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From the Private Secretary 18 June 1979 


E a r l i e r topfray I sent you a sh o r t summary 

of the d i s c u s s i o n at d i n n e r at Chequers on 

16 June. The Prime M i n i s t e r has asked t h a t 

the F o r e i g n S e c r e t a r y and the S e c r e t a r y of 

St a t e f o r Energy s h o u l d also, have, f o r t h e i r 

p e r s o n a l use o n l y , a copy of the d e t a i l e d 

recjord of t h a t o c c a s i o n . One i s at t a c h e d : 

the Prime M i n i s t e r has asked t h a t i  t s h o u l d 

not be c i r c u l a t e d on a n y t h i n g but the most 

r e s t r i c t e d b a s i s . 


I am copying t h i s l e t t e r and i t s 

e n c l o s u r e t o B i l  l Burroughs i n the Department 

of Energy. I sho u l d be g r a t e f u l i f he c o u l d 

proceed i n the same way. 


N. J . S A N D E R S 

P a u l Lever, Esq., 

F o r e i g n and Commonwealth O f f i c e . 
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Fro;n th? Private Secretary 17 June 1979 


The Prime M i n i s t e r e n t e r t a i n p d the F o r e i g n Secretary,, the 

S e c r e t a r y of S t a t e f o r Energy, S i r Frank MeFadzean and Mr. Pocock, 

Mr. K a r l and Mr. B a x e n d e l l ( a i l from She!]) t o dinner at Chequers 

on Saturday i 6 June. The f o l l o w i n g i s a sho r t summary of the main 

p o i n t s r a i s e d . 


0.: the p r i c e of o i l  , the S h e l l r e p r e s e n t a t i v e s a n t i c i p a t e d 

e a r l y moves by Ir a q and Kuwait to S18.50; and t h a t the OPEC meeting 

on 26 June would l e a d to a ge n e r a l p r i c e r i s e to $20 from 1 J u l y . 

They a s c r i b e d the c u r r e n t high p r i c e s on the spot crude market t o 

the f u n n e l l i n g o i s u p p l i e s through them from some producers, 

i n c l u d i n g I r a n , I r a q , L i b y a and N i g e r i a . 


They gave some of t h e i r own e s t i m a t e s o i the c u r r e n t l e v e l of 

U.S. o i  l consumption. In 1978 a c t u a l consumption i n the USA i n the 

f i r s t two q u a r t e r s had been 19.1 mbci and 17.2 mbd r e s p e c t i v e l y . 

Corresponding f i g u r e s f o r 1979 were 19.4 mbd ( a c t u a l ) and 17 mbd 

(e s t i m a t e d ) . So, i n S h e l l ' s view, American consumption so f a r t h i s 

year was o v e r a l l at much the same l e v e l as i  t had been i n 197S 

d e s p i t e a more f a v o u r a b l e w i n t e r t h i s year. 


In d i s c u s s i o n of the p o s s i b i l i t y c i s u p p r e s s i n g the e f f e c t s of 

the spot market, the S h e l l r e p r e s e n t a t i v e s s a i d t h a t the only 

producer capable of p r o v i d i n g enough o i l to do so was Saudi A r a b i a ; 

and t h a t the Saudis understood the economic a.rguments which had been 

put t o them f o r doing so, but were not prepared a f t e r Camp David to 

a l l o w themselves t o be seen to be the f r i e n d s of the U n i t e d S t a t e s . 

In t h e i r view pr o g r e s s i n improving Saudi-American r e l a t i o n s was s t i l  l 

slow. 


.Much of the d i s c u s s i o n wa.s devoted to the l i n e which the 

Government might take i n response to the p r o p o s a l s expected to be 

put by the French at S t r a s b o u r g . These were: 


( i ) A	 three-y«ar programme f o r import c e i l i n g s ; 

( i i ) An agreement to prevent imports above the OPEC p r i c e ; 


( J i i )	 New developments i n c o o p e r a t i v e i n t e r n a t i o n a l 

f i n a n c i n g of e x p l o r a t i o n p r o j e c t s . 


/ On the 
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On the f i r s t , a l l of those present regarded the proposals on 

import, c e i l i n g s as i m p r a c t i c a b l e . There were too many o p p o r t u n i t i e s 

f o r too many i n d i v i d u a l consumers w i t h too much money at th»':r 

d i s p o s a l t o evade any such measures. 


Mr. Pocock p o i n t e d out t h a t the French might argue t h a t they 

had t r i e d t o l i m i t t h e i r imports by p l a c i n g an o v e r a l l money 

c o a l i n g on them. In f a c t t h e i r l i m i t had always been n n r e a l i s i i c a / . l y 

h i g h , and had never been t e s t e d . 


Furthermore, a scheme of import c e i l i n g s would be i m p o s s i b l e t o 

monitor completely and r a i s e d the problem of d e f i n i t i o n of the base 

l i n e on which the r e d u c t i o n would be c a l c u l a t e d . 


On maximum import p r i c e s , the S h e l l r e p r e s e n t a t i v e s took the 

view t h a t t h ^ p r o p o s a l simply would not work. In the f i r s t p."! ace, 

the " c e i l i n g " p r i c e would r a p i d l y become a f l o o r p r i c e ; what was more, 

the r e was a m u l t i p l i c i t y of p o t e n t i a l l o o p h o l e s - such as fr e i g h t , 

r a t e s , c r e d i t terms and d e t a i l e d buy-back arrangements - by which 

the c o n t r o l s c o u l d be circumvented. 


