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VJORK OH ENERGY POLICIES 


My Treasury c o l l e a g u e s and I r e c e n t l y d i s c u s s e d a number of 

i s s u e s i n the energy f i e l d w i t h major economic i m p l i c a t i o n s f o r 

our f i s c a l and monetary p o l i c i e s , and our e x t e r n a l f i n a n c e , 

w i t h the o b j e c t of s e e i n g whether any f u r t h e r work needed to be 

commissioned. We came up w i t h three p r o p o s a l s , on which I would 

v/elcome your views . 


Supply i n the Medium and Longer Term 


S t a r t i n g w i t h the l o n g e r term, I suggest a review of our 

major plans on the supply s i d e . These i n v o l v e investment now 

to h e l p meet demand i n the r e s t o f the century. The review would 

b r i n g t o g e t h e r n u c l e a r development w i t h the work you have 

a l r e a d y done on c o a l . ( I t would a l s o cover the f u t u 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 and i t s o p e r a t i n g arm i n the 

N u c l e a r Power Company.) 


Enormous c o s t s are i n v o l v e d : two n u c l e a r power s t a t i o n s or 

three years of c o a l investment are each roughly e q u i v a l e n t to 

the t o t a l cost t o the UK of the Concorde programme; and j u s t as 

v u l n e r a b l e to m i s c a l c u l a t i o n about the l e v e l of f u t u r e demand. 

The aim would be f o r o f f i c i a l s , l e d of course by the Department 

of Energy, to produce a b a s i s f o r M i n i s t e r i a l d e c i s i o r s on the 

s i z e and composition of our investment plans f o r c o a l  p n d power 

s t a t i o n s , whether f o s s i l - f u e l e d or n u c l e a r , and on other 

a s s o c i a t e d investment e.g. on n u c l e a r f u e l o r technology f o r 

u s i n g c o a l . 


The essence of the p o l i c y problem i s u n c e r t a i n t y - i n c r e a s e d 

by the p o s s i b i l i t y of lower economic growth i n the world and 

the UK. Because of t h i s and lo n g l e a d times much energy 

investment amounts to t a k i n g out i n s u r a n c e p o l i c i e s . As w e l l as 

d e f i n i n g p o l i c y o p t i o n s , o f f i c i a l s should b r i n g out both the 

premiums we are paying i n the c o a l and n u c l e a r f i e l d s and what 

we are g e t t i n g f o r them, on v a r i o u s assumptions about the c c s t s 

and a v a i l a b i l i t y of a l t e r n a t i v e fuels.' Meanwhile I hope we can 

minimise f i r m d e c i s i o n s beyond 1 9 8 0 / 8 1 . 
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I suggest t h a t o f f i c i a l s from the Treasury, the CPRS 

and the Departments of I n d u s t r y , S c o t l a n d and perhaps 

Environment would take p a r t . I would hope the r e p o r t c o u l d 

be ready e a r l y i n the New Year. 


E l e c t r i c i t y and Gas P r i c i n g i n 1980-81 and L a t e r Years 
Proposa l s t o move towards economic p r i c e s f o r e l e c t r i c i t y 

and domestic gas have been agreed i n E(EA) and M I S C ( l l ) and 
c r e d i t has been taken f o r t h i s i n the p u b l i c expenditure 
e x e r c i s e . You have undertaken to pro v i d e a paper on energy 
p r i c i n g i n the autumn. Work i s a l s o needed on the best way 
of p r e s e n t i n g and c h a n n e l l i n g the e x t r a revenue. This w i l l 
be l a r g e but i  t w i l l be p r e s e n t a t i o n a l l y h e l p f u l t h a t the 
energy i n d u s t r i e s as a whole w i l l need s u b s t a n t i a l e x t e r n a l 
f i n a n c e over at l e a s t the next two y e a r s , p a r t i c u l a r l y i f 
R & D i s taken i n t o account. The f u t u r e p o s i t i o n depends 
p a r t l y on whether the Gas C o r p o r a t i o n has t o meet the cost of 
a gas g a t h e r i n g p i p e l i n e i n the years 1981-82 to 1984-85. But 
we do not need t o prejudge t h a t i s s u e now; and I c e r t a i n l y do 
not t h i n k we should be l e d i n t o unnecessary p u b l i c expenditure 
as a by-product of economic p r i c i n g . The r e a l i n c r e a s e i n 
energy p r i c e s w i l l of course be c r i t i c i s e d but can be defended 
not only on energy p o l i c y grounds but because, g i v e n our 
monetary and f i s c a l o b j e c t i v e s , i t w i l l enable o t h e r p r i c e s or 
taxes to be lower than they otherwise would be. There should 
t h e r e f o r e be no net e f f e c t on o v e r a l l l i v i n g standards and 
l i t t l e or no e f f e c t on the g e n e r a l p r i c e l e v e l . 

