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P R I M E M I N I S T E R 

E n e r g y Issues 

The f ree w o r l d uses about 7, 000 m i l l i o n tonnes of c oa l equiva lent of 

energy a y ea r . About 50 pe r cent of th is i s o i l , about 20 pe r cent c oa l , about 

20 per cent n a t u r a l gas, about 7 p e r cent h y d r o e l e c t r i c power and about 

3 p e r cent n u c l e a r . M o s t of the n o n - o i l energy i s consumed near the po int 

of p r oduc t i on . O i l i s the ba l anc ing fue l . About 45 pe r cent of the free w o r l d ' s 

o i l i s p roduced i n the M i d d l e E a s t and 90 p e r cent of th is enters i n t e rna t i ona l 

t rade . i 

2. Wi th the except ion of the Un i t ed K i n g d o m , N o r w a y and Canada,/ the 

i n d u s t r i a l i s e d W e s t e r n coun t r i e s a re a l l h e a v i l y dependent on i m p o r t e d o i l 

to m a i n t a i n the i r e c onomie s . The U S A i m p o r t s 40 per cent of i t s supp l i es 

and takes n e a r l y 20 pe r cent of the o i l mov ing i n i n t e rna t i ona l t rade - m o s t l y 

f r o m the M i d d l e E a s t . The E E C coun t r i e s i m p o r t someth ing over ha l f of 

the i r combined energy r e q u i r e m e n t s , aga in m o s t l y o i l and m o s t l y f r o m the 

M i d d l e E a s t . Japan i m p o r t s 90 p e r cent of he r energy - once aga in m o s t l y 

as o i l and m o s t l y f r o m the M i d d l e E a s t . 

3. The Un i t ed K i n g d o m has an e s p e c i a l l y favoured pos i t i on among 

W e s t e r n nat ions i n t e r m s of energy supp ly . B y next y ea r we should be 

p roduc ing as m u c h energy as we consume - though because our o i l i s m o s t l y 

va luable h i gh -qua l i t y c rude , and two - th i rd s of our r equ i r emen t s can be me t 

adequate ly by cheaper l o w - q u a l i t y c rude , we w i l l r e m a i n subs tan t i a l i n t e r ­

nat iona l t r a d e r s i n energy . 

4. The heavy dependence of the W e s t e r n i n d u s t r i a l i s e d count r i e s on 

M i d d l e E a s t has become a point of danger . The p r i c e - f i x i n g a c t i v i t i e s of the 

O P E C c a r t e l have i m p o s e d v e r y heavy burdens on the W e s t e r n economies and 

have threatened the s t ab i l i t y of the w o r l d f i n a n c i a l s y s t e m . The v u l n e r a b i l i t y 

of the Wes t to i n t e r r u p t i o n s i n o i l supply has been u n d e r l i n e d by recent events 

i n I r an . Bu t I ran p rov i d ed only about 10 pe r cent of the w o r l d ' s o i l 

c onsumpt i on . Saudi A r a b i a p roduces n e a r l y twice as m u c h . 
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5. A g a i n s t this background energy i s s u e s l o o m l a r g e on any G o v e r n m e n t ' s 

agenda. In t e rna t i ona l l y we are j o ined , through our m e m b e r s h i p of the 

In te rnat iona l E n e r g y Agency , i n a joint ef fort w i th the i n d u s t r i a l i s e d Wes t 

to cut o i l c onsumpt i on . N a t i o n a l l y we a r e seek ing to save energy and need 

to devote a subs tan t i a l e f fort to the p r oduc t i on of our own energy supp l i e s . 

6. A s three (coa l , gas and e l e c t r i c i t y ) of ou r energy i n d u s t r i e s a re i n 

na t i ona l ownersh ip and the f our th (oil ) has a c ons ide rab l e pub l i c stake 

( B N O C p lus the G o v e r n m e n t ' s share i n B P and the n e c e s s a r y Gove rnmen t 

invo l v ement i n the r egu la t i on , l i c e n s i n g , taxat ion and c o n t r o l of the N o r t h 

Sea) a good many energy i s s u e s inev i t ab l y come to the G o v e r n m e n t for d e c i s i o n . 

The Depa r tmen t of E n e r g y i s of c ourse i n the l ead i n these m a t t e r s but other 

Depa r tmen t s , notably , but not e x c l u s i v e l y , the T r e a s u r y , the F o r e i g n and 

C o m m o n w e a l t h Of f ice and the Sco t t i sh Of f ice have a l o c u s , and a h igh p r o p o r ­

t ion of the n e c e s s a r y d e c i s i o n s r equ i r e to be taken by M i n i s t e r s c o l l e c t i v e l y . 

