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From the Private Secretary 6 J u n e 1979 

Y o u r S e c r e t a r y o f S t a t e 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 

1400 h o u r s t o d a y t o d i s c u s s v a r i o u s e n e r g y m a t t e r s . The 

f o l l o w i n g i s a summary o f t h e main p o i n t s w h i c h t h e y d i s c u s s e d . 

I am w r i t i n g t o you s e p a r a t e l y about t h e c h a i r m a n s h i p o f BNOC. 


O i l S i t u a t i o n 


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

s e r i o u s . On c u r r e n t p r i c e l e v e l s , demand e x c e e d e d s u p p l y by 

about 7 p e r c e n t . On t h e o t h e r hand, s u p p l y i n t h e c u r r e n t 

q u a r t e r was about t h e same as i t had been i n t h e same q u a r t e r 

l a s t y e a r . The s h o r t a g e s were so f a r m a n i f e s t i n g t h e m s e l v e s 

m a i n l y a t t h e p e t r o l pump, th o u g h l o w e r f u e l d e l i v e r i e s were 

l i k e l y t o r e d u c e B r i t i s h R a i l ' s s e r v i c e s n e x t week, and t h e 

f a r m i n g community were c o m p l a i n i n g about s h o r t a g e s o f d i e s e l 

f u e l . The D e p a r t m e n t o f E n e r g y were c o m i n g u n d e r g r e a t 

p r e s s u r e , as were e n e r g y d e p a r t m e n t s i n a l l o t h e r W e s t e r n 

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

But he was v e r y much a g a i n s t g i v i n g i n t o s u c h p r e s s u r e u n l e s s 

t h e s h o r t a g e s g o t s i g n i f i c a n t l y w o r s e . T h e r e was some s c o p e 

f o r l e a n i n g on t h e o i l c o m p a n i e s t o a l l o c a t e t h e i r s u p p l i e s as 

between d i f f e r e n t t y p e s o f c u s t o m e r , b u t t h e y were u n d e r a 

l e g a l o b l i g a t i o n not t o d i s c r i m i n a t e , so t h a t t h e r e was a l i m i t 

t o how much p r e s s u r e c o u l d be b r o u g h t t o b e a r . 


Mr. H o w e l l went on t o s a y t h a t i  t w o u l d be c o u n t e r - p r o d u c t i v e 

t o t r y t o t a k e o v e r t h e a l l o c a t i o n o f s u p p l i e s f r o m t h e c o m p a n i e s . 

T h i s w o u l d mean more b u r e a u c r a c y , i  t w o u l d make t h e Government 

s u b j e c t t o a l  l k i n d s o f c o m p e t i n g p r e s s u r e s , and t h e r e was no 

e v i d e n c e - a t p r e s e n t s h o r t a g e s l e v e l s - t h a t a l l o c a t i o n s w o u l d 

be any more e q u i t a b l e t h a n t h e y were a t p r e s e n t . I n a d d i t i o n , 

once t h e Government s t a r t e d t o i n t e r v e n e , f u l l - s c a l e r a t i o n i n g 

w o u l d p r o b a b l y f o l l o w v e r y q u i c k l y . The o i l c o m p a n i e s w o u l d be 

q u i t e r e l i e v e d t o have t h e i r r e s p o n s i b i l i t i e s f o r a l l o c a t i n g 

e x i s t i n g s u p p l i e s t a k e n away f r o m them; b u t t h i s must be 

r e s i s t e d i f a t a l l p o s s i b l e . 


/On t h e o t h e r hand, 
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On t h e o t h e r hand, t h e p r o b l e m s f a c e d i n some a r e a s c o u l d 

n o t be d e n i e d . I n p a r t i c u l a r T e x a c o were v e r y s h o r t . They 

had t a k e n r i s k s by c o n c e n t r a t i n g on t h e s p o t m a r k e t l a s t y e a r 

and t h e o t h e r o i l c o m p a n i e s were n o t d i s p o s e d t o h e l p them o u t . 

