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INTRODUCTION

1. The pressure for action on industrial energy prices has not

receded following the measures announced in the Budget. It has
increased. Industry has made it clear in the NEDC and elsewhere

that they consider the Budget measures were an inadequate response to
the price disparities set out in the Tesk Force's Report. Our
supporters in the House and in the country generally echo the complaints
of industry. I believe we must provide industry with further help

now rather than later. If we wait the cost will be greater.

Budget Proposals

2. Before the Budget I put a number of proposals on energy prices

éd taxes to the Chancellor. I am grateful to him for implementing

S0me in full and others in part. He did not, however, feel sble to

#8Tee to any action on the Heavy Fuel Oil duty, on waich we both

Teceived most representations from industry, because of the Frigg

: fiiiction (See Annex A). I also proposed that the tax on derv

:::ztd be,increased by only 7p and in any case by less t‘:han any

Criti:se 11 the duty on petrol. Industry has be?n part:.cularl?

wel] 3l of the 20p increase in duty on derv, which {)uts UK prlcf.s
above those in the rest of Europe and will cost business

fi70 Mllion per annum, ie more than the £168 million energy package
the Budget,
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3 It will be essential to take ac on these Pointg .
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(See illustrative list in Annex A

ensive industries

advice by the Attorney-General,
such action is unlikely to give
Cost £40-50 million.

(b) If some concession had to be :
transport - fuel duties, the duty
3p/4p below the duty on petrol. Cost £40-55 million,
4. The NEDC Task Force's Report showed that wh
individual industrial customers prices
Europe, nevertheless:

ile
were broadly

for 95% of
in line

with

(a) electricity prices for large, hi
up to 35%

sterling);

gh load factor users me

higher than in France ang Germany (when measured i

(b) our firm gas pric

es were 10%.
5¢=10% higher

than in the rest o

—-20% and interruptible pr
£ Burope,

The Budget measures will r
users, by as much as 8¢%.
8as users, the new

educe the bills of

certain high load e
The disparity

Will still be significenh
measures shoylg Steadily close, but may I
rises sharply agei
% of the Budget &°
S costs, including ratffr
Will no longer be considere

For

If Sterling
Because of the impac
ises in industryr

Across- the-Boarg Cuts
5. I am againgt

X 8Cross—the-po
all industrial yge i

rs,

ol
€8S and electricity price o4
involve

These would

1

rices would

2

rs (2.5M7 and above) would

(o} or al L
izl ¥ g
t £350 million;
y large user: M) about
5% cut for all very large users (20M
jii. a 25% cut Ior al p |
£130 million
(b) Gas
. pae S 1TSons
A firm wiould cost £160 million;
a 20% cut in firm 7
il ri illion.
ii. a 10% cut in interruptible gas prices £70 millii
i, % cut in F
T L : os
I have pressed the gas and electricity industries %o sSho
I have pressed the gas an = 1 g
hei icing 11 fit of large users;
paximum flexibility in their pricing to the bene 2 S Viddeine
; ; D
. e, bulk supply discounts and premium interrupii :
2u i £ 3 hopef hey will
I shall continue to press and am hopeful that they

4 megsures will bring
with new arrangements. However, such

her early nor substantisl relief.

4

Selective Approach

2 itional sl now,
7\\ fny further immediate assistance, to give tr.an?ltlzn:— to certain
*houlg pe Wore selective, directed mainly to providing help
Ser

SV~inten
g Sufe
TUShing the
g,/ 1208 “chemy o
’ VexXtiles ana ceramics.

which the NEDO Task Force showed
- for exemple, steel, Daper—
provided under

Sive users of electricity,
lggest disadvantage - .
Such assistance might de

e Tna, ; oo gifficulties. An
‘ew:qus‘; Y Act. But this cowld run into BEC diffi would be to
v t 8 Wi

o, ¢ EPProach, which I em prepared to foLloW,
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The costs of such action ¢
ar, depending on the meth

ly assisted. In either option

inating in favour of bulk users

could be challenged in the courts...