The f o l l ow ing pa rag raphs d e s c r i b e b r i e f l y the m a i n i s s u e s wh i ch you and your 

co l l eagues m a y face on energy m a t t e r s ove r the c o m i n g months . 

Issues 

7. O i l c onsumpt i on : In o r d e r to ach ieve the target 5 p e r cent r educ t i on 

i n o i l c onsumpt i on to w h i c h we have c o m m i t t e d o u r s e l v e s i n the I E A and to 

accommodate to a r a the r s i m i l a r E E C d e c i s i o n , we have now embarked upon 

the p o l i c y of i n c r e a s i n g the burn ing of c oa l i n power stat ions through the 

s u m m e r months . Bu t our a b i l i t y to cont inue the e f fort next w i n t e r i s i n doubt, 

p a r t l y because the h a r d w i n t e r has run down our c oa l s tocks and p a r t l y because 

of unce r t a in t i e s about c oa l p r oduc t i on - and t r a n s p o r t capac i ty - next w i n t e r . 

You w i l l want to sat is fy y o u r s e l f that cont inued i n c r e a s e d c o a l b u r n can be 

accommoda ted at a reasonab le cos t and wi thout r educ ing coa l s tocks to a 

dangerous l e v e l (and thus a f fect ing the G o v e r n m e n t ' s ba rga in ing pos i t i on w i th 

^the m i n e r s ) .	 A m o n g other m a t t e r s th is r a i s e s the d i f f i cu l t ques t i on of coa l 

i m p o r t s . A n e a r l y s i tua t i on r epo r t i s needed f r o m the Depa r tmen t of E n e r g y . 
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8. C o a l : L i n k e d wi th this i s the d read fu l f i n a n c i a l p o s i t i o n of the 

Na t i ona l C o a l B o a r d ( N C B ) , w i th a p rospec t i v e l o s s of a round £300 m i l l i o n i n 

1979-80. To keep w i th in the cash l i m i t s w i l l j p r o b a b l y r e qu i r e e i the r c u t t i n g 

back heav i l y on inves tment or c l o s i n g uneconomic p i t s , together w i th a 

subs tan t i a l fu r the r i n c r e a s e i n coa l p r i c e s i n the autumn (perhaps to l e v e l s 

wh i ch affect the N C B ' s ab i l i t y to keep i t s m a r k e t share ) . In s imp l e e conomic 

t e r m s the cho ice i s c l e a r , but p i t c l o s u r e s w i l l not be easy . Impor t ed coa l 

i s subs tan t i a l l y cheaper than that of our m a r g i n a l p i ts and you w i l l w i s h to 

c ons i d e r what p lace i m p o r t s should have i n our economy. A p a r t i c u l a r l y 

i m p o r t a n t case i s fue l f o r the s tee l i n d u s t r y as fur ther i m p o r t s of cok ing c oa l 

have r e cen t l y been the subject of l i c e n s i n g c o n t r o l s . These fundamenta l 

quest ions w i l l a r i s e n a t u r a l l y ove r the next few months when the G o v e r n m e n t 

come to c o n s i d e r the l o n g - t e r m coa l p o l i c y r e v i ew on wh i ch o f f i c i a l s a re now 

w o r k i n g . 

9. N u c l e a r energy : We a r e at p r e sen t c o m m i t t e d to bu i l d ing two new 

advanced gas - coo l ed r e a c t o r s ( A G R s ) and to p r o c e ed ing wi th des i gn and 

deve lopment w o r k on a p r e s s u r i s e d water r eac t o r ( PWR ) . The o r gan i sa t i on 

of the n u c l e a r c o n s t r u c t i o n i n d u s t r y i s i n d i s a r r a y . The re i s a g ene ra l w i s h 

to change the s t ruc tu r e of the N a t i o n a l N u c l e a r C o r p o r a t i o n , ownersh ip of 

wh ich i s c u r r e n t l y ves ted p a r t l y i n the pub l i c and p a r t l y i n the p r i v a t e s ec t o r s 

and i n wh i ch G E C have the management con t rac t . G E C were s t rong 

pro tagon is ts for the P W R and s ince the d e c i s i o n was taken to go ahead w i th 

add i t i ona l A G R s , they have i nd i ca t ed the i r w i s h to p u l l out of the b u s i n e s s . 