They were q u i t e d o m i n a n t i n t h e West C o u n t r y , N o r f o l k and t h e 

b o r d e r c o u n t r y ; and i t was i n t h e s e a r e a s t h a t t h e w o r s t p e t r o l 

s h o r t a g e s were b e i n g e x p e r i e n c e d . 


Amongst t h e o t h e r c o m p a n i e s , BP, S h e l l and E s s o were f a i r l y 

w e l l - p l a c e d f o r s u p p l i e s ; and t h i s e x p l a i n e d why t h e p e t r o l 

s i t u a t i o n was n o t as bad as i n some o t h e r W e s t e r n c o u n t r i e s . 

BNOC had b l u n d e r e d b a d l y l a s t y e a r by c o m m i t t i n g t h e m s e l v e s t o 

l o n g - t e r m c o n t r a c t s w i t h f o r e i g n c u s t o m e r s - more s o t h a n had 

t h e p r i v a t e o i l c o m p a n i e s . But t h e y were now d o i n g a l l t h e y 

c o u l d t o g e t t h e m s e l v e s o u t o f t h e s e c o n t r a c t s . 


The P r i m e M i n i s t e r s a i d t h a t she g e n e r a l l y a g r e e d w i t h 

Mr. H o w e l l i n h i s r e l u c t a n c e t o move t o a l l o c a t i o n by Government 

as l o n g as t h e s i t u a t i o n d i d n o t g e t s i g n i f i c a n t l y v/orse. I t 

was b e t t e r t o r e l y on t h e m a r k e t mechanism t o g e t h e r w i t h Government 

measures t o c o n s e r v e e n e r g y . The P r i m e M i n i s t e r t h e n r e p o r t e d 

t h a t P r e s i d e n t G i s c a r d had s a i d t o h e r a t t h e i r t a l k s t h e p r e v i o u s 

day t h a t i t was i m p o r t a n t f o r t h e o i l c o m p a n i e s t o keep c l e a r 

o f t h e s p o t m a r k e t ; o t h e r w i s e t h e y w o u l d be p l a y i n g i n t o t h e 

hands o f OPEC. Mr. H o w e l l p o i n t e d o u t t h a t h i s p r e d e c e s s o r 

had w r i t t e n t o t h e o i l c o m p a n i e s a d v i s i n g them not t o o p e r a t e 

i n t h e s p o t m a r k e t ; and he b e l i e v e d t h e y were g o i n g a l o n g w i t h 

t h i s . 


Mr. H o w e l l went on t o s a y t h a t he i n t e n d e d t o p u t o u t a 

s t a t e m e n t t h e f o l l o w i n g day e x p l a i n i n g t h e r e a l i t i e s o f t h e 

c u r r e n t s i t u a t i o n and t h e Government's p o s i t i o n on a l l o c a t i o n , 

e t c . The P r i m e M i n i s t e r s a i d t h a t he s h o u l d t r y t o g e t o v e r 

t h e f o l l o w i n g p o i n t s : 


( i )	 UK s u p p l y i s no l o w e r t h a n t h i s t i m e l a s t y e a r ; 


( i i )	 i n v i e w o f t h e w o r l d s i t u a t i o n , and t h e h i g h e r UK 

demand, p r i c e s a r e bound t o be h i g h e r : c o n s e q u e n t l y , 

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


( i i i )	 t h e p r i v a t e s e c t o r s h o u l d , and w o u l d , e c o n o m i s e i n 

r e s p o n s e t o m a r k e t s i g n a l s ; 


( i v )	 t h e p u b l i c s e c t o r was t a k i n g t h e n e c e s s a r y m e a s u r e s 

on o i  l demand r e s t r a i n t ; 


( v )	 Government a l l o c a t i o n and r a t i o n i n g w o u l d be p o i n t l e s s 

a t t h e p r e s e n t j u n c t u r e , and w o u l d o n l y i n v o l v e a 

m a s s i v e b u r e a u c r a c y . 