8 In addition, we should be ready to assist one—off Schemes,

concery

involving the NCB, the CEGB and the industry or comp

will require close co-ordination between the Industr;

o

Department of Energy
3 April 1981

departments of the kind already being used in the
D.A.R.H,

9 There is a gap of some 30% between UK and other European lisi

prices for foundry coke, despite the fact that the co

srovided here at the same Price as imports, This is because

cozal is

meller subsidies under 20SC Tules than other countries. I re
action. A reduction in list prices of some £10/ton, with some fur*

selective discounts, wowld not eliminate the gap between UK end
Continental list prices, but Would ensure that UK delivered
ce below those of imports, This concession would ease pressit
the foundry industry, eng 1 Should not recommeng going further. *
oSt of enabling National Smokeless Fuels Limited, the 1argest %
of foyuany edlie, Ko teitos i das 4 this way mignt be up to £10%
mich could not be recovered from other coal use;s .

®

10. I do not think further

the
No other country in Burope h |

action on 8as prices is required at
a8 frozen its prices until the end of,'
a1 gas prices coylg be close to ours

7 1t
e "0uld need to reviey the position in the ©
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FUEL OIL DUTY

The Chancellor decided in the Budget not to reduce the duty on fuel
oil from its present level of 3ip/gallon (£8/tonne) because of the
effect this would have in raising the cost of Frigg gas imported

from Norway.

Tere is a clause in the Frizg contract which has the effect of
decreasing the price BGC has to pay for Frigg gas as the rate of HFO
duty rises, but increasing the price to BGC if EFO duty is reduced.
For example, if the duty is reduced by 75%, for every £1 of benefit
jndustry receives in the form of lower prices, BGC will have to

£2 to the French and Norwegian producers of Frigg gas. h ::' faccleg
4 vd Shak -y

It would be possible to renegotiate the Norwégin’z_i
that this consequence did not arise. This would

strengthened by the publicity given to the problem
to it in the Budget statement and since. The
would have to make as a guid pro guo for
would probably be no less than the Frigg pe

o 448

duty.
We have, however, consulted the Attorn
how far present exemptions from !}llt!g;_
could be widened without affecting gas
it may be possible to exempt up
without serious risk of eventual
going against us. Candidates i

R

selected by D/Industry but
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;IVING SELECTIVE ASSISTANCE TO BULK USERS OF ZLECTRICITY*

1ow selective assistance might be provided to
tricity. To bridge the gep with current

re discounts of up to 25% or more. Such

e the electricity supply industry (&si)

low short-run costs. Both might constitute

tatutes the industry should avcid.

assurance of amending legislation if there

Scope,Cost and Duration

dustry will advise which companies should be helped.' If from
Z.lk usefglgi;ie ySWv 2.5 Mi maximum demand we selected those with a 50%
bu s

t ive 257 discount the cost could be about £150m. Pending
L e ;:122 Ei: :e:lesof selective assistance might be £50m or more
D/Ind‘JSFI‘Z ze*'maus £5-10m for ICI chlorine alone). It is hoped that the
(}mluqtnbbét;eeh UK and continental bulk prices will reduce over t}}e nexi_:
dlspar'ltg continental increases and exchange rate movements but iF :s unlikely
yea;»u o.ear in the short-term. There will be pressure for indet:u:u.te help
;:t ::génce suggests at most a short-term (one year) commitment with an
undel‘ta.king to review.

Method

al

. Direct supply by CEGB to selected consumers based on cheap N(;B ?o.
rzay offer the least gro“ilematical route. CEGB can st_xpply direct to mdxp:nal
consumers with the Secretary of State's consent. .Th:}s pr?v:.des a mechamsin
for selection although there would be technical difficulties t;oove.rcome o
transferring customers from Area Boards to .the CEGB, and Area R a:;scm
oppose this. NCB has already suggested making a cheaper tranc : D P
available for the benefit of CEGB's industrial customers gt:ouf ;Shtion
mind extra NCB coal sales to push out :‘.mpox.'ts): No :Lmed:tdn :\u-:lsxer e
would be necessary but public expenditure implications nee R ismnot Fae
ation. There may be a problem over undue pref§rence, tho:f et
gertain - temporary assistance based on a special coal deal might,

Present economic climate, escape challenge.

3 i would
be There are other possibilities. Direct compenSat:;n ;od:::s::: ::d
k_‘°"e"er Tequire legislation and would attract a gread deal o
internat

5 2 on
onal attention. Direct sale of cheaper coal to individual compani.

i ither
B:a;'gB for onward transmission at cost by CEGB is not favoured by ei

L “Buf tive
aasigp, 0218 With the position in England and Wales. ;.n -n:s“:;_vlw
Northeanci would obviously need to encompass bulk users and and
reland,