The u n c e r t a i n future of the i n d u s t r y has l ed to the l o s s of key staff and 

cont inu ing low m o r a l e . You w i l l need therefore to c ons i d e r quite q u i c k l y 

what needs to be done to prevent the i ndus t r y d r i f t i n g fu r the r and to r emove 

unce r t a in t i e s about i t s fu ture . D e c i s i o n s are a l s o needed f a i r l y soon on our 

p o l i c y towards F a s t B r e e d e r R e a c t o r s ( F B R s ) . In p a r t i c u l a r a d e c i s i o n i s 

needed on whether we should go ahead w i th a f i r s t c o m m e r c i a l F B R and, i f 

so, whether i t should be bu i l t on the bas i s of i n t e rna t i ona l c o l l a b o r a t i o n . 

T h i s i s l i k e l y to be a d i f f i cu l t d e c i s i o n not l e a s t because of the great 
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unce r t a in t i e s of what w i l l n e c e s s a r i l y be a v e r y expens ive p ro j e c t . The r e 

a r e those who would advocate not p roceed ing w i th an F B R at a l l , r e l y i n g on 

t h e r m a l r e a c t o r s ( A G R s or P W R s ) u n t i l such t ime i n the 21st century when 

fus ion m a y p rov ide v i r t u a l l y u n l i m i t e d l o w - c o s t energy . B u t e i the r route 

i n vo l v e s a h i gh ly r i s k y gamble . Depa r tmen t of E n e r g y a re i n the l ead and 

you w i l l want e a r l y p r o p o s a l s f r o m them over the whole n u c l e a r f i e l d . 

10. In te res t r e l i e f g r a n t s : In te res t r e l i e f g rants under the Indust ry A c t 

have been used for some y e a r s as a means of s t i m u l a t i n g the Un i t ed K i n g d o m 

of fshore supp l i es i n d u s t r y . They are c u r r e n t l y under at tack f r o m the E E C 

as a d i s t o r t i o n of c ompe t i t i on and there a r e g row ing doubts i n W h i t e h a l l 

whether they s t i l l r ep r e s en t value for money . The r e i s a s t rong p o s s i b i l i t y 

that the E E C C o m m i s s i o n w i l l i n i t i a t e l e ga l p roceed ings aga ins t us over these 

grants and a v e r y e a r l y r e v i ew of the i r e f fec t iveness w i l l be needed. 

11. Taxa t i on of N o r t h Sea O i l : Y o u r P a r t y i s now c o m m i t t e d to m a k i n g the 

changes i n P e t r o l e u m Revenue tax p roposed by the p r e v i ous Gove rnmen t . A s 

w o r l d o i l p r i c e s r i s e the p o s s i b i l i t y of e x t r a c t i ng yet fu r the r G o v e r n m e n t 

revenue f r o m the N o r t h Sea w i l l p r e s en t i t s e l f . T h i s i s a m a t t e r for the 

C h a n c e l l o r of the E x c h e q u e r i n the f i r s t i ns tance , but you w i l l want to keep 

the p o s s i b i l i t y i n the back of y our m i n d . 

12. B r i t i s h G a s C o r p o r a t i o n p r o f i t s : The B r i t i s h G a s C o r p o r a t i o n i s 

h i gh l y p ro f i t ab l e , p a r t l y because i t enjoys some v e r y favourab le supply 

con t rac t s f r o m the e a r l i e r N o r t h Sea f i e lds and p a r t l y because i t s p r i c e s to the 

i n d u s t r i a l c o n s u m e r a r e r e l a t ed to the p r i c e of o i l and r i s e w i th i t . A s a r e s u l t 

the C o r p o r a t i o n i s a c t i v e l y and m a s s i v e l y r epay ing i t s debts to the Gove rnmen t . 

You w i l l want to c o n s i d e r whether there i s a case for c l aw ing back some of th is 

p ro f i t i n a m o r e d i r e c t way. T h i s , too, i s p r i m a r i l y a m a t t e r f o r the 

C h a n c e l l o r but aga in you w i l l want to b ea r the p o s s i b i l i t y i n m i n d . 