I n a d d i t i o n t o h i s s t a t e m e n t , t h e P r i m e M i n i s t e r s a i d t h a t 

Mr. H o w e l l s h o u l d l e t a l  l M i n i s t e r s have s p e a k i n g n o t e s - and 

t h e s e s h o u l d be t r a n s m i t t e d t h r o u g h t h e P a y m a s t e r G e n e r a l . 


/ The	 F u t u r e o f BNOC 
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The F u t u r e o f BNOC 


Mr. H o w e l l s a i d t h a t i t m i g h t p e r h a p s have beer, b e t t e r i f 

BNOC had n e v e r been s e t up. B u t i t was now a r e a l i t y and i t 

c o u l d n o t be d i s m a n t l e d o v e r n i g h t . T h e r e were c e r t a i n p a r t s o f 

i t w h i c h s h o u l d d e f i n i t e l y be d i s m a n t l e d - f o r e x a m p l e , i t was 

t o o b i g i n i t s u p s t r e a m o p e r a t i o n s : b u t i t was n e c e s s a r y t o be 

c a u t i o u s i n g o i n g a b o u t t h e d i s m a n t l e m e n t p r o c e s s . T h e r e were 

two r e a s o n s f o r t h i s : f i r s t , BNOC was s o l a r g e t h a t t o move 

t o o q u i c k l y m i g h t be u p s e t t i n g t o t h e UK o i l m a r k e t when t h e 

s i t u a t i o n was c u r r e n t l y s o f r a g i l e ; s e c o n d l y , BNOC o f f e r e d some 

s e c u r i t y o f s u p p l y , and t h i s f a c t o r c o u l d n o t be l i g h t l y d i s m i s s e d 

a t t h e p r e s e n t t i m e . The C h a n c e l l o r had a s k e d him t o f i n d £300 

m i l l i o n o r so f r o m t h e s a l e o f BNOC a s s e t s t h i s y e a r ; he w o u l d 

t r y t o f i n d t h i s , b u t he c o u l d n ot a b s o l u t e l y g u a r a n t e e i t  . 


The P r i m e M i n i s t e r a g r e e d t h a t i t w o u l d be wrong t o move 

t o o p r e c i p i t a t e l y . However, she was op p o s e d t o BNOC r e m a i n i n g 

i n i t s p r e s e n t form; and i t must c e r t a i n l y be s l i m m e d down a t 

t h e v e r y l e a s t . 


E u r o p e a n C o u n c i l 


The P r i m e M i n i s t e r s a i d t h a t P r e s i d e n t G i s c a r d had s a i d t h a t 

i t w o u l d be u s e f u l t o have b i l a t e r a l c o n s u l t a t i o n s on e n e r g y i n 

a d v a n c e o f t h e E u r o p e a n C o u n c i l . She t h o u g h t s u c h c o n s u l t a t i o n s 

s h o u l d be a r r a n g e d as a m a t t e r o f u r g e n c y . Mr. H o w e l l s a i d 

t h a t he w o u l d be v e r y happy f o r c o n s u l t a t i o n s t o t a k e p l a c e . 


We were s u b s e q u e n t l y i n f o r m e d t h a t Mr. H o w e l l w o u l d l i k e 

S i r J a c k Rampton t o t a k e t h e l e a d a t o f f i c i a l l e v e l f o r t h e 

UK s i d e and I u n d e r s t a n d t h a t a r r a n g e m e n t s a r e b e i n g made f o r 

h i m t o have t a l k s w i t h h i s F r e n c h o p p o s i t e number e a r l y n e x t 

week. I have m e n t i o n e d t h i s t o t h e P r i m e M i n i s t e r , and she 

i s c o n t e n t . 


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 P a u l L e v e r ( F o r e i g n 

and Commonwealth O f f i c e ) , Tony B a t t i s h i l l (HM T r e a s u r y ) , K e n n e t h 

M a c K e n z i e ( S c o t t i s h O f f i c e ) and M a r t i n V i l e ( C a b i n e t O f f i c e ) , 

and a l s o t o R i c h a r d P r e s c o t t ( P a y m a s t e r G e n e r a l ' s O f f i c e ) . 


A 


W. 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 . 



