p e r y e a r b u t o v e r t h e l a s t t e n y e a r s t h e 

r a t e o f d i s c o v e r y had d r o p p e d t o 14--15 b i l l i o n b a r r e l s . W o r l d 

c o n s u m p t i o n was now r u n n i n g a t 20 b i l l i o n b a r r e l s p e r y e a r , w i t h 

t h e c o n s e q u e n c e t h a t w o r l d r e s e r v e s w e re b e i n g g r a d u a l l y d e p l e t e d . 

A g a i n s t a b a c k g r o u n d i n w h i c h t h e US a p p e a r e d t o b e u n w i l l i n g t o 

a c c e p t t h a t a w o r l d s h o r t a g e e x i s t e d , a m a j o r q u e s t i o n was w h e t h e r 

t h e r a t e o f d i s c o v e r y c o u l d be i n c r e a s e d t o m a t c h t h e r a t e o f 

c o n s u m p t i o n . G e o l o g i s t s t e n d e d t o s a y t h a t t h e p r o s p e c t s w e r e 

r e a s o n a b l y good; b u t t h e y w e re i n c r e a s i n g l y l o o k i n g a t deep s e a 

a r e a s w h e r e , w h i l e d r i l l i n g was f e a s i b l e , t h e o i l i n d u s t r y d i d n o t 

y e t h a v e t h e n e c e s s a r y p r o d u c t i o n t e c h n o l o g y . H i s own v i e w was 

t h a t t h e p r o s p e c t s f o r i n c r e a s i n g t h e r a t e o f d i s c o v e r y above t h e 

c u r r e n t l e v e l were n o t good. T h i s w o u l d o n l y c h a n g e i  f i  t w e re 

p o s s i b l e t o r e s t a r t e x p l o r a t i o n work on a m a j o r s c a l e i n p a r t s o f 

t h e M i d d l e E a s t , s u c h as I r a q , where t h e r e s t i l  l seemed l i k e l y 

t o be v a s t u n d i s c o v e r e d r e s e r v e s . 


T u r n i n g t o t h e q u e s t i o n o f t h e c u r r e n t s h o r t f a l l i n w o r l d 

s u p p l y , Mr. G a r v i n s a i d t h a t t h e 5% c u t i n c o n s u m p t i o n a g r e e d 

u n d e r t h e IEA a r r a n g e m e n t s v/as n o t enough. He h a d t o l d t h e US 

A d m i n i s t r a t i o n t h a t i  t was e s s e n t i a l f o r t h e 5̂ > r e d u c t i o n t o be 

i m p l e m e n t e d , and he h a d s u g g e s t e d t o t h e n t h a t P r e s i d e n t C a r t e r 

s h o u l d p e r h a p s c a l l f o r a f u r t h e r 5% c u t t o b e a g r e e d a t t h e T o k y o 

Summit. I n t h e a b s e n c e o f s u c h f u r t h e r m e a s u r e s , t h e c u r r e n t 

s h o r t f a l l w o u l d o n l y be e l i m i n a t e d i f S a u d i A r a b i a c o u l d be p e r s u a d e d 

t o p r o d u c e more. They were c u r r e n t l y p r o d u c i n g a t t h e " r a t e o f a b o u t 

8h m i l l i o n b a r r e l s a day a g a i n s t a p o t e n t i a l o f 11-12 m i l l i o n b a r r e l s 

The S a u d i s were n o t o n l y p r o d u c i n g l e s s t h a n t h e y w e re a b l e t o , 

b u t t h e y were a l s o s e l l i n g a l a r g e r p r o p o r t i o n t o LDCs w h i c h , b e c a u s e 

t h e y d i d n o t h a v e r e f i n e r y c a p a c i t y , w e re r e s e l l i n g on t h e s p o t 

m a r k e t - and t h e r e b y c a u s i n g g r e a t e r d i f f i c u l t i e s s t i l  l f o r t h e 

W e s t e r n o i l c o m p a n i e s . The b a c k g r o u n d t o t h i s a p p e a r e d t o be t h e 

d i s e n c h a n t m e n t o f t h e S a u d i R o y a l F a m i l y w i t h t h e US - b o t h f o r 


/ t h e i r 




t h e i r f a i l u r e t o c u t b a c k o i l c o n s u m p t i o n , and f o r t h e p a r t 

w h i c h t h e A d m i n i s t r a t i o n h a d p l a y e d i n b r i n g i n g a b o u t t h e I s r a e l i / 