You and the S e c r e t a r y o f St a t e f o r S c o t l a n d w i l l no doubt 

wish to set medium-term f i n a n c i a l t a r g e t s f o r the e l e c t r i c i t y 

an d gas c o r p o r a t i o n s . . But we a l s o need to c o n s i d e r e i t h e r 

c h a r g i n g the Gas C o r p o r a t i o n a r e n t a l f o r i t s m o n o p o l i s t i c 

access t o North Sea gas f i e l d s or the a l t e r n a t i v e you have i n 

mind. As I understand i t t h i s would mean a l l o w i n g the 
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the Gas C o r p o r a t i o n pays h i g h e r p r i c e s but at the same time 

to r a i s e more tax from the producers. I suspect t h a t under 

t h i s arrangement some of the economic r e n t which would 

otherwise come to the Exchequer would l e a k away to the o i l 

companies. However both these p o s s i b i l i t i e s ought t o be 

examined. Because of the important tax aspects I suggest 

t h a t - t h i s work should be l e d by the Treasury w i t h r e p r e s e n t a t 

i v e s from the Departments of Energy, S c o t l a n d , CPRS and the 

Revenue. I hope a r e p o r t c o u l d be ready by the autumn. 

( I t c o u l d e i t h e r be taken at the same time as the paper on 

onergy p r i c i n g or combined w i t h i t : we could leave i t t o 

o f f i c i a l s to do whatever i s convenient.) 


/Short-Term 
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Short-Term Matters 


F i n a l l y , t u r n i n g to the s h o r t term we must r e c o g n i s e 

the r i s k t h a t an i n c i d e n t c o u l d c r e a t e a s e r i o u s o i l shortage 

t h i s w i n t e r . The se r i o u s n e s s of the p o t e n t i a l damage to 

p r o d u c t i v e i n d u s t r y and the economy g e n e r a l l y does not need 

s t r e s s i n g . I n such circumstances v/e s h o u l d , no doubt  f e e l 
3


o b l i g e d to use the Energy Act t o implement such measures as 
those l i s t e d i n Annex B to MISC 9(79)3, the r e c e n t r e p o r t by 
o f f i c i a l s on f u e l s u p p l i e s . I suggest t h a t i t would be 
u s e f u l i f you co u l d c i r c u l a t e to the M i n i s t e r s most c l o s e l y 
concerned a r e p o r t on the s t a t e of re a d i n e s s o f our contingency 
p l a n s - to c a l l a t t e n t i o n i n p a r t i c u l a r t o those o p t i o n s 
f o r which a p p r e c i a b l e n o t i c e would be r e q u i r e d before a c t i o n 
c o u l d be taken and how f a r reasonable p r i o r i t y of s u p p l i e s 
c o u l d be ensured f o r i n d u s t r y and a g r i c u l t u r e . I should a l s o 
l i k e t o suggest t h a t the f e a s i b i l i t y and economics o f a r a p i d 
i n c r e a s e i n s u p p l i e s i n a c r i s i s should be co n s i d e r e d d u r i n g 
the c u r r e n t review of North Sea d e p l e t i o n p o l i c y . 

I n c i d e n t a l l y , at yes t e r d a y ' s Cabinet the p o s s i b i l i t y 
of i n c r e a s i n g our share of the t o t a l "take" from the UK 
c o n t i n e n t a l s h e l f was r a i s e d . We are as you know a l r e a d y 
s t u d y i n g the p o s s i b i l i t y o f a c c e l e r a t i n g the r e c e i p t o f 
PRT take i n 1980-81. I would of course be w i l l i n g t o 
examine any othe r ideas which you or c o l l e a g u e s may have 
f o r maximising our UKCS revenues without a d v e r s e l y a f f e c t i n g 
the development o f the UKCS. 

I am sending copies of t h i s minute to the Prime M i n i s t e r , 

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 i e s of S t a t e f o r 

S c o t l a n d , I n d u s t r y and the Environment, and to S i r John Hunt 

and S i r Kenneth B e r r i l l . 


/ 
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