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1 In E(80)142 the Sec

retary of State for Energy restates the
arguments in favour of delaying the Clyde field by only two years.
However, he places more emphasis than before on the non-depletion
policy arguments against a longer deferral and has negotiated an
arrangement with BNOC whereby the differential effect of a two and
five year delay on the PSBR will be neutralised by Forward 0il
Sales. Ministers may find it helpful to be reminded of the
counter-arguments in favour of a five Year delay.

Extending UK Net Self-Sufficiency
S A five year delay would contribute more to the Government's

wish to extend net self-sufficiency towards the end of the century.
If the field is deferred by only two years then the first year's
production will merely add to our net exportable surplus.

Although the quantity .is not major in itself (an estimated 6 million
tonnes), any significant impact on the mid-80s production 'hump'
must necessarily come from the cumulative effect of individual

decisions spread across a number of fields.

Economic Adjustment \

3. A five year delay would make a greater contribution to
smoothing out the rise and fall of UKCS oil production and help
moderate the pace and extent to which British industry is being
forced to adjust to the nation's oil wealth. A decision to delay
Clyde by five years, if interpreted as convincing evidence Fhat
the Government intended to implement a robust depletion policy,
could also help ease. the upward pressure on the exchange rate.
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The Price of 0il

: IER Because 0il prices are ted to rise by a highep rat
than the development costs O field, deferral arrieg wié:
it a likely substantial economic gain; the longe he fielg
. development is delayed the greater conomic benefit, The
Secretary of State for Energy's vious paper g;\<d)08)
estimated the economic benefit of a five year delg; diSCOHnted
A at 5 per cent back to 1979 prices to be £110 million,
Effect on Employment
— be A two year delay would mean that the Clyde project would
bring employment benefits - some 2000/3 - in 1984 but g ,
time when employment should be ri to help with the !
» immediate problem Ministers would need to opt for no delay at all,
The substantial economic benef riving from deferral referreq
to in paragraph 4 above whe across the limited number of
— jobs involved must make expensive form of job
1l creation; clearly more cost effective schemes could be instituted,
Effects on Exploration
i 6. The argument that a decision to delay Clyde by five years
could have a serious effect on loration can, we think, largely
be discounted. The excellent onse to the Seventh Round and
w the current very tight market exploration rigs shows that the
UKCS remains an attractive, s and profitable oil producing
area. In any event, development times mean any oil discovers
o under the Seventh and subsequent licensing rounds could not comeé
R adhh on stream until the UK production surplus has disappeared.
Discrimination
7. The Secretary of State for Energy's note draws attentiinzz
il the unfortunate consequences that could ensue for BNOC Lt dEIHEZ
of Clyde were to be interpreted as discrimination agains?t aImb%
" sector corporation. However, if in due course, Ministers L
{___7, decide on the basis of the depletion policy arguments SEt.OUtMt
above also to delay Philips' T Block (the only otheT Sigﬂlf%f:‘
: field not covered by the Varley assurances) such charges CcoY%-
be shown to be unfounded.
.
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However, in any conflict
rm objectives it is usual for the

e
acrificing the short term alternative
ic and pressing.

b As the Secretary of State for Energy's paper points out,
he PSBR ben

deriving from a five rather than two year delay

n be neutralised by the appropriate level of forward oil sales.
However, it not clear why such forward oil sales cannot be
achieved irrespective of what decision is reached on the deferral
of Clyde.

1clusion
o A dec
undoubtedly raises difficult problems. However, production cut-

backs as a means of achieving depletion policy objectives would

n on whether to delay Clyde by five or two years

raise more difficult problems than development delays. The former
would have a more capricious effect on the oil companies; would
be less economically justifiable (the capital having already been
sunk); and would have an immediate effect on tax receipts.
Ministers will therefore wish to consider whether a two year
delay is consistent with an effective depletion policy, the
principles of which they endorsed earlier in the year.
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