E g y p t P e a c e T r e a t y . They were a l s o c o n c e r n e d a b o u t t h e i r 

i n v e s t m e n t s o v e r s e a s and were t h e r e f o r e i n c l i n e d t o h o l d b a c k 

t h e r a t e a t w h i c h t h e s e were a c c u m u l a t i n g . Mr. G a r v i n s a i d t h a t , 

i n h i s vie.v, Sheikh Yamani was p e r s o n a l l y s y m p a t h e t i c t o t h e n e e d s 

o f t h e W e s t e r n e c o n o m i e s ; b u t he d i d n o t seem a b l e t o c a r r y enough 

w e i g h t w i t h t h e R o y a l F a m i l y . I t w o u l d be v e r y h e l p f u l i f W e s t e r n 

G o v e r n m e n t s c o u l d g e t c l o s e r t o t h e S a u d i s t o t r y t o b r i n g home t o 

them t h e i m p l i c a t i o n s o f t h e i r c u r r e n t p o l i c i e s . The P r i m e M i n i s t e r 

a g r e e d t h a t s t e p s must be t a k e n t o g e t c l o s e r t o t h e S a u d i s , t h o u g h 

Mr. B e g i n ' s g e n e r a l i n t r a n s i g e n c e made t h i s d i f f i c u l t and P r e s i d e n t 

S a d a t had n o t h e l p e d w i t h h i s r e c e n t r e m a r k s a b o u t K i n g K h a l i d . 


The P r i m e M i n i s t e r a s k e d w h e t h e r t h e c u r r e n t s h o r t a g e m i g h t 

g i v e way t o a s u r p l u s i n a y e a r o r two's t i m e , as i t h a d done a f t e r 

1974. Mr. G a r v i n r e p l i e d t h a t lie t h o u g h t t h i s was u n l i k e l y b e c a u s e 

a r e p e a t o f t h e 1975 r e c e s s i o n i n t h e US and E u r o p e was, i n h i s 

v i e w , i m p r o b a b l e ; and p r o d u c t i o n i n t h e M i d d l e E a s t was u n l i k e l y 

t o p i c k up. F o r e v e n i f t h e S a u d i s c o u l d be p e r s u a d e d t o i n c r e a s e 

p r o d u c t i o n , t h e r e was a r i s k t h a t p r o d u c t i o n i n I r a n w o u l d d e c l i n e , 

and t h e p o l i t i c a l s i t u a t i o n i n I r a q made i t u n l i k e l y t h a t p r o d u c t i o n 

t h e r e w o u l d i n c r e a s e . 


The P r i m e M i n i s t e r t h e n a s k e d Mr. G a r v i n f o r h i s v i e w s on 

a l t e r n a t i v e e n e r g y s o u r c e s . Mr. G a r v i n s a i d t h a t 2.6 b i l l i o n 

d o l l a r s h a d b e e n i n v e s t e d i n t h e C a n a d i a n t a r sands p r o j e c t , a n d t h i s 

was p r o d u c i n g o n l y 100,000 b a r r e l s o f o i l p e r day. The c a p i t a l c o s t s 

o f c o n v e r t i n g c o a l i n t o o i l were l i k e l y t o be e v e n h i g h e r . The US 

A d m i n i s t r a t i o n w e r e p r o v i d i n g s u b s t a n t i a l f u n d s f o r r e s e a r c h i n t o 

s o l a r e n e r g y , b u t i t seemed u n l i k e l y t h e r e w o u l d be a r e a l b r e a k ­

t h r o u g h on t h i s f r o n t w i t h i n t h e n e x t 25 y e a r s . I n t h e s h o r t r u n ,

t h e r e f o r e , o i l - and by i m p l i c a t i o n t h e OPEC c o u n t r i e s - w o u l d 

c o n t i n u e t o p l a y a k e y r o l e . B u t i t was a l s o e s s e n t i a l f o r 

W e s t e r n c o u n t r i e s t o p u s h a h e a d w i t h t h e i r n u c l e a r programmes. 

The H a r r i s b u r g i n c i d e n t h a d p u t t h e US programme b a c k s e v e r a l 

y e a r s , e v e n t h o u g h t h e o f f i c i a l e n q u i r y i n t o t h e i n c i d e n t was 

l i k e l y t o s a y t h a t i t was due e n t i r e l y t o o p e r a t o r f a u l t s . 


The P r i m e M i n i s t e r a g r e e d t h a t r a p i d p r o g r e s s must be made 

on t h e n u c l e a r f r o n t . She had b e e n v e r y i m p r e s s e d by t h e F r e n c h 

programme, and i t was a m a t t e r f o r c o n c e r n t h a t t h a t UK had f a l l e n 

b e h i u d o v e r t h e l a s t f i v e y e a r s . 


I am s e n d i n g c o p i e s o f t h i s l e t t e r t o M a r t i n H a l l (HM T r e a s u r y ) , 

M a r t i n V i l e ( C a b i n e t O f f i c e ) and P a u l L e v e r ( F C O ) . 


B i l  l B u r r o u g h s , E s q . , 

D e p a r t m e n t o f E n e r g y . 