The S h e l l r e p r e s e n t a t i v e s were more a t t r a c t e d to the t h i r d 

p r o p o s a l , of i n t e r n a t i o n a l f i n a n c i n g arrangements. 


Mr. Howell s a i d t h a t the French would respond w e l l i f we made 

encouraging n o i s e s about transparency. The Prime M i n i s t e r 

d i s t i n g u i s h e d between the spot product and the spot crude markets, 

and s a i d t h a t s i n c e the transparency p l a n would apply only to the 

spot product market, i t d i d not seem t o her to o f f e r a s i g n i f i c a n t 

way forward. 


The Prime M i n i s t e r asked, given the g e n e r a l doubts about the 

French p r o p o s a l s , what p o s i t i v e a l t e r n a t i v e s she c o u l d put forward 

at S t r a s b o u r g and Tokyo. She asked whether i t was i n f a c t p o s s i b l e 

to reduce the import t a r g e t s any f u r t h e r without i n d u c i n g a r f a ] 

r e c e s s i o n . Mr. Hart s a i d t h a t i  f the proposed economies were 

g e n u i n e l y put i n t o e f f e c t , the combination of slow down i n economic 

a c t i v i t y and the r e d u c t i o n s i n consumption would b r i n g supply1 and 

demand i n t o balance d u r i n g 19S0. Any more e l a b o r a t e mechanism might 

t h e r e f o r e corr.e i n t o f o r c e at e x a c t l y the wrong time. The S h e l l 

r e p r e s e n t a t i v e s argued t h a t the most e f f e c t i v e measure was demand 

r e s t r a i n t by p r i c e , and suggested that t h i s s h ould be r a i s e d 

e s p e c i a l l y at Tokyo. S i r Frank McFadzean s a i d t h a t i f p r i c e s were 

not put up by i n c r e a s e s i n e x c i s e duty, then consumers would have 

to f a ce p r i c e r i s e s from the producers and the r e s o u r c e s concerned 

would be transferred across the i n t e r n a t i o n a l exchanges. 


Mr. H?.rt s a i d, however, t h a t he had no hope of any s i z e a b l e 

i n c r e a s e i n e x c i s e duty on g a s o l i n e i n the USA. Such a proposal 

was p o l i t i c a l anathema t o the Americans. The P r e s i d e n t ' s programme 

was now the key t h i n g . 


/ Mr. Pocock 
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Mr. Pocock suggested t h a t the Prime M i n i s t e r should ask 

P r e s i d e n t C a r t e r whether he c o u l d j u s t i f y h i s c l a i m t h a t the 

American r e s t r a i n t measures were a l r e a d y working. The P r e s i d e n t 

might be asked to t a b l e deta.iled f i g u r e s to back up t h a t a s s e r t i o n . 


The d i s c u s s i o n t u r n e d f i n a l l y >:o the o u t l o o k f o r B r i t a i n . 
The F o r e i g n S e c r e t a r y asked what the a t t i t u d e of the companies 
would be i  f a g e n e r a l r e d u c t i o n o f , say, 10% had to be made. 
Mr. B a x e n d e l l s a i d t h a t s i n c e 1973 the p o s i t i o n had been transformed 
by North Sea o i l . The Government would be i n s s t r o n g p o s i t i o n , to 
l e a n on the o i  l companies producing i n tne North Sea. The weapons 
at the Government's d i s p o s a l i n c l u d e d f l a r i n g consents ana t h e i r 
d e t a i l e d r e g u l a t o r y powers on North Sea p r o d u c t i o n S i r Frank 
McFadzean s a i d t h a t the Goveri;rr2nt w"jJd indeed be a b i e to ensure 
B r i t i s h s u p p l i e s i f they wished to do so, but i t would be a d i f i i c u l 
p o l i t i c a l d e c i s i o n . 

The S h e l l r e p r e s e n t a t i v e s .said t h a t the reason f o r the present 

shortage of o i l products i n B r i t a i n w h i l e o t h e r Western Europpan 

n a t i o n s d i d not seem to be s u f f e r i n g i n the same way was that a 

number of s m a l l s u p p l i e r s i n B r i t a i n had been r e l y i n g on the 

Rotterdam spot market, and had now been f o r c e d out of b u s i n e s s com

p l e t e l y . Furthermore, c e r t a i n m i d d l e - s i z e d companies were p u t t i n g 

l e s s o i l i n t o B r i t a . i n . S h e l l and Esso were r e f i n i n g a l l t h e i r N orth 

Sea crude i n the UK. BP were s u p p l y i n g the B r i t i s h market at the 

same r a t e as they had i n 1978, Eseo were at; approximately the same 

l e v e l and S h e l l were h i g h e r . 


Mr. Howell s a i d t h a t at p r e s e n t BP were e n l a r g i n g t h e i r market 

share r a p i d l y . He s a i d that BNOC would be making a v a i l a b l e from 

1 J u l y an e x t r a 1\ m i l l i o n tons per year f o r B r i t i s h r e f i n e r s . The 

S h e l l r e p r e s e n t a t i v e s s a i d t h a t they had spare r e f i n i n g c a p a c i t y and 

would be g r e a t l y i n t e r e s t e d . 


1 am sending c o p i e s of t h i s l e t t e r to B i l l Burroughs (Departmen 

of Energy), M a r t i n H a l l (HM Treasury) and M a r t i n V i l e (Cabinet O f f i c 


J . S. W a l l , Esc. 

F o r e i g n and Commonwealth O f f i c e . 
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