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The Scottish Economy

Industrial

BUSINESS SKIRVEYS

With the inauguration of the gquarterly
Scottish Business Survey (3B3) in
September there are now two regular and
up~to-date indicators of trends in the
Scottish industrial sector. The
combination of the new survey and the
long~standing CBI Industrial Trends Survey
provides a comprehensive and up Lo date
assessment of trends in Scobbish industry.

The two data sources are essentially
complementary, but there are important
differences between them. While the (BI
survey provides information on trends by
size of firm, the Scottish Business Survey
provides a gecgraphical breakdown of
responses (see Regional Heview). Egually,
the (BI provides information on sechoral
employment trends, while the 3853
distinguishes between male and female
employment, and in some sectors between
full and part-timers, In addition, the
number of respondents to the 383 is well
over twice that to the CBI survey, and
they cover not only Manufacturing but also
eonstruction, distribution and financial
institutions. The results from the new
SBS are therefore capable of a greater
degree of disaggregation than those from
the CBI.

The results of the itwo surveys are
initially considered separately, and their
combined verdict on Scottish industrial
trends then summarised. Major background
events during the weeks when the surveys
were undertaken {late Septemberearly
October) were the decline in the exchange
rate by nearly 3% from its average level
of three months earlier and the breakdown
of negotiations ipn the miners’ dispute,
culminating in the recommendation for
sbrike action by the NACOD's execubive on
16 October. These discouraging
developments in the coal dispuie may have
had some influence on the change in the
balance of respondents expressing
confidence in the general business
situation.

Performance
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SCOTTISH BUSINESS SORVEY RERR.TS

On balance Manufacturing respondents to
the SBS are marginally less optimistic
about the general business situation than
they were three months ago. This overall
picture subsumes greater opbimism amongst
firms in Metal Manufacture and Metal
Goods, Electrical and Electronic
Engineering, Food, Drink and Tcbaceo and
Miscellaneous Manufacturing, and lower
levels of optimism in the remaining
industries, particulariy in Mechanical
Engineering and Other Engineering.

The marginally less optimistic judgment on
the general business situation in
Manufacturing presents a more gloomy
pieture than do the responses Lo questions
on orders and sales during the pasi and
present quarters, After allowing for
seasonal factors, 37% of Manufacturing
respondents reported higher sales in the
three months ending in Sepiember, with 30%
expecting further increases during the
current guarter., Only 9% reported or
expected lower sales., A somewhat higher
proportion of respondents, 35%, reported
higher orders in the three months to
3eptember with the same percentage
expecting higher orders during the
remainder of this vear.

Only two sectors, Mechanical Engineering
and Miscellaneous Manufacturing, reporied
lower orders in the three months to
September, and only Mechanical Engineering
expected further falls in orders during
the current gquarter, Mechanical
Engineering was the only sector to record
lower sales during the survey period and
the only secior to forecast lower sales
during the remainder of this vear. The
most marked increases in orders and sales
were in Electrical and Electronic
Engineering, Metal Manufacture and Metal
Goods, and Textiles, Leather, Clothing and
Footwear. Significant improvements in
orders during the current quarter are
forecast by respondents in Chemicals,
Food, brink and Tobacco, and Other



Engineering., Marked increases in sales
during the current querter are forecast by
firms in Food, Drink and Tobacco, and
Miscellaneous Manufascturing. Only
Mechanical Engineering forecasts
significant slowlng down of orders or
sales over the remainder of this year,

sector substantially incressing employment
in the three months to September was
Electrical and Electronic Engineering,
with marginal increases in Textiles,
Leather, Clothing and Footwear and in
Miscellaneous Manufacturing.

Sales Performance September 1984

fmployment. Performance Septesmber 1984

Balance of respondents
reporting increased sales

Last 3mths Hext 3mths

All Manufacturing +28 +27
Metal Manufacture

& Meta) Goods +37 +38
Chemicals +17 +25
Mech. Engineering - G =11
Elec, & Electonic

Engineering +66 +10
Other Engineering +13 +17
Food, Drink &

Tabaceo +15 23
Textiles, Leather,

Clothing & F/wear +60 +54
Paper, Printing &

Publishing +54 +65
Miscellaneous

Manufacturing +15 24

Source: SBS, October 1084

Export markets emerge as more buoyant than
markets in Scotland and in the rest of the
UK., For the vast majority of sectors,
growth in sales and orders is most
sluggish in the Scottish market. The only
exceptions to this pattern are Mechanical
Engineering and Paper, Printing and
Publishing, where in the three months
ending September, Scottish orders and
sales were more buoyani than those from
the rest of the UK or the rest of the
worid. In Food, Drink and Tobacco, and
Mechanical Engineering the most buoyant
market during the remainder of this year
is forecast to be Scotland.

On balance, respondents in Manufscturing
reduced employment during the three months
to September, but expect to marginally
increase employment during the remaining
months of thig year, The major job
shedding during the survey period was
amongst respondents in Chemicals, Other
Engineering, and Food, Drink and Tobacco,
who recorded on balance reductions in both
male and female employment. The only
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Balance of respondents
reporting increased

employment
Last 3mihs Next 3mths
A11 Manufacturing -2 + 6
Metal Hanufacture
& Metal Goods + 6 w 2
Chemicals el +13
Mech. Engineering -14 =12
Eiec. & Electonic
Engineering 4 =57
Cther Engineering wB3 + 2
Food, Drink &
Tobaceco 14 -7
Textiles, Leather,
Clothing & F/wear +16 =3k
Paper, Printing &
Publishing -5 + 5
Miscellaneous
Manufacturing +13 + 5
Souree: SBS, Cetober 1984

Respondents in Electrical and Electronic
Engineering intend to increase employment
further during the current gquarter with
additional jobs to be created for both
males and females. JIncreases in
employment sre also forecast by [irms in
Cnhemicals, Paper, Printing and Publishing,
and Miscellaneous Manufacturing.
Respondents in Mechanical Engineering and
in Textiles, Leather, Clothing and
Footwear, expect to reduce employment over
the remainder of this year.

The relatively wuoyant outlook for orders
and sales is reflected in revisions to
investment intentions, Although two thirds
of respondents did not revise their plans
to invest in piant and equipment during
the quarier, the bulk of the remaining
third revised their intentions upwards,
with the revisions being most marked in
Electrical and Electronic Engineering,
Paper, Printing and Publishing, and
Textiles, Leather, Clothing and Footwear.
Only amongst respondents in Food, Drink



and Tobaceo were there significant
downward revisions to plant and eguipment
investment intentions during the quarter.

Investment Inteniions September 19584

Balance of respondents
revising intentions
apwards

Plant &
Equip. Baildings
A1l Manufacturing +2G +1¢
Metal Manufacture
& Metal Goods + 5 +3
Chemicals -0 i
Mech. Engineering +15 + 3
Flec, & Flectonic
Engineering +22 +26
Other Fngineering +1 0
Food, Drink &
Tobacco + 5 + 2
Textiles, Leather,
Clothing & F/wear 459 + 6
Paper, Printing &
Publishing 64 +28
Miscellanecus
Manufacturing +Hd + 0

Source; SBS, October 1984

Revisions %fo investment intentions in
buildings during the quarter are nowhere
near as marked, with only 10% of
Manufacturing respondents reviging their
intentions upwards., The most significant
upward revisions were amongst firms in
Flectrical and Elecironic Engineering, and
Paper, Printing and Publishing. Only in
Chemicals were there significant downward
revisions of building investment
intentions during ihe quarter.
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CBI SURVEY

The resuilts of the October CBI Industrizl
Trends Survey confirm a continuing, albeit
modest, recovery in Mamufacturing cutput
in Scotland, Given the deiferiorating
industrial relations background to the
survey it is perhaps not surprising that
there was a decline in the proportion of
respondents expressing greater optimisn
about the general business situation from
+9% in the July Survey to -2% in October,
I% must be noted, however, that the
majority (70%) of respondents reported no
change in their outliock.

Developments during the survey period may
have had a significant effect on the
responses to pariicular guestions. In
particular, the fazll in steriing may have
increased respondents' optimism regarding
export prospects. A positive bzlance of
+27% reported greater optimism, compared
with +18% in July and a2 negative balance
of «29 in Qctober iasi year. This
inereased opiimism is underpinned by
current and expected trends in new export
orders (net balances of +6% and +27%
respectively) and current and expected
export deliveries (+11% andé +17%
respectively), Higher export prices are
also snticipated by & posifive balance of
respondents, Hopefully, this represents
a restoration of profit margins, made
possible by the decline in sterling,
rather than pressures on unii costs with
adverse effects on competitiveness.

. 1

Net % of firm more optimistic about

20 general situation than 4 months sgo
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dust as with the 35BS, the trend of
responses to the CBI questions on the
total volume of new orders and output
indicates that domesfic markets are
markedly less buoyant than export markets.
& positive balance of CBI respondenis
reporfed increases in current and
anticipated domestic orders and output,
but, in contrast to the corresponding
guestions on exports, these positive
balances are generally smaller than those
reported in the Survey for the first three
quarters of this year.

et % fipms oore optimistic about
50 %1 export prospects Tor pext 12 months
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Though 56% of respondents report below
capacity working, this proporfion is some
4% lower than in July. Despite the
persistence of surplus capacity the CBI
survey, like the 385 finds considerable
evidence of a recovery in Manufacturing
investiment. A balance of 10% of
respondents expect to authorise more
capital expenditure on plant and equipment
over the next tweive months compared with
+5% in the July Survey. The main reason
for such expenditure is, however, to

Met % of Firms intending to invest

a0 in mAJdings in next 12 months
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increase efficiency rather than to expand
capacity. & balance of 129 of
respondents expect o authorise less
rather than more expenditure on buildings
in the next twelve months. These overall
trends in investment intentions confirm
those of the SBS, with, in particular,
investment in plant and equipment markedly
more buoyant than invesiment in buildings.

Whiie the CBI resulis do not suggest any
significant improvemeni in the demand for
labour, the responses to the guestions on
employment are better than might have heen
expected; a balance of only 1% report a
fall in numbers employed in the past four
months, compared with 9% at the time of
the July Survey and 28% this time last
year, Morecver, this balance of 1%
compares with a balance of 12% who
expected a fall in employment in the four
months from July. A& balance of 4% expect
a downward trend in numbers emplioyed in
The next four months, again a markedly
lower percentage thapn in earlier Surveys
both this year and last year.

Like the 383, the CBI results provide some
pointers that industrisl employment may
be stabilising, However, in the absence of
@ poticeable change in the Government’s
strategy much depends on continued
buoyancey in export markets. In this
respect, the exchange rafe, and measures
Lo contain unif costs, sre critical,

As reported in the previous issue of this
Commentary, small (0-199 employees) and
medium (200-499) firms are more confident
about business prospects than large {5004)
firms, and less than half the firms in
these former categories report below
capacity working. Output growth has been
significantly higher in the small/medium
firms in the past four months, and a much
higher proportion expect further growth in
the next four months., Amongst medium-
sized firms, nearly half (478} report an
upward trend in numbers employed in the
last four months, while only 6% report a
fali. The figures for smsll firms are
24% and 4%, respectively, and for large
firms 27% and 37%.