13. N o r t h Sea O i l and Gas Dep l e t i on p o l i c y : So far the exp lo i t a t i on of o i l 

and gas f r o m the N o r t h Sea has been on the b a s i s of m a x i m u m exploitation for 

m a x i m u m s h o r t - t e r m benef it to the economy. The t ime may however be 

approach ing when we need to a s s e s s anew the ba lance between s h o r t - t e r m gains 

and the pos s i b l e l o n g e r - t e r m advantages of sp inn ing out our r e s e r v e s . No 
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i m m e d i a t e d e c i s i o n s a r e n e e d e d b e c a u s e t h e s i x t h l i c e n s i n g r o u n d h a s j u s t 

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

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

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

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

E n e r g y k e e p t h e s e m a t t e r s u n d e r r e g u l a r r e v i e w a n d y o u m i g h t c a r e t o a s k 

f o r a p a p e r t o c o m e f o r w a r d l a t e r i n t h e y e a r . 

1 4 . E l e c t r i c i t y : D e c i s i o n s i n t h e n e r g y s e c t o r a r e c h a r a c t e r i s e d b y l o n g 

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

t o b e o r d e r e d 7 - 1 0 y e a r s a h e a d o f f o r e c a s t n e e d . P a s t d e c i s i o n s m e a n t h a t 

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

C u r r e n t d e m a n d o n t h e p o w e r p l a n t i n d u s t r y i s t h e r e f o r e l o w a n d i t i s 

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

m a n u f a c t u r e r s - G E  C a n d N E I ( P a r s o n s ) - c a n b o t h s t a y i n t h e b u s i n e s s a n d 

e a r l y r a t i o n a l i s a t i o n m a y b e i n e v i t a b l e . T h e r e a r e s u b s t a n t i a l r e g i o n a l *— 

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

<T** t h e D e p a r t m e n t s o f I n d u s t r y a n d E n e r g y a s a b a s i s f o r l a t e r d e c i s i o n s . 

^• " "^^	 1 5 . T h e R o l e o f t h e B N O C : B N O C i s a t p r e s e n t a p r o d u c e r a n d t r a d e r i n 

o i l , ( a d v i s e r t o t h e G o v e r n m e n t o n o i l m a t t e r s ^ a n d a n i m p o r t a n t i n s t r u m e n t i n 

c a r r y i n g o u t t h e p r e v i o u s G o v e r n m e n t ' s p a r t i c i p a t i o n p o l i c i e s . / * Y o u w i l l w a n t 

a n e a r l y r e v i e w h e r e s o t h a t t h e f u t u r e c o u r s e o f t h e B N O C c a n b e c h a r t e d i n 

w a y s a c c e p t a b l e t o y o u . L i n k e d w i t h t h i s i s t h e f u t u r e o f t h e e x i s t i n g 

" p a r t i c i p a t i o n " a g r e e m e n t s w i t h t h e p r i v a t e o i l c o m p a n i e s . V i e w s a b o u t t h e i r 

r e a l i m p o r t a n c e v a r y a n d t h e r e i s ^ s o m e ^ t o ^ j b t a b o u t t h e i r l e g a l v a l i d i t y . T h e 

D e p a r t m e n t o f E n e r g y s h o u l d b e a s k e d f o r a d v i c e . 

1 6 . B P : T h e G o v e r n m e n t i s t h e m a j o r s h a r e h o l d e r i n B P a n d i t s 

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

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

( r e m e m b e r i n g t h a t 17 p e r c e n t o f t h e C o m p a n y ' s s h a r e s a r e h e l d b y t h e B a n k o f 

E n g l a n d a s a r e s u l t o f t h e B u r m a h r e s c u e o p e r a t i o n a n d t h e i r o w n e r s h i p i s 

c u r r e n t l y a m a t t e r o f l e g a l d i s p u t e ) . 
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17. D i s p o s a l of N o r t h Sea O i l : The p r e v i ous Gove rnmen t e r e c t ed three 

non -s ta tu to r y gu ide l ines for the d i s p o s a l of o i l f r o m the N o r t h Sea . These 

gu ide l ines c o v e r ed the p r o p o r t i o n of N o r t h Sea o i l wh i ch i t was fe l t d e s i r ab l e 

m eto re f ine i n the Un i t ed K/nc*^" 1 " " '  m a x i m u m length of c on t rac t s for the sale 

of N o r t h Sea o i l ; and the r e s t r i c t i o n of N o r t h Sea o i l i m p o r t s to m e m b e r 

coun t r i e s of the E E C and the I E A . The i s s u e s a r e c o m p l e x and l i n k w i th 

f o re i gn p o l i c y , not only through the I E A and the E E C but a l so through the 

r e c u r r i n g quest ions of the pos s i b l e supply of o i l to I s r a e l and South A f r i c a . 

j Y ou w i l l want an oppor tuni ty to c o n f i r m , a l t e r or abandon the gu ide l ines . 