The expected trend in employment over the
next four months displays a similar
pattern between firm-size categories.



The general impression to be gained from
this, although the pabtern is not entirely
consistent bthroughout the range of
responses, is that large firms on average
are lagging in the recovery., This raises
some interesting, 1if speculative,
guestions concerning the rate of
structural adjustment in large firms, and
their flexibility in adapting to new
market opportunities.

The results for the six individual
industry groups in the CBI's Scottish
Survey reveal varying fortunes and
expectations. For the largest industry,
Mechanical, Instrument, Electrical and
Vehicle Engineering, the results tend to
he worse than the alli=industries sample in
the four months to October {with respect
to employment, new orders, output and
domestic and export deliveries), but
marginally better with respeect to
expectations for the next four months.
Nevertheless, one in four firms are less
confident about the general business
situation and the net balance of
respondents recording optimism about
export prospects, although positive, is
iess than in any other industry. The
results of the 583, where this sector is
disaggregated further, suggest a warked
difference between the experience of
Electrical and Elecbronic Engineering,
where ogutput and empioyment are
increasing, and the much more depressed
Mechanical Engineering and Transport
Equipment sectors.

By contrast, CBI Textile respondents
continue to report encoursging performance
in both domestic and export markets, A
balance of 35% report higher output in the
past four months, with similar balances
reporting higher domestic and export
deliveries, and this sector has the lowest
proportion of firms reporting below
capacity working (30%). A balance of 263
reported higher employment in the four
months to October, and the upward trend is
predicted Lo continue, though at a slower
rate. Again, these trends confirm those
recorded for the broader Textiles,
Leather, Clothing and Foobtwear sector by
the 8BS,

Results for the other four sectors
identified by the (BI in Scotland are more
variable and are not at all easy to
interpret, 4 consistent theme, however,
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as in the SBS3, is strong optimism about
export prospects and, with the exception
of Other Manufacturing, general pessimism
with respect to the domestic markel.
This contrast between home and foreign
markets is particularly striking in the
Chemicals and Metals andg Metal
Manufacturing industries. In the former,
a positive net baiance reported an upward
trend in employment and output growth in
the four menths to October, hut this was
ciearly dependent on sirong export sales;
and while exports are expected to contimve
growing, a large nef balance expect
employment to fall in the next four
months,  Business optimism in this sector
seems to be declining. Besulis for the
Metals indusiry are similar alithough
domestic orders and deliveries have shown
a stronger trend in the past four months.
Below capacity working is much higher in
this sector than in Chemicals (77% of
firms compared with 42%) and half the
Metal firms surveyed are less optimistic
about the general business situation.
The cutlook in the Metals industry is,
however, likely fto be more ¢oloured by the
miners? strike than is the case in
Chemicals.

The Food, bBrink and Tobacco industry also
shows a high level of below capacity
working (63% of firms}, and prospects for
recovery are ¢learly centred on further
growth in export sales. Despite
expectations of higher exports a net
balance of respondents expect output to
fzll over the next four meonths, though in
appareni contradiction a positive net
balance anticipate higher domestiic {as
well as export) deliveries, higher new
orders and higher employment.

Finally, Other Manufacturing comes oub
strongliy on a number of CBI indicators:
net positive balances of I17T% and 51% with
regard to the general business situation
and export prospects, respectively; a net
positive balance of 38% reporting higher
export deliveries, an egual number
expecting higher exporis over the next
four months, and the lowest percentage of
respondents reporting order books below
normal (only one in ten).

CONCLOSION

The general tenor of both the 8BS and the
CBY surveys is that there i3 liitle
immediate prospect of any acceleration in



the pace of growih of Manufacturing
output, Indeed, %the prospects for
maintaining the present modest recovery
depend strongly on export markets, which
encouragingly, are perceived as remaining
buoyant during the coming quarter and inte
early 1985, The recent fall in the
sterling exchange rate shouid help to
convert these expectations into reality.

Textiles, Electrical and Electronic
Engineering, and Other Manufaciuring
industries, and small. to mediumwsized
firms, appear to be leading the recovery.
Major traditional industries such as Metal
Manufacture, Metal Goods and Mechanical
Engineering continue (0 iag behind.
Since these latier industries are large-
scale emplovers, parficularly in West-
Central Scotland, there is litile
immediate prospect of 2 halt to the
decline in manufacturing employmenk,
though both surveys suggest that the rate
of decline is slackening. Both surveys
also confirm a sirong recovery in
manufacturing investment, particularly in
piant and eguipmeni. Investment in
buildings, by contrast, appears much more
depressed.

AGRICULTURE

This year has marked a turning point in
the fortunes of agriculture in Secotland,
largely as a consequence of changing
European sagricultural poliey. In
genersl, the demand for more farm
produciion has ceased, with quotas belng
imposed on milk production, the almost
certain application of price curbs on
cereals, and rising mountains of beef.
Stocks of beef are so high that chilled
warehouses in the Eurcpesn Community are
full and beef is being sent fo Ausiris,
Spain and Switzerland for storage.

As reported in the lasi issue of the
Commentary, gross outpub of agriculture in
Scotland fell in 1683, But within this
overall picture, the fortunes of different
sectors differ markedly. For example,
the 3Scottish Milk Ket Margins
investigation for the year ended 31 March
1984, which is conducted by the Scottish
Agricuitural Colleges and funded jointly
by ithe Depariment of #Agrienlture and
Fisheries for Scotland and the three Milk

i8

Marketing Boards, showed an average net
margin per cow of £83 compared with £120
in the previous year. The net marginis
the residual return to the farmer's
management and his investment in tenant's
capital, silowing for deprecistion but
without deduction of Interesti. The
average vaiuve of milk output per cow, at
£16%, was only slighily higher than in the
previous year, with little change in
either yields or prices. The main cause
of the reduction in margins was an 113
rise in feed costs.

A recent report from the West of Scotland
College of agriculiure showed continuing
low income on hill and upland farms.
Average management and lnvesiment income
of ~-£620 per hill farm was recorded for
1982-83 {exciuding breeding livestock
apprecistion from the calculation). This
compares with an equivalent positive
figure of £#28 for the previous vyear.
Upland farms fared marginally beiter over
the same period with management and
investment income increasing from -£115%
in 19680-87 to a positive £1,322 the
following year. The latter figure
represents a rebwrn on capital of 2%.

Scottish beef preducers, however, are
likely %o benefit from the lower cereal
prices expected over the next five years.
One estimate suggests that this fall might
be 85 much as 25% in real terms over that
period,

Within an overall static level of food
production, continuing viability will
depend on farmers being able to lower
significantly their unif costs and to
differentiate their products in a qgqualibty
sense. While geographical conditions
mean that Scotland is a relatively high
cost producer of livesitock products within
Europe {(and two thirds of Scotland's gross
farm output is based on animal products)
the same conditions account for the fact
that Scotland has s distinet advantage in
quality. For example, two thirds of beef
in Scotland comes from the specialist beef
herd while in the United Kingdom as &
whole two thirds of beef is a by-product
of the dairy herd.

The Governmenttis ¥redundancy scheme® for
dairy farmers has been heavily overw



subsceribed, The scheme was intended so
secure a farget elimination of some 2.25%
{29.8 million Iitres) of guota, but more
than 350 producers in Scotland have
already offered to sell wmore than 120
million litres of guota.,  The Government
have decided to accept applications first
from smaliler herds where dairying
contributes at least one third of the farm
income,

FISHING

Finalised data show that UK vessels landed
a total of 198,556 tonmnes of fish at
Scottish ports in the first haif of 1984,
16% higher than in the corresponding
months of 1983, The total value of the
cateh, at £86.2m, was 15.5% higher, giving
a slightly lower average price per tonne
relative to 1983, The demersal cateh was
increased marginally, but there was some
variation amwong individual species.
Landings of cod and haddock, under the
influence of quobta restriciions in certain
waters, were low relative to 1983, with
decreases in volume of 7% and 2%
respectively. Earlier this month, quots
restrictions on haddock catches were
1ifted for the important North Sea area
and also for the West Coast fishery,
allowing some modest increase in activity
during the remainder of $the year. The
volume of whiting landings was 10% higher
than in the first half of 1983 but it is
uniikely that the whiting catch will
persist at these high levels. The West of
Scotiand whiting fishery has been subject
Lo quota arrangements since August, and
two recent decisions have reduced the
maximum weekly catch by half. Finally,
the shellfish catceh rose by almost 10%
relative to 1983 and prices remained
strong with an average increase of B%.

Two significant problems beset the
European f{ishing community at present.
After only ten months of operation, the
CFP's operations were criticised,
foellowing a decision taken by the
Community to relax restrictions placed on
the by-catch for Danish vessels engaged in
industrial fishing for Norwegian pout in
the North Sea. The py-catch consists of
immature stocks of white fish, inciuding
cod, haddock and whiting, and the limit
set for Danish boats has been raised from
10% to 18%. Despite assurances that the
guantity and composition of these catches
will be monjitored monthly and that the
concession will end in May 1983, there is
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a great deal of concern sver the efTect
this will have on breeding stocks in the
North Sea.

The second area of contention also
concerns the North Sea, and the allocation
of 1%ts stocks between the FEC and Norway.
A joint fisheries poliey exists for the
management of common waters and stocks,
but agreement on the respective shares of
herring for 1985 has been elusive,
delaying decisions over other important
stocks. & dispute over herring
allocations led Norway fto determine
unilaterally the ailowable guantity of
herring for her fleet and this situation
could continue in 198%. The combined
catch of herring from the North Sea to
date this year has exceeded the level
advised by marine scientists, and, were
this to contine into 1985, the rate at
which herring stocks are building up may
be adversely affected. The dispute
between the EEC and Norway over commob
stocks, not just of herring, is of
particular significance to Scotsish
fishermen because of the high proportion
of their fishing activity which %takes
place in the shared waters.

CONSTRUCTION

Construction
33351

ED] T
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In the second quarter of 1984 the value of
new orders received by conbractors in
Scotland was £318.3m, 16% lower than in
the corresponding period of 1983,
Against the first three months of 1984,
new orders were down by 6%, but the
comparison is distorted by the fact that
the higher first guarter total was due
entirely to the exceptional value of road
and harbour work received in that period.
Hence, between the first and second
quarters, new orders actuaily rose for
most categories of works Notabhle smong
these was new private sector housing,



where the decline experienced over the
previous nine months was stemmed by
contracts totalliing £82m, 2 rise of 12%
over the previous gquarter's iow. There
was a sizeable rise in orders for new
industrial work, from £25m to £82m, the
result of a large number of relatively
smail projects below £2m, There was also
an increase in the flow of orders for
entertainment projects, lifting the total
for the quarter to almost £141m, Orders
for shops rose by £6m to £15M4m, and
further growth in this area is implied in
the new Scottish Busiress Survey, in which
retazilers reported an upward revision in
their investment plans for new budiding in
the near future.

Overall, orders from the private sector
rose by £60m to their highest quarterly
ievel for some time, This contrasts
markediy with the public sector iotal,
which feil to a dismal £123.5m, the lowest
figure recorded since mid-1982, Rises in
orders for publie sector housing,
hospitals, transport and energy supply
work did not compensate for deciines in
moest categories of public sector orders.
Response from construction firms to the
Scottish Business Survey in September
suggests that this pattern will be
repeated in the latter half of 1984,
Looking back over the July-September
period, 5711 of respondents indicated that
the volume of new orders received from the
private sector had risen, whereas in most
cases public sector orders had been
stationary or declining, It was
anticipated that this would occur again in
the last quarter of 198%, with some
worsening of prospects for public sector
work. Although work in progress is
expected to have risen in the latter half
of the year, it is unlikely to be encugh
Lo counteract the impact of weak future
orders on empioyment. The outlook for
jobs in construction is, therefore, gloomy
with a balance of 20% of respondents
anticipating that employment, particularly
of manual workers, will fall by the end of
the year.

The number of intended starts in new
private housing, as registered with the
RHBC, fell substantially for Scetland in
the third quarter of this year from the
record level of the previocus quarter,
Compared to a year e¢arlier, registered
starts of 3,000 in the third quarter were
down by almost 12%, while British figures
showed a reduction of Just over 6%. This
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may have been a response by housebuilders
to the large shift in interest rates which
toock place in July, prompting them to
delay some new starts, Total intended
starts recorded in the nine months to
September were only marginally below those
of the same period in 1983 for Scetland,
whereas there was a reduction of more than
5% inGreat Britain. Thus, the Scottish
private housing sector remains in a falrly
buoyant state. Flats ang maisonetbtes
continue to festure strongly in new house
congtruction in Seotland, regularly
forming more than 30% of the total number
of starts, well above the British average.
At the upper end of the market, detached
properties typically account for a quarter
of the Scotiish total, less than the
average for Britain.

Information fromw building societles
indicates that house price inflation in
the UK has decelerated, and there is
evidence of a similar occurrence in
Scotland. The Nationwide House Price
Index shows a 1% decline in the average
price of property sold in Scotiand in the
third quarter, bringing the annual rate of
increase to September, doewn to 8%, The
average price of a house in 3cotland,
according to this index, stands at
£29,660, This is below the UK average
but ghead of that in a pumber of the
Engiish regions,

Kew construction work announced in the
last three months is again characterised
by numerous small projects, with building
work te the fore, D & J OGgilvie
{Builders} of Bannockburn have received a
£2m contract to construct industrial and
retail units at Wishaw, while Wimpey
Construction were recently awarded a
management contract, worth £2m, for the
erection of a factory and office complex
at West Pitkerro Industrial Estate,
Dundee. Miller Construction {Northern),
a subsidiary of the Miller Group, have
received a £2.9m order from BP to
construct an extension te an
adminlstration building at Sullom Voe, for
completion by August 1985,  The same
company recently received orders for three
more building projects, with a combined
value of £2m. & long~established
building, the Doge's Palace in Giasgow, is
undergoing an internal transformation %o
house twenty~five specialist industrial
units. The £im contract, from the SDA,
is being undertaken by Henry Boot and is
expecied to be completed in mid-1985,



The 3DA was one of the parties who
successfully negotiated to have Glasgow
chosen as the site of the 1888 National
Garden Festival. The location, at
Princes Dock, will undergo demolition and
clearance work, and it is hoped that,
among other developments, a bridge will
eventually be built to link the Dock with
the Scottish Exhibition Centre. The
festival means that the site owners, Laing
Homes, will postpone their own development
plan for the area, which constituted &
major project in its own right, involving
more than 1,000 homes, a leisure and
retail complex, and a yachting marina.
Laing will instead carry out a
housebuilding programme on seven other
city sites which have been reieased to the
company by the regional authority.

The o0il refining firm, J O Buchanan of
Renfrew, are investing £9m in the
construction of an o0il solvent processing
plant and tank farm. The chosen site is
on the Clyde at 8ld Kilpatrick where the
existing jetty will be strengthened %o
accept large vessels carrying crude
product from Venezuela, and from where the
finished product will be exporied.

The piers programme for the Western Isles,
which has financial assistance from the
EEC, is now underway. The first project
to be undertaken is that of the Kallin
Pier in North Uist, st a cost of £600,000,
and it is hoped that tenders for three
more developments will go out before the
end of the year.

Finally, the second stage of the M74
extension between Draffan and Milibank in
Lanarkshire was awarded in September to 4
Monk & Co of Stiriing. The total cost of
this phase is £7.4m, while the £12m first
phase between Wellburn and Poneil is
already in progress.

ENERGY: OTL. AND GAS

UK crude oil production in the period from
June to August 1984 totalled 20.0m tonnes,
an increase of 7.4% over the equivalent
1983 period. Natural Gas production in
the second quariter was 1.im tonnes.
Total UK inland consumption of fuel was
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35.8m tonnes of oil equivalent, of which
53% was actual consumption of petroleum,

Finally bowing to market pressures, Norway
cut the price of its Korth Sea o0il by
$1.50=-$1.60 per barrel in early Qctober.
Britain responded by lowering the price of
Brent reference crude by $1.35 per barrel,
and, in turn, Kigeria, which desperately
wishes to maintain oil preduction because
of the needs of its domestic economy,
reduced its oil price by $2pb. in an
effort to prevent any collapse in oil
prices, OPEC agreed to cuts in members’
production gquotas, reducing the collective
production ceiling by 1.5mbpd. Saudi
Arabla have undertaken to bear the brunt
of the cuts in an attempt Lo support the
existing price of $29pb for Arabian Light.
However, even after the OPEC decision,
spot prices were stiil $1pb or more below
reference prices and American producers
pegan anpouncing reductions in the
reference prices of major US crudes, Tt
is worth noting that a general fall in oil
prices is not necessarily harmful to the
UK economy as a whole, especially if it
leads to lower interest rates and higher
world activity., Indeed, if a fall in the
01} price leads to a fall in the
sterling/dolilar exchange rate, the UX
government may rnot even lose any tax
revenue, since tax is levied on the dollar
price of oil,

One loser in the sttempt to maintain the
tofficiall price of ¥ crude in the face
of weak demand has been Britoil, which
over the summer was compelled to buy crude
from ¥North 3ea producers at the reference
price of $30pb that it could only resell
at $28.329pb on the spot market. The
company has made multi-miilion pound
trading losses in these transactions,
which will apparentliy be covered from
govermment (ie taxpayer) funds.

in spite of objections from some analysis
who still feel the entire deal is
unnecessary for the UK, the Britjish and
Norwegian governments have apparently
reached agreement on most points of
dispute concerning the proposed 220
billion plus purchase of Sieipner gas.
The main remaining problem is over where
Natural gas liguids from Sleipner should
be laznded. The UK government prefer
Flotta, but the Norwegians prefer Teeside,
where they have special tax benefits as



well as existing pipeline and processing
capacity.

4 possible indication of future
development trends in the ‘mature’ area of
the North Sez ¢il province was the
bringing on~stream in October of the tiny
Deveron field., Owned by Britoil, this
field, with only 14%m barrels of reserves,
iz producing from one well as a satellite
of Thistle. This satellite production
method is the only way, given existing
technological capabilities, that such
small fields can be developed
economically.

In June 1984 Scottish employment wholliy
associzted with North Sea oil was 64,048,
a fal} of 2,680 from December 1983, In
geographiczl terms, the largest employment
decline was in Highland areas, which lost
h,15C jobs over the period. Declines
were also recorded in Orkney, Shetland,
Tayside and Strathclyde. On the other
hand, Grampian, the Western Isles, Fife
and Central/Lothian all experienced neb
empioyment gains over the six months
period.

ENERGY: COAL, ELECITRICITY AND WATER
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Other energy and water supply, and coal
and coke show contrasting developments in
output over the first quarter of 1984,
Not surprisingly, the coal dispute has
resulted in a fall of 33 points in the
coal and coke index for Scotland to 48,
The UK index fell over the same period by
29 points to 59, The other energy and
water supply index for Scotland continued
to climb to 114 with a rise of 2 points.
However, this still lags well behind the
index for the UK which now stands at 129,
The latest Treasury Economic Progress
Report (October 1984) estimates that the
level of indusirial production in the
British economy in the three months to
July has been reduced by 3.5% as z direct
result of the coal strike, Of this,
2,758 is accounted for by coal production
itself, Thus, only around 0.75% of
production has been lost elsewhere in the
economy, although, of course, other
sectors will suffer much more dramatically
if power cuts are experienced during the
winter months,

On present evidence it is believed that
there will be no power cuts brought sbout
by the necessity to conserve stocks until
the early months of 1985, The CEGB has
18m tonnes of coal stockpiled at power
stations {representing around 2-3 months
supply) and has increased the rate of oile
burn and nuclear power generation over the
izte summer in order to conserve these
stocks, There has also been an increase
in imports of coal and in production from
opencast mines, which are licensed to
private operators by the cosl board and do
not use NMlm labour. Around 20m tonnes of
cosl remain at the pitheads and will have
to be moved to the power stations in the
next three months if the strike continues.

In Scotland there are unlikely to be power
cuts in the foreseeable future, ie until
mid-198% at the earliest. This is
principally because the mix of power
sources is guite different from that in
the CEGB ares, with gas condensates and
muclear and oil fuel being able to provide
all the electricity Scotland requires.
Much more worrying for those concerned
with the coal industry in Scotland are the
harmf'ul effects on actual and potential
markets, A decision on whether Lo
convert the Kilroot power station near
Belfast Lough from oil to cosl has been
delayed by the present dispute. It seems
almost cerbtain that were conversion
approved, the coal inputs would be



supplied from the Sc¢ottish coalfield,
Export contracts have slready been lost in
Scandanavia az a result of the strike and
the coal board 15 claiming that Poikemmetb
colliery will not begin production again
for at least 15 months even if the strike
is settled soon. Thus, coal supplies for
the Ravenscraig steel works will have to
continue to be imported through, and
transported from, Hunterston for some
considerable time

The Future of the Scottish coal industry
wiil depend largely on developments in the
electricity generation industry. The
S3F8 nhas been diversifying its generation
hase for the last ftwo decades -~ in
particular into nuclear power. Graph 1
showg the rise in nuclear generated
electricity sent out To consumers as at 31
March of each vear {and the consequent
fall in conventional thermal generation).
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Since March this vear nuclear power will
undoubtedly have overhauled conventional
thermal {which includes coal and oil) as a
source of electricity generation. This
increase in nuclear generation with an
implied growth rate over the ten year
pericd of 15.5% pa, must be seen in the
Light of total electricity generation sent
out {(Graph 2). This has fallen from its
pesk of 25bn units in 1978-79 to just over
19bn units in the vear ending 31 March
1984, The massive fall in total
electricity generation in 1982-83 was
mainly due to the c¢losure of the
Invergordon aluminium smelter. Over the
period 197484 electpricity sold to
consumers {in millicns of wnits) increased
by only 2.8%, an implied annual growth
rate of 0.3%. The changing industrial
structure in 3cotland with the relative

decline in high energy~using industries
such as heavy engineering, and the rise of
light manufacturing and services has
contributed to this slow growth, a5 has
the success of the energy conservation
iobhy.