18. E n e r g y C o n s e r v a t i o n : The I r an i an s i tua t i on showed c l e a r l y how 

vu lnerab l e was the w o r l d i n gene ra l and the West i n p a r t i c u l a r to even a 

m a r g i n a l and t e m p o r a r y i n t e r r u p t i o n i n o i l suppl i es and i t j o l t ed the I E A 

coun t r i e s to make fu r the r i m m e d i a t e e f forts towards energy sav ings . B y 

i n t e rna t i ona l s tandards our p r e sen t p o l i c i e s a re r easonab l y good, but there 

i s no doubt that m o r e can be done. A n u m b e r of p r o p o s a l s a r e i n p r e p a r a t i o n 

by o f f i c i a l s . A s some invo l ve e x t r a Gove rnmen t spending you w i l l want to 

take d e c i s i o n s i n t ime for them to be r e f l e c t ed i n the pub l i c expendi ture r e v i e w . 

19. E n e r g y P r i c e s : Sound l y -based energy p r i c e s are the key to energy 

conse r va t i on , to the f i n a n c i a l hea l th of the energy i n d u s t r i e s and to the 

G o v e r n m e n t ' s tax take or expend i tures on energy supply . O i l p r i c e s a r e set 

e x t e r n a l l y by the w o r l d m a r k e t and you p r e s u m a b l y wou ld not w i s h to seek to 

ho ld down our domes t i c o i l p r i c e s a r t i f i c i a l l y . The p r i c e of coa l and n a t u r a l 

gas fo l l ow o i l p r i c e s (not a lways v e r y c l o s e l y ) and there i s no nat iona l 

economic advantage to be gained by seek ing to i n t e r f e r e i n th is p r o c e s s . 

E l e c t r i c i t y p r i c e s fo l low f r o m the cos ts of the p r i m a r y fuels used and the 

ve ry heavy c ap i t a l costs i n c u r r e d i n p r o v i d i n g new generat ing capac i t y . G i v e n 

the s t rength of the O P E C c a r t e l i t i s l i k e l y that energy p r i c e s w i l l i n any case 

tend to r i s e i n the long run fas te r than p r i c e s i n g ene ra l . M o r e i m m e d i a t e l y 

a subs tan t i a l i n c r e a s e i n coa l p r i c e s seems inev i tab le i n the autumn wh i ch w i l l 

have a consequent ia l effect on e l e c t r i c i t y p r i c e s . In the n o r m a l course of 

bus iness both of these d e c i s i ons would come to M i n i s t e r s for endorsement . 



C C N F I D E N T I A L 

There are however two und e r l y i n g energy p r i c e i s s u e s which you may al s o 


care to have examined. The f i r s t r e l a t e s to gas p r i c e s where those for 


domestic supplies, unlike i n d u s t r i a l sales, are c u r r e n t l y below the o i l - r e l a t e d 

* p r i c e . Should they be i n c r e a s e d i n the i n t e r e s t s of cons e r v a t i o n ? Both the 

~̂ c o a l and e l e c t r i c i t y i n d u s t r i e s w i l l argue that they c u r r e n t l y suffer u n f a i r 


competition i n t h e i r domestic sales f r o m gas. The other i s s u e r e l a t e s to 

c u r r e n t cost accounting. The BGC's accounting p r a c t i c e s a l r e a d y come clos e 


to f u l l C C A de p r e c i a t i o n . But the d e p r e c i a t i o n p r a c t i c e s of both the N C B 

and the E l e c t r i c i t y Supply authorities f a l l w e l l short of t h i s . The effects of 

f u l l C C A d e p r e c i a t i o n could be p a r t i c u l a r l y d r a m a t i c f o r e l e c t r i c i t y . You may 


think that M i n i s t e r s should be presented with the a r i t h m e t i c so that they can 

/ t a k e	 a conscious d e c i s i o n on the i s s u e . 


Conclusions 


20. The energy sector w i l l p r e s e n t your A d m i n i s t r a t i o n with a s e r i e s of 
challenging and complex problems of great national s i g n i f i c a n c e . It would 
be w e l l worth while asking the new S e c r e t a r y of State for Energy, i n consulta­
tion with i n t e r e s t e d colleagues, to l e t you have q u i c k l y a f u l l l i s t of the m a i n 
i s s u e s that need to be tackled together with a con s i d e r e d timetable f o r b r i n g i n g 
them f o r w a r d f o r c o l l e c t i v e c o n s i d e r a t i o n . ^ (ySJlA U\f*(' 
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