.
total Blectricily genrerated
) sent ocut 1874-1084 (million
2390 upits)y
e

At present the increasing proportion of
electricity generated by nueciear power is
benefitting Scottish consumers. As shown
in the table the cost per unit of nuclear
power is 0.7ip lower than that generated
by conventional means. However, the fuel
costs of nuclear power have been rising
slightly faster than those for ceal or oil
and are sel to increase even more quickly
as the heavy capital charges for the
Torness plant come on stream.

All.in costs of generation, jincluding
capital charges and nuclear
decommissioming provisions (1683.84)

Coal, 0il and gas turbine
Nuclear
Hydro

2.93p per unit
2.22p MM
C.hgp ™ 1

Source;, SSEB Accounts, 1983/84

As at June 1988 the first unit at Torness
was 65% complete and the second unit 50%.
The construction programme has been
running to schedule and it is expected
that the piant will become oberationai on
schedule in 1987. This will add 1,500MW
of capacity to the S3EB system and may
lead to further reductions in the amount
of coal burnt in the area. The question
of whether or not coalwburp will be



reduced below present levels in 1987 will
depend to a large extent on three further
factors. First, the Boddam, fired by
natural gas liguids power station at
Peterhead is currently supplying around
20% of the SSEB's electricity needs.
During the course of the next year it is
possible that it will lose its feedstock
source either entirely or partly to the
Moss.morran petrochemical refirery.
Depending on whether or not Boddam can
replace this feedstock with either gas
condensates or oil {or a mixture of both)
the S3ER may have to increase its coal-
fired electricity generation {(by anything
up %o 1.5m tonnes per vear), Secondly,
exports of electricity ™down the wire® to
the CEGB have been increasing rapidly over
the iast few years (Graph 3} and reached
2.5bn units in 198384, In his annual

Electricity trade between
CFCB and S5FB (miliion
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statement for the fipnancial year just
ended the SSEB chairman stated that,
before the industrial action in the coal
fields, this rate of export was the
equivalent of 1.5m tonnes of coal per
anrium,  Although the coal strike may have
damaged this rate the SSEB has continued
to export electricity south from the oil-
fired Inverkip station, Thirdly, it
remains to be seen how the present cosl
dispute wilil affect the goverhment's
grant-aided programme of converting
industry's existing oii~fired boilers to
coal. UKewide it was expected that this
vear industrial demand for coal might have
risen by 0.3m tonnes through this
conversion programme. This figure is now
unlikely to be reached. It remains to be
seen whether these three factors will
compensute for the reduction in demand
faced by the c¢oal industry with the
completion of Torness, If they do not,
the struggle to maintain the coal industry
in Scotland at its present level after the
miners' strike may just be beginning.
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FOOD, DRINK AND TORACCO

The results of the Scottish Business
Survey for the Food, Drink and Tobacco
sector as a whole indicate growing
optimism about the general business
situation. Continued improvement in
orders and sales are expected,
particuilarly amongst exporters. 58% of
respondents expect an inerease in the
total volume of export orders in the next
three months, whilst 71% expect a growth
of sales to export markets. An upward
revision of investment intentions compared
with three months ago was also reported,
with the introduction of new technology
and attempts to improve efficiency cited
as the dominant influences. Prospects of
inereasing employment, however, remain
depressed.

Cutput of the food manufacturing
industries in Scotiand in the first
quarter of 1984 remained at the previous
quarter's index level of 108, But taking

Food Ingustries OQutpot

the 12 months to March 1984 over the
previous twelve months, ocutput rose by 5%,
a better performance than in the Y as a
whole where production remained stationery
over the same period,

The Scottish food processing industries
employ over 30,000 peopie whose prospects
are affected by developments elsewhere in
the focd chain which iinks primary
production, manufacturing, distribution
and consumption., Buoyaney in the retail
trade, particularly food retailing, shouid
encourage confidence among the food
processing industries. For example, as
part of a large-scale extension of Marks
and Spencer's store in Argyle Street
Giasgow, space devoted to their food
section was increased by T0%,



proportionately more than any other
section. Other stores which have
recentiy opened or expanded have also
reported greater than expected sales in
their food departments,

United Biscuits, the Edinburgh-based
restaurant, fast«foods and biscuits
company, increased pre-~tax profits only
slightly in the six months to July, from
£34.5m Lo £34.,6m, on a turnover which had
increased from £718.4m to £847.1m,
According to the company, &ll UK divisions
performed well, increasing profits by 31%,
but trading profits in US fell by aimost
12% in the same period, Acknowledging
the degree of competition in the U3 where
United Biscuits is already second largest
in the field, the company cpted in the
short~run for lower profits overall to
increase market share on U3 operations.

The almost continuous decline in output of
Scottish drinks and tobacco industries
since 1979 appears to have given way in
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the last year to relative stability,
This primarily reflects developments in
the whisky industry which tends to
dominate trends in this sector. The
index level of 76 for the first quarter of
1874 shows little change over the previous
three quarters but is still some 25% down
on 1980 levels.

In the wake of Scottish & Newcastle's
acquisition of a 29,34% stake in Moray
Firth Maltings, the second largest
supplier of mait to the whisky industry,
the Distillers Company has alsc moved into
the commerceial barley market, The
formation of a subsidiary, Distillers
Company {Cereals), to manufacture and sell
malted barley to brewers, distillers and
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the food frade in both domestic and
overseas markets will provide strong
competition in the cereal processing
markek,

Hoping to have correctly ideniified a
shift in the tastes of Scottish drinkers,
Bacardi & Co have launched a new drink
"Bezigue® on the Scottish market. To be
dgistributed by Tennent Caledonian
Breweries, it is described as a tempered
spirit with a citrus twist, Average
weekly household expenditure on alesholice
drink is higher in Scotland than in the UK
and according 4o the company survey of the
market, per caplia consumption of Bacardl
rugm in Scotland is more than double the UK
figure.

The proposal by Edinburgh District Council
to increase the district rate from 29p to
65p from next April came under atitack by
the Edinburgh Licenzed Trade Association.
Their rating adviser has claimed that the
increase proposed would mean more than 3p
on the pint, as well as more expensive
meals and hotel accommodation, with
adverse conseguences on employment and
investment.

The relative weakness of sterling against
the dollar remains a potential source of
gain in the otherwise stagnant outloock for
whisky producers. As the industry enters
the traditionally heavy sales period
around Christmas and New Year, higher
export sales to the large US market will
be expected to counter the likely flatter
demand of the domestic market. This boost
in price terms may counter the adverse
shift in tastes Lo Puhite® spirits in the
U8 which has been forecast to produce a
more than 1% fall in whisky consumption in
the next vyear,

The iikelihood of a continued change in
tastes in the US market over the next
decade may make the recent NEDD report on
the distiiling industry of special
interest to the Scotch Whisky Asscciation
and Lo the leading firms in fhe industry.
This report suggests that the whisky
industry should take a more aggressive
stand in the various EEC Courts of Appeal



over the diseriminatory taxes and dubies
presently levied on whisky in many member
countries, particulariy as the EEC now
forms the largest market for Scotch whisky
with 29% of aples against the US market's
28% and the UK's 184, Litigation in the
past has had some success in reducing the
anti-whisky protectionist barriers imposed
in both France and Ttaly. A more
aggressive stance may increase the
industry's share of & growing market
rather than wasting preclious advertising
and wmarkeling resources in trying to
maintain its share of a decliining one.

The indications from the variocus companies
reporting thelr annual figures in the last
quariter are of a static or only siightly
growing markef in which there is active
redistribution of market shares.
Distillers Company Limited appear to be
weathering the storm least well of the
major companies. Following the
announcement during the summer of the
closure of its VAT 69 and White Horse
bottling works in South Queensferry and
Glasgow, reports have been circulating
that DCL is contemplating closing a number
of its 34 malt distilleries, Eieven
distilleries were closed by the company in
1983 with the loss of 500 jobs. The
chairman stated at the annual meeting that
the depressed level of consumer demand
showed no signs of improvement and that
this year's sales will probably only match
last year's. This points to further cuts
in productive capacity, especially given
the level of over-stocking in the
industry. Union forecasis are that as
many as 22 of DOL's 38 existing operations
may face closure, While the eventual
figure is likely to be lower than this,
industry analysts agree that more closures
are likely. At present DCL plants are
operating at only 30% of capaciiy witha
long summer shutdown and fourwday weeks.

The predicament of DCIL contrasts with the
performance of two of its major rivals,
Bells and Highland Distillers, Bells
pre-~tax profits rose from £31.3m to £35.2m
(12.54} in the year to 30 June 1984,
With whisky zales accounting for £34.6m or
98.3% of profits, the company maintained a
more than 20% share of the UK whisky
market, But falls in the sales of "The
Real Mackenzie" meant that Bell's actusl
market share fell from 248% to 22%.
However, on the production side the
group's four highland malit distilleries
achieved "normal®™ capacity ratings for the
year and their lowland distillery,
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Bladnock, came back into operation in
1983, The best performance over the year
was achieved by Highland Distillers.
Their profits rose in the year to August
by 17% to £8.27m. The company holds
market shares of 22% in Scotland and 10%
in the UK as a whole. Sales volumes,
mainly of the "Famous Grouse"™ blend, were
up by 24% in Fngland and the company's
distilleries were operating at 50%
capacity as compsred with 35% in the
previous year,

Whisky production Litres of Pure
Alcohol (millions)
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However, in the industry as a whole,
whisky production figures from the third
quarter of 1976 to the first quarter of
1984 show a distinetly downward trend (see
graph). Total whisky production is the
sum of grain and malt whisky preoduction
and, although malt production displsys
much greater sessonal variation, declines
in output are manifest in both types.
From a high point of 139.8m litres of pure
aleohol in the fourth guarter of 1978,
output had more than halved by the
corresponding quarter of 1983, There seems
little doubt that this trend is sel to
contirue in 1984,

Two other pieces of company hews were
reported in the last quarter. First,
Invergordon Distillers have boughi the
brand name of "Glayva®™ from Honald
¥orrison and Co. The purchase of the
whisky-based liqueur, which Invergordon
already produces under licence, cost
£232,500.  Secondly, Whitbread, the giant
brewing company, have bought the s0le US
distribution rights of ™lutty Sark whisky
from the Buckingham Corporation for £%m.
This is an expansion of its Scoteh
interests which include a majority stake
in another U3 distributor, Highland
Distitlers Corporation.
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The Index of Production suggests that in
the first quarter of this year Scottish
output from the metal industries fell.,
However, the recent Scottish Business
Survey indicates that performance may have
improved in the later guarters, 60% of
respondents reporied increased orders over
the past three months, with #1%
anticipating further new orders over the
next quarter. Just under #5% of
respondents had experienced increased
sales and expected this to continue.

Pespite the miners®t strike, steel
production in the UK has been maintalined
at higher levels than last year and
Scotland has fared beiter than other parts
of the country. While lower than last
year in Wales and in Yorkshire and
Humberside, output in August was more than
12% higher in Scotland than a year
earijer.

There have been important developments,
“however, in the external factors affecting
the UK steel industry generally which pose
a reneved threat to Ravenscraig, given
that the Motherwell complex appears to be
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the marginal plant in the BSC scheme of
things. Agajnst a background of
substantial excess world capacity, the
United States has decided to restrict
total steel imports to 20.5% of the US
market for the next five years, with
imports of finished steel being reduced to
18.5% of US conasumption, Current imports
o the U8 exceed these levels and the U3
restrictions are likely to intensify
competition. European producers are
cushioned by the arrangement guaranteeing
5% of the US market for finished products.
Canadian and Japanese producers also have
arrangements with the US,  The remaining
swmall market share will be competed for by
other suppliers, who are also iikely to
seek markets elsewhere more actively,

At the same time the European community
made initial moves to remove its compiex
system of controis. Increased guotas
were e¢stablished in October for imports
into the Communify, the expectation being
that European suppliers shouid be able, as
they compiete by the end of 1985 the
restructuring set out in the Davignon
Plan, to compete with imports. But even
if EEC producers meet their current 1985
capacity targets, excess capaecity will
remain. With prospects of overcapacity
in Furope and of intensified competition,
fears were expressed recently that the EEC
will require still further capacity
reductions.

Prior to the minerst strike, B3C aimed to
break even over the current yvear but still
held that excess UK strip capacity and the
need to substantially reduce costs to earn
a positive return on investment pointed to
closure of a strip mill, B3C seemed to
have accepted, however, thalt closure of
Ravenscraig or of any other major plant
would be an inappropriate response to the
employee lovalty shown during the miners'
strike. In addition, completion of BSC'z
corporate strategy whieh, it has been
thought (see last Commentary}, might
signal Ravenscraig's closure has been
deiayed until the effects of the miners’
strike can be assessed. But in November
wion officials at Ravenscraig claimed the
existence of a management document
containing an outline of BSC's investment
intentions. The alleged contents are
congistent with fears sxpressed in earlier
Commentaries that future BSC investment
will be concentrated in the two Welsh
strip plants. If this is correct, the
long-term future of Ravenscralig is again
thrown inte doubt,



With current depressed demsand for final
products conbaining steel inputs, steel
users have expressed concern over the
frequency and extent of BSC's price rises.
Although originating in EEC agreements, it
is alleged that BSC has been applying the
price increases more actively than other
European producers. This may lead
British consumers to turn increasingly to
those suppliers obtaining inereased access
to Commmity markets.

After earlier reductions in its labour
force North British Steel has continued to
face financizl problems and to pursue
restructuring of the group finances.
Some breathing space has been provided by
Lothian Regional Council's decision to
allow deferment of the company’s rates
payments until next vear. Having
disposed of its assets the former wire-
rope manufacturing company, Martin-Blaock
continues to seek another investment
cutlet for the proceeds which is
consistent with the management's
industrial expertise.

MECHANTCAL ENGINEFRTNG
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The Index of Production for Scottish
Mechanical Engineering firms leapt up by 6
points in the first quarter of 1984.
This was ip marked contrast io the index
for the whole of the UK, which fell by one
point over the same period. Most other
engineering sectors in Scotland also fell
back siightiy. This quarter's results
are, in faci, somewhat misleading.
Production by Scottish firms in the first
guarter of 1984 remained below the level
of the first quarter of 1983, The
apparent improvement is due to a bunching
of figures, resulting from the completion
of several contracts for the oil industry
Quring this quarter.

NEDO predicts a fall-off in offshore
orders over the next year. A number of
orders had come in at once foliowing two
years of almost non-existent demand,
while of f~shore operators negotisted an
improved tax dezl with the government.
These orders are now coming to an end.
The Industry Department for Scotland
report that employment wholly associabed
with North Sea oil in Scottish Mechanical
Engineering fell by 3,000 to 15,343
between December 1983 and June of this
year.

The resuits of the Scottish Business
Survey tend to confirm that the industry
in Scotland is experiencing considerable
difficulties: 39% of respondents are less
optimistic about the general situation in
the industry than was the case three
months ago;  45% of firms report that the
total volume of new orders has gone down
over the last three months; and only a net
balance of 5% of reapondents believe that
the forthcoming guarter's sales will
increase. Scottish firms appear o have
been wnable to take advantage of the fall
in sterling against the US dollar and, to
a lesser extent, against other European
currencies. Unly 6% of respondents
reported a rise in export sales in the
guarter to September, while 28% reported a
fall. Higher exports over the next three
months were anticipated by only 7% of
respondents, with 273 expecting decreases.

Trafalgar House confirmed that it was
going ahead with the takeover of REGC ¢il
construction yard at Methil, after an
unsuccessful bid by the 3cottish Daily
Record and Sunday Mail for the vyard,
Trafalgar House denjed fhat its takeover
of the Methil yard would have caused it to
sell off the Scott-Lithgow yard on the
lower Clyde. The company claims that it
is intent on building an integrated
British offshore construction company.
The Office of Fair Trading, is at present
examining requests from a number of
organisations objecting to the Trafalgar
House takeover and demanding that the
matter be referred to the Monopolies &
Mergers Commission.

Both Mchermotts of Ardssier and Highland
Fabricators of Nigg have secured important
contracts in the last quarter (see
Regional Review) from Marathon 0il for
the Brae B field. The workforce at Nigg



was reduced to only fifty care and
maintenance staff when work on the Conoco
tension leg platform was completed in May.
Highland Fabricators have also placed a
bid for ten more contracts. Any hopes of
returning to a workforce between 1,200 and
1,500 will depend very much upon the
cutcome of the current bids.

FELECTRICAL AND INSTRUMENT ENGINEERING

Elwcerical & Instlupent

s Enpineering Quipat
ios ] S
Pedd e
tpn } P

S A, T e
-
B o e ey T e T

Yuist

It is clear from the Scottish Business
Survey that firms in this sector remain
very optimistic: 58% of respondents have
experienced an upward trend in new orders
over the last three months: 25% expect
this trend to continue over the next
quarter; 60% have enjoyed an upward
movement in volume sales over the last
guarter; and 783 think that this will
continue for the fortheoming quarter. As
far as employment is concerned, 44% of
firms report increased employment over the
most recent quarter, and 574 believed that
Job gains will continue over the next
three months, '

4 number of recent developmenis are
consistent with this continuing buovancy
and optimism. The Electronics Location
File has predicted that Scotland will
enjey a net gain of more than 1,000
electronics jobs by the end of 1985, The
majority of these jobs, about 770, will be
in companies employing fewer than 250
people, The Japanese group NEC, has
announced a further £75m worth of
investment which will create an additional
450 jobs in its microchip plant at
Livingston, NEC currently employs 200
people, mostly young, at Livingston.
Apolle Computer, the US wanufacturer of
32 bit multi-user work stations, plan to
make Livingston its European manufacturing
base. The company is to invest £2m in a
pilot plant to handle servicing and

distribution, Around 150 jobs should
result, SCI UK, an Alabama based company,
which does substential sub-contract
assembly work for IBM, is to increase its
Irvine workforce by 150. The Irvine
factory, which was recently opened,
already employs 400 people, Most
recently, Indy Flectronics Ine of Manteca,
California has announced a £20m project
which over five years will generate 500
Jobs in the Irvine area. The company
specialises in the assembly and testing of

. integrated circuits.
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This sector continues to perform well hut
two discordant notes have been struck in
the recent past. First, while employment
opportunities continue to expand, there is
some evidence that companies are
encountering difficulties in recruiting
some types of labour, particularly highly.
skilled iabour. Competition among
companies for available labour will raise
wages but, given the relative capitalw
intensity of electronics, this will have
only a iimited impact on prices znd
competitiveness, Secondly, the CBI has
identified a lack of responsiveness and
motivation among sub~contractors in
Scotland. Japanese and American
companies continue to dominate the supply
of capital equipment for electronics.
However, domestic suppliers, able to
provide greater certainty of delivery ang
protected by lower transport costs by dint
of location, fare relatively better in
supplying inputs such as printed circuit
boards.

TRANSPORT EQUIPMENT
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The absurdities in the Scobtish Index of
Production for transport equipment
continue, According to the latest
Seottish Office relesases the Index rose
from 88 in the fourth quarter of 1983 to
91 in the first quarter of 1984, In the



last Commentary it was reported that the
1983 fourth quarter figure had failen to a
new low of T1. This eleven point revision
in a three month period, shown in the
table makes reference %o the Index of
Production as an indicator of industrial
activity at any one point in time a
nonsense.  In the May Commentary disquiet
was expressed about the disturbing
finetvations in the Index for a measure
which ig reportedly 'seasonally adjusted!
but those reservations pale into
insignificance when such a periodic
revision is considered.

INDEX OF PRODUCTION FOR TRANSPORT
BQUIPMENT

Figures reported Figures reported

June 1984 August 1984
1582 0 82 82
& &z 82
Q3 79 7T
] 88 88
1983 Q1 82 81
[ 95 9
3 a8t 85
& Vil 88
1984 Qt 41

The fluctuations and revisions of the
Scottish Index can be contrasted with the
apparent stability of the X index which
stood at 90 throughout 1983 and has fallen
by one point to 89 in the first guarter of
1984, These differences are impossibie to
reconcile, given that the Scottish Office
offers no expianation for such drastic
revisions and iittle comment on the causes
of movements within industrizl sectors.
On intuitive grounds, however, the August
figures would seem more plausible given
the expansion of production in the British
Aerospace operation at Prestwick due to
increased orders for its *Jetstreanm 31'
aireraft.

There have been deveicopments in the
negotiations to find a buyer for the
Leyliand Trucks plant at Bathgate over the
last three months. Joint talks have taken
piace between the wnions, BL management,
the Scottish Development Department and
Marshalls, a Lincolnshire-based tractor
mamufzcturer over the possibility of the
latter's part-takeover of the engine
making operation at the West Lothian
works., 1If a deal were reached it is
thought that wp to 750 of the remaining
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1:300 jobs at the plant might be saved.
However, there may be difficulties in
conciuding a deal as Leyland management
may be rejuctant to ailow a potential
competitor to continue producing engines
in the UK while their own plans for an
engine~manufacturing facility (operated by
the American Cummins organisation) are not
yet finalised. Indeed, until plans are
finalised Leyiand are dependent on the
goodwill of the Bathgate workforce in
order to secure z steady flow of engines
and parts for their 'Readrunner? truck up
untii the new M1211 model comes on stream
in 1986, The treatment of the Bathgate
workforce by Leyland management in the
iast year may have stretched that goodwill
to the iimit.

On a brighter note, AC Scotland, the
recently started select sports-car
manufzcturers have secured a £2%m, export
deal with the US. The Hillington.based
company which empioys 30 men has been
contracted to supply 200 cars a year for
the next ten years. Further company news
on the vehicles front is that the (lasgow
company Swif't Trucks which include coach-
building and vehicle repairs facilities as
well as a vehicle hire operation have
merged with Transport Development Group in
a £2m deal. The latter's interests
throughout Europe seem set to provide a
much wider market base for the Scottish
company. No jobs will be lost in the
Merger process.

There has been some evidence in the first
half of 1984 of westera European
shipbuilders increasing their share of new
ship corders. 1.3m registered tons of
orders were placed at west European yards
(compared with a total of 19m tons in the
whole of 1983) while the Japapese share of
new orders fell back. In Scotland,
Yarrows nave been awarded the first £100m
order for the navy's new Type 23 frigate.
This is confidently expected to be the
forerunner of a number of such orders and
it is possible that the yard may land all
eight {worth £800m} and so ensure jobs for
the present workforce of 5,500 well inkto
the 1990s. With this new order Yarrows
now have £500m worth of orders on their
books, {ovan Shipbuilders does not have
orders of such value but there are
potential contracts in the offing. A%
present the yard is building three ceoal
carriers for the CEGB and is negotiating
over a vessel for Hong Kong. However, it
has ziso been involved in 2 joint bid
{with a Duteh vard) for an order to build
two North Sea ferries worth £40m each.



If these contracts are won they will
relieve much of the concern about the
yard's immediazbte fubure.

A campaign has been started in Aberdeen
over the fuiture of the Hall Russell
warshipbuilding vard, but on this occasion
the proposals for privatisation are not
the cantre of the attack. The workforce
and locsl pressure groups are worried that
when the yard is s0ld into private
ownership it will be bought over by an oil
company for its prime site only and will
then be closed as a shipbuilding concern,
Quite rightly, they are pressing for
government assurance that thisz highly
successful east~coast yard be so0ld as an
ongoing operation with guarantees of its
continued development as a shipbuilding
CONCern.

Another part of BS warship division, the
Barclay Curle yard on the Clvde, has been
put up for sale. Since nationalisation it
has given up its engine building operation
and concentrated on the launching system
for the 'Sea Dart' missile. However, the
last in a set of six systems is due for
¢completion in March and the present
workforce of 106 {(having fallen from a
peak of 420 a few years ago) will be
without work from then on unless a buyer
can be found. The Navy has no plans to
place new orders for this particular
system,

Finally, half of the old Henry Robb Leith
shipyard may soon see the re-introduction
of shiprepair and shipbuilding facilities,
A consortium of three businessmen under
the name of Garlest Limited are interested
in the presently unused site for an
engineering and shipbuilding enterprise.
It is forecast that a possible 80 jobs may
be involved in the project,

CHEMICALS AND MAN MADE FIBRES

The Index of Industrial Production for
chemicals and manwmade {ibres increased
from 99 in the last guarter of 1983 to 102
in the first quarter of 1984, This
represented a faster rise than in the UK
&5 a whole, where a 1% increase brought
the index to 110. However, the chemicals
Jdndustry in Scetland is less buoyant than
in the UK as 2 whole. As stated in the
last Commentary, it is not immediately
obvious why this divergence in the two
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indices exists although the nature of the
chemical industry itself makes
speculation on this count easy.

13t Chericals & Mas-made Pibres

aust

Perhaps more than any other industrial
grouping the chemicals and man-made fibres
"industryt i3 characterisd by its
heterogeneity. In the 1981 Census of
Production arcund 2,500 business units and
3,000 establishments were identified in
the UK chemicals sector, the vast majority
of which were small firms. However, the
Chemical Industries Assoclation (CIA) has
estimated that approximately 68% of the
industry's turnover is accounted for by 0
companies, No individual company
indicates the diversity in the c¢hemicals
business better than ICI. Their product
range stretches through ifems for the
kitchen, inputs to the elecironics
industry, involvement in agriculture and
health care to manufacturing explosives.
A& glance at the Minimum List headings
under the 3IC (Class 25) division for
chemicals also displays the complexity of
the industry. Eighteen activity headings
are reported including organic chemicals,
fertilisers, printing ink, perfumes,
photographic materials and paint and
varnish.

Comment on aggregate trends in %he
'industry' are, therefore, unconvineing if
not a little spurious. The Chemicals EDC
of the National Economic Development
Office has produced a number of useful
documents on the state of the UK indusiry
and its prospects for the future, Beiween
1973 and 1980 the industry as a whole grew
in real terms by 4.4%, It continues to be
an important contributor to Britainta
balance of payments although its positive
balance has declined in real terms from
£1,777Tm in 1980 to £1,181m in 10813,
However, the overall growth rate in the
industry hides some worrying interw
sectoral movements {(especially for the
Scottish industry). The table shows some
of the more extreme of these.



1973-1980

(% growth in

1975 prices)
Inorganic chemicals « 11,1
Pharmaceuticals + 28.8
Dyestuffs and Pigmenis - ¥7.8
Scap and Detergents + 20.6

Trade in chemicals also shows remarkable
movements over the 1973+80 period. For
example, exporis increased by #3%
(although they fell in synthetic rubber
dyestuffs and pigments and fertiliserss
while imports almost matched this with a
51% increase. At the same Lfime
consumption in the UX grew by oniy 0.G8%
and is cited by the Chemicals ERC as one
of the principal problems facing the
industry along with acute over-capacity in
some gectors, high energy costs,; exchange
rate problems and reductions in fixed
investment and R & D expenditure, The
Committee's categorisation of the industry
into three seciors is alsoc worrying from a
Seottish viewpoint., they saw as 'problem'
areas, paints, soaps and detergents,
dyestuffs and pigments and agrochemicals,
and as growth areas, pharmaceuticals and
specialized organic chemicals. The other
chemical sub-groups were identified as
statie. Since the industry in Scotland
seems $o be concentrated 4o a large extent
in the former sector - Grangemouth and the
new Moss-morran plant being petrochemical
installiations, ICI operations being
concentrated on dyestuffs and pigurents,
agrochemicals ang explosives and £ibaw
Geigy also heavily involved in the
dyestuffs and pigments and paints business
- then perhaps 4the relatively poor
performance of the Scottish Index of
Production becomes easier to understand.

The latest Chemicals EDC report (published
in Oetober) suggests that 10,000 UK jobs
in the petrochemicals industry are in
danger because of the increased capacity
about to come on stream in the Middle East
and {lanada, One factor which will
counteract this threat in the case of
Moss-morran (which was officially opened
on 18 November) is the availability of
low-cost natural gas liguids feedstock.
Aiso, BP have drastically rationalised
their petrochemical capacity in the last
few years, concentrating their operations
on Grangemouth. Indeed, the UK industry
has reduced its capacity in line with
recommendations from Western European
producers but this willingness -has not

peen reciprocated by other West European
countries, notably France. The NEDD
report argues that the 15-20% over-
capacity in the industry should now be
reduced by those producer countries who
have not so far borne their fair sharet
of rationalisation,

The closure was announced in September, of
the Rechem Ilnternational chemical waste
disposal plant near Bonnybridge with the
loss of 50 jobs. The owners announced
closure amidst a growing public outery
about the effects of their waste disposal
activities. Another announcement of job
losses came in early Rovember with the
decigion to shed 570 jobs at the Royel
Crdnance Factory in Bishopton. The losses
were nob unexpected bub were more severe
than the 3-400 originally forecast, The
Ministry of Defence claimed that the
redundancy programme, which will involve a
total of 1,800 workers nationally was
necessary because of the expiry of sa
contract to manufacture Howitzer shells.

One firm in expansionary mood is Cruachenm,
one of the leaders in Scotland's fledgling
bio-technology indusiry. The firm which
has developed 2z ‘'gene«machinet for
producing synthetic DEA chains, was
started by five academics but attracted
additional finance from the 3DA and
financiers, Ivory & Sime. These outside
backers have forced Cruachem to increase
its merketing function and general
efficiency at the same time as it searches
for new larger premises.

TEXTIILES, LEATHER, CLOTHING AND FOUTWEAR

tenct fles, Leather, eho .
Curput

Production of texiiles, lesther, clothing
and footwear continued to rise in the
first quarter of 1984, but the rate of



growth siowed considerably compared with
the previous quarter, This is consistent
with the predicted slackening in growth
reported in the last issue. Both the (BI
survey and the Chambers of Commerce
Scottish Business Survey confirm that most
Scottish businesses in this sector expect
a flatitening out of demand over the coming
months,

The performance of Scottish companies is
noticeably betbter that that of companies
in the rest of the UK where the seasonally
adjusted Index of Production fell back by
four points during the first guarter,
This coincided with a record UK balance of
trade deficit of £1,101m for textiles and
clothing in the first half of 1984,
Iimports in the second quarter of 1984 were
up 8% on the previous year, whilst exports
had only grown by 2%. The countries of
the EEC, unfettered by MFA quotas, were
mainly responsible for the growing
deficit, while low cost countries showed
1ittle change in their share of sales Lo
the UK.

Seotland is much better insulated than the
rest of the UK against import penetration
for three inter-related reasons. First,
woel textiles are relatively more
important in the Scottish sector and this
is the only tfextile which, throughout the
UK, is managing to hold off competition
from imports and continues to have a UK
trade surplus. Secondly, 8 large
proportion of Secotland's producers in both
textiles and knitwear specialise in the
high gquality end of the market, which is
less vulnerable to import competition.
Finally, the Scottish sector is far more
export-orientated. The National
Association of Scottish Woollen
Manufacturers reported that well over
three quarters of their members' output
was exported in 1983, and at least 60% of
production by members of the Hawick
Knitwear Manufacturers Asscciation (which
covers the great majority of knitwear
output from Scotland) went as exports.

Undoubtedly the reflation of the US
economy and the strengih of the dollar
against the pound has been responsible for
@ large portion of the surge in export
earnings. Indeed, Bill Coats, Chairman of
Coats Patons, announced that the company's
profits benefited by £800,000 for every
cent that the dollar gains against
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sterling. But the US is not the only
source of extra demand. Scottish
knjtwear, textiles, and yarn producers are
also increasing their sales to Europe and
this has been helped by The recent slide
of the pound against most European
currencies.

It is not only Scotland which is enjoying
a rush of demand from the US. Textiles
imports to the US rose by 25% lasts year,
fuelled by both reflation of the U3
economy and the strong dollar. the U3 has
responded by announcing new rules aimed at
restricting textile and clothing imporis.
Imported items must now detail all
countries where any part of the production
process has taken place, This will
inciude reporting the origin of yarn and
cioth used in the manufacturing process,
The purpose of the rew rules is to prevent
manufaturers avoiding MFA quota limits in
their own country by sending semi-finished
items abroad for finishing before
re-exporting them. The new US rules,
which took effect from 7 September, were
condemned by both EEC and Third World
countries at a recent GATY meeting.

The Hawick EKnitwezr Manufacturers'
Association are confident that the new
rules will not affect their members, asg,
in almost all cases, the raw materials and
all parts of the production process are
UK-based {in fact entirely Scottish).
Similarly, Scottish wool textile
manufacturers should have ilittle cause for
concern, Some made-up eclothing
manufacturers may however face more
problems.

Recent statements from Scoitish companies
continue to refiect the boom in the wool
textile and quality knitwear sectors,
Following the jump in profits reported for
Dawson International in the last issue of
the Commentary, Coals Paton pic reported a
27% rise in half year profits to £43.2
million, These days only a tiny
proportion of Cozts Paton's production is
based in Scotland with, indeed, 65% of
their employees being outside the UK,
Recent activities have continued this move
away from the UK. Coats Paton have
acquired the leading German manufacturer
of handknitbting yarns, Schachenmayn Mann
and Cie, and hope to use this opening to
expand their sales in both Germany and the
rest of Europe, In addition they have



shed their UK textile subsidiary, John
Heathcoat and Company in a management buy-
out,

Scottish, English and European Textiles
pie, Scotland's largest manufacturer of
tartan and Harris Tweed, reported saies up
by 37% for the vear ended 30 April 1984,
and this fed through into a 65% rise in
profits. The company exported a record
T4% of their turnover this vear Horth
America was responsible for a large chunk
of the rise in export sales, although the
EEC also absorbed a significant rise in
orders. Sales within the UK were also up

Regular figures on employment in the
Seottish Textile and Clothing sectors are
ne longer published, but there seems
little doubt that employment in knitwear
and textiles is rising, The GMBY, the
main negotiators for Scottish knitwear and
textile workers, report a consistent rise
in employment among their members in both
knitwear and wool textiles. The same
picture emerges from both the most recent
CBI Survey and the Chambers of Commerce
Seottish Business Survey, with aimeost no
firms reporting lay-offs in the last three
months. Like sales, the rise in
employment appears to be flatiening out
now, with most of the survey firms
expecting employment to remain static or
to fall over the next three months.

Both the GMBU and the Scottish Business
Survey figures indicate that the majority
of new jobs are golng to women. The rise
in employment has not apparently kept pace
with the boom in sales, and it seems
likely that much of the extra production
has been absorbed in additional overtime
and the use of contraci~ and out-workers.

The recent boom in the Scottish texiile
sector has led , not unexpectedly, to
demands from workers for a share in the
rewards. Textile and clothing workers are
generalliy one of the worst paid groups in
manufacturing. This, in part, reflects
the very high proportion of female
employment {60% females for the whole of
the HK). The Scottish industry
experienced an exceptional degree of
industrial conflict during the last
quarter, with industrial disputes breaking
out in both the knitwear and wool textile
sectors.

The first dispute occurred in Septem.

between the Hawick Knitwear Manufacturers
Association (representing the majority of
Scottish kKnitwear manufacturers) and the
GMBY which operates a closed shop in this
section of the industry. #,000 employees
banned overtime and outwork. This
escalated into a total stoppage at Lyle &
Scobt when the company abtempted fo defy
the ban on outwork, Agreement was finally
reached on an offer worth 10% over a vear.

Soon afterwards, the 3cottish Woollen
Industry Council, representing most of the
wool textile manufacturers, found itself
in dispute. Undoubtedly workers were
responding to both the boom in their
industry and to the unusual example of
industrial action in the Borders

The performance of wool textile
manufacturers hag not been as consistently
good as among the Hawick knitwear
manufacturers. Consequently, when the
Scottish Woollen Industry Council offered
a 5% pay rise, workers in some firms were
more willing to take action than in
others. Faced with localised industrial
action, individual firms broke away to
settle independently. The first to bresk
ranks and setfle was T ¥ Hunter at Brora,
which found itself faced with an all-out
strike. S8Six other companies have since
settled for increases ranging up to 8.5%.

It would be misleading to paint an
entirely rosy picture for the whole of
the Scottish clothing and textile sector.
Those parts of the industry with a
particular Scottish dimension, noticeably
high quality wool knitwear and textiles,
are doing well, but large parts of the
industry in made-up clothing and carpets
are struggling, along with the rest of the
UK industry.

The Scottish carpet industry has been
suffering a rapid decline for several
years. The last Scottish company of any
size operating in this sector, 3toddard
Holdings plc, was forced into a full scale
reorganisation after making heavy losses.
Two years ago the 3DA and Bank of
Scotland were forced to come in and
provide financial support for the company.
After three years of heavy losses,
Stoddard recently reported a small profit



for the year ended 31 March 1984, This
turnwaround does not reflect any recovery
in the UK carpet industry. In fact, UK
carpet production declined in the first
half of 1684, and Stoddard's sales were
only 2% up on the previous year and,
therefore, presumably down in volume
terms.

Stoddard’s recovery Seems to be due
entirely to a fuilescaie rationalisation
of their operations, Several foreign
subsidiaries were sold of £, and over the
last year the labour force was reduced by
20%. The recent improved results enabled
the SDA and the Bank of Secotland to reduce
their holdings in Btoddards, but at the
October AGM the chalirman admitted that
current saies are jower than expected, in
iine with experience in the rest of the
UK.

The recent recovery of the Secottish
textile sector is a fragile phenomenon,
heavily dependent on the state of
sterling, the doilar and the U3 economy.
Cne way to cement and build on recent
suCtesses among Xnitwesr manufacturers
would be to create & Scottish Knitwear
Marketing Organisation slong similar lines
as the Scottish Woollen Publicity Councii.
The Hawick Knitwear Manufacturers
Association, among others, is presently
engaged in lobbying central government and
the SBA for financial support for such a
project,

It was mentioned in the last Commentary
that the MFA is coming up for renewal in
1986, Activities at the September meeting
of the GATT Textile Committee have made
the chances of renewal less promising. A
report from GATT’s Economic Secretariat
claims that ftextiles and cliothing
industries in western countries shouid no
longer be protected from low-cost
suppiiers. Even if the MFA {5 not renewed
the Seottish woollen and knitwear industry
will remain protected until 1988 by an
agreement restricting imports of wool and
cashmere products into the EEC., Af the
moment the Scottish sector’s main
competition comes from high quality
rurcopean products, 50 that the end of the
MFA should not necessarily spell the end
of the Scottish industry. In the jong-
© term, the success of the Scottish industry
will depend very much on whether low cost
countries atiempt to move up into the high
quality end of the market.
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QTHER MINERALS AND MINERAL PRODUCTS

{ther Minerals stc.
Oartput
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Scottish productien in this diverse sector
experienced a setback in the first quarter
of 1984 when, according to the latest
Index of Production, output dropped by 11%
from the previous quarter, This was the
largest fall of any Scottish manufacturing
sector in the period. While produckion in
the UK also declined, the fall of 5% was
less severe., Given the range of
industries suvbsumed in this sector, it is
difficult to identify the reasons for the
recorded siump. A contributory factor may
have been falling production in the
construction and drinks industries, in
both Scotland and the UK, during the first
quarter, These Iindustries are
significant markets for general bullding
materials and glass products respectively.
The indication from the UK Index of
Production is that ocutput of Mineral
Products and Cther Minerals should have
made some recovery in the second guarter
with a revival in their intermediate
markets. However, the Builders Merchants
Federation suggests that any improvement
in building materials' ocutput, the largest
industry within the sector, may still be
precarious, oas sales figures for the
summer months showed a siight decline in
orders.

PAPER, PRINTING AND PUBLISHING

Some evidence of revival in the Sottish
Paper, Printing and Publishing sector
comes from the latest Index of Industrisl
Production figures, In the first quarier
of 1984, the index rose by 7% to 96, the
largest increase in any quarter since the
onset of the recession. This parallels a
proadiy similar but jess pronowniced trend
in the UK as a whole,



Paper, Prioting & Publishing

The Scottish Business Survey resulis for
the gquarter ending Sepiember 1984 indjcate
that, although a net balance of 13% of the
respondents were less happy about the
general business situation than they were
three months previously, more than half
were optimistic about the expected trends
in total volume of new orders and sales
over the next quarter.

fears that the government plans to
introduce YAT on books, newspapers and
pericdicais in the near future have been
aliayed for the time being only. In reply
to Parliamentary questions on 26 October,
the government indicated that it had ne
plans at present to impose VAT on the
oublishing industry, However, because of
the government!'s commitment to shifting
the generai burden of taxation from taxes
on earnings to taxes on spending, a move
to levy VAT on newspapers and books, which
are presently zero rated, camnot be ruled
out in the future. A spokesman for the
Newspaper Society, currently campaigning
against the imposition of YAT on the
industry, has argued that it would lead to
the clogsure of many daily and weekly
titles and to widespread job losses,
particulariy amongat the regional press.
At the last Census of Employment count,
the printing and publshing industries in
Scotland employed approximately 24,000
people, 7,000 of whom were emploved in
newapaper printing and publishing,

The successful integration of sequisitions
has helped boost the performances in the
first half of 1984 of both William
Collinsg, the Glasgowwbased publishing
group, and John Menzies, the Edinburgh-
based newsagent and stationers company.
Collins, now fully reaping the benefits
from its scquisition of the Granada
publishing group, 1ifted pre-tax profits
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by 105% to £4.1m on 3ales thai rose from
£43m to £53.4m. For John Menzies, the
aequisitions of Lonsdale Universal and the
Ryman office equipment group have been
regarded by the company as major
successes, The company increased pre-tax
profits by 43% on a turnover which rose by
12% to £233m,

Also on the acguisition trail, the
Johnston Newspaper group, whose titles
include the Falkirk Herald, Kirkintilloch
Herald, and Cumbernauld News, has entered
inte negotiations to take over the
Bellshill Speaker and the Motherwell
Times., The group whose head office is in
Edinburgh siready owns 40 newsapers, with
22 titles in Scotland and 18 in England
and heve just finished negotiations with
Eddie Shah to purchase free sheets in
Bury, Lancashire,

Eisewhere in the newspaper industry,
Scotland's oldest evening newspaper was
put up for sale in October. The Greencock
Telegraph, owned by the local Orr family
since it was founded in 1857, has a
circulation of over 25,000 throughout the
Lower Clyde area.

OTHER MANCFACTURING

130 nher Manufacturiog
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Following successive increases between the
fourth quarter of 1982 and %the fourth
quarter of 1983, the seasonally-adjusted
Index o¢f Production for Other
Manufacturing dipped in the first quarter
of 1984, It must be noted, however, that
this sector comprises a hebterogeneous
coliection of industries, Movements from
one quarter to the next do not necessarily
presage a trend, and indeed the Index
itseif is subject fo subsequent revision.
For example, the most recent release from



the Scottish Office reports the Index of
Production for Other Manufacturing for the
four quarters of 1983 as 95,98,99 and 100.
This involves a revisiorn of 2% in the
output estimate for the final quarter of
1683 and a revision of more than 1% for
the year, compared with the figures issued
in August. These revisions are well in
excess of the repeorted quarterly and
annual changes in the index of Production
for all manufacfuring, so that revisions
of this order in a number of industries
can affect the direction as well as the
magnitude of change in total industrial
output.

Whatever the problems with values of the
Index for particular guarters, there was a
marked increase in ouiput, of the order of
6%, between 1982 and 1983, and indications
from other scurces, inciuding survey data
and company reporis, suggest that growth
in output has been maintained in the past
year.

Recently there have recently been z number
of interesting developments affecting the
timber industry, which is the most
important sub-sector within Other
Manufacturing. The 3Secottish Forest
Preoducts Development Group {3FPDG),
represenfing the SDA, the HIDB, the
Forestry C(ommission, Timber Growers
Jcotland and the Industry Department for
Scotland is seeking to promote investment
ina new pulp mill in the West Highlands.
Despite the closure four years ago of
Wiggins Teape's mill at Corpach, SFPDG
argue that a new mill based on the latest
technology (the chemi-thermomechanical
pulp or CIMP), with access to 300,000
cubic mefres per annum of West Highland
softwoed (mainly spruce}, and even larger
volumes in the 1990's, could be
comercially viable. Moreover, the present
sterling exchange rate will incresse the
appeal to potential Norih American or
Scandinavian investors. Possible snags
inciude the relatively high cost of energy
in Britain (pulp mills are highly energy-
intensive) and uncertainties over the
levels of grant-sld which may be available
following the Government's review of
regional aid pelicy. The concept however
is a refiection of the growing importance
of the forestry industry in Scotland and
the attention being given to the
possibilities for downstream development
of industrial projects based on this
natural resource,
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In ancther development, the Borders-based
firm of A & R Brownlie have announced that
2 new timber miil will be constructed near
Hawick, again with the intention of
utiiising the growing volume of Limber
resources in the Borders region.

The growth of the forestry industry is not
without its critics, however, Substantial
planatation investment by the Perth-based
company Fountain Forestry Limited in the
northern counties of Caithness and
Sutheriand, has provoked unease amongst
crofiers and conservationaists, the former
fearing a2 repetitition of the Clearances
and the latfer a drastic effect on the
environment, Given the fairly modest
area of the country under plantation
{around 14%) and the statutory safeguards
designed to control afforestation, these
fears seem unwarranted, though there may
be local problems. Through a jointly-
owned subsidiary, Fountain Forestry have
also been engaged in the development of a
geneticalliveimproved Sitka spruce stock
which, it is cisimed will lead Lo higher
quality, higher value timber and a 106%
gain in overall timber production per umit
planted.

COMPANY FORMATYONS ARD DISSOLUTIONS

The number of company formations in
Seotland during the third quarter at 1185
was 1ittle changed from that of the second
quarter. The pumber of dissolutions fell
back from the unprecedented second quarter
figure of 1050 to 691 but still remained
well above the quarterly average for the
last two vears.
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As noted frequently in the past, the value
of these series as short-term indicators
is highly dubious with the incorporation



series being trend-dominated and the
dissolution series apparently moving pro-
cyclically.

Y590 total Company Dissolutions
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The Department of Trade and Industry
compile related statistics of firms
registering and de-registering for VAL, A
regional analysis of these data for the
period 1980-83 has recently been
bublished”, Like the incorporation and
dissolution series, the DIT data alss show
a rising number of new start-ups and a
relatively constant number of shut-downs.

Approximately 7.5% of all VAT registered
business are located in Scotland., The
data suggest that the start-up rate in
Scotland was amongst the lowest for the UK
regions during this time period, with only
Northern Ireland and Wales registering
lower rates, Interestingly, the rate of
de~registration was alse amongst the
lowest of the regional rates in the UK.
At the sectoral ievel and taking the three
Years together, there was an excess of
starts over stops in all Scottish sectors
except Transport and Retailing. Most
other regions also recorded net de-
registrations in retailing, but only
Scotland, Northern Ireland and Wales
recorded stch a pattern in Transport.
Like the UK as a whole, just over 25% of
the net increase in registrations in
Scotland was accounted for by firms in
construction. The excess of starts aver

“ stops in Scotland can alse be

disaggregated by size of firm. In
Scotland, as in the UK as a whole, there
Wwas a net loss of firms in the smallest
and largest turnover categories, but an
increase in zll others.

*British Business, 2 November 1984, Pp350-
353,
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The Service Sector

THE FINANCIAL SECTOR

An upeto-date insight on short«term
business trends amongst Scottish financial
institutions is provided for the first
time by the Scottish Business Survey
undertaken in early October.

Scottish financisl institutions report
strong growth in the level of both
personal and corporate advances over the
last three menths. Corporate advances sre
expected Lo grow even more rapidiy during
the current gquarter. The category of
corporate advances which is most buovant
is workimg capital, followed by buildings.
This overall picture tends to be
replicated at the regiomel level.

The most rapid growth in corporate
advances over the past three months has
been from firms in services other than
distribution, followed by firms in
manufacturing, This pattern is expected Lo
continue into the current quarter.

The growth in advances to construction
firms is expected £o moderate in coming
months reflecting the forecast slowdown inh
activity in that sector. These
conclusions again fit with the pattern
emerging at the sectoral level.

Not surprisingly given the diagnosis of =a
general consumer boom in retailing, the
volume of personzl advances rose markedly
in the last quarter, with this trend
expected to persist in the months to
Christmas. Again, all regions conform to
the overall pattern differing only in the
proportions of institutions reporting
increases in personal advances.

On a longer time horizon than that of the
Scottish Business Survey, a number of
signs point to forthcoming major changes
in the Scottish banking sector. An
example of the direction of change is
provided by the Trusteee Savings Bank

which has made a determined effort to
break out of the 9~3.30 branch hours that
have been a feature of the banking scene
for so long, Its hew Edinburgh branch is
open for business not only during
traditiona} bank hours but also on
Saturday and Sunday. The extended hours
represent an increazsed awareness of
consumer needs and a direct chailenge %o
the other banks that the cosy coliusion
over bank hours cannot last imdefinitely.
iIn addition, it is apparent that increased
competition for banking business wiil come
from the building societies as a resuit of
the legislative changes, foreshadowed by
the recent Green Paper, and that the
extended opening hours of the building
socleties represent a powerful threat to
current practice and a strong impetus to
change.

The TS8 provides further examples of
significant changes. The recent exhension
of its activities into money market
dealing is particulariy notabie since its
operations are based in Scotlard. In the
past operations of this kind would have
been based in London in order to be close
to the other major institutions invelved
in the market. The development of trading
in Scotland is a reflection of the
telecommunications revolution that has
made the necessity of geographical
proximity redundant. It has demonstrated
that institutions can function in any part
of the UX and provides evidence that
proximity to the institution's customer
base may be more important than closeness
to existing money markets, It is also of
interest that the ISB is heavily involved
in mortgage finance, illustrating that the
retail banks and building societies are
financial institutions compeiing in the
same markets and pointing the way to the
eventual integration of the retail banks
with the bujlding societies,

Changes in other banks have been in a
different direciion although the causes
have in many instances been similar. The
Bank of Scotland has been competing for
deposits with schemes offering high rates
of interest on current accounts. By



marketing the schemes in areas where the
bank does not have an extensive branch
network to support, it has been sble to
offer higher rates without fear of
affecting ifts traditionsi busiress. It is
also relieved of the burden of supporting
a branch network in these areas, a
requirement that may be expensive, at
iesst in the short term, The bank has
also shown itself adept at vtilising the
branch network of other institutions and
retailers. Link-ups with two building
sceietles have enabled it fo exploit their
branch networks, its links with the
Alliance enable customers to enjoy the
benefits of banking facilities in addition
to those offered by the building
soclieties, the joint operation with the
Nottingham Building Society in providing
Homelink illustrates the impact of the
telecommunications revolution on financial
services. Using Prestel the service
aliows, amongst other facilities,
electronic money transfer between the bank
and the building society. The other
retail partners in the scheme, the
Kottingham Building Society and Thomas
Cook, provide subscribers with an extended
branch network for making payments,
Recent extensions of the Homelink schenme
to include the stockbrokers Vickers da
Costa (who plan to merge with Serimgeour
Kemp~Gee and become part of & group
controlled by Citibank} aiso allows
electronic payments {and receipts) for
shares.

Another aspect of the progress in
communications has seen the Clydesdale
taking the initiative. Experiments with
point of sale debiting, involving a number
of garages in the Aberdeen area, have been
very successful and widezspread expansion
can only be a2 matter of time., The
Committee of London Ciearing Banks is
known £0 have been considering proposals
from four groups of manufacturers laying
down standards snd suggesting methods of
implementing cashless shopping. The
advantage to the banks over the credit
card is that it divorces the payment
mechanism for goods from the individual's
credit arrangements. It ailows the banks
to restrict the free credit that they are
forced to give, at the moment, to credit
card holders who pay prompitly. The
advantage to the retailer is that delays
in settlement are eliminated. Paymenta
are instantly credited to their accounts.

Taken together, the changes suggest that
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the face of Scotfish banking in ten years
is likely to have altered dramatically.
The days of the branch bank as a focus of
depositing and withdrawing activities are
clearly numbered, Branch banks will be
necessary to offer advice to and help
individuals and small companies find
solutions to their financial problems.
But uynless the banks greatly expand the
range of services they offer, and, more
importantiy, actively promole these
services, it is difficult tec see thenm
remaining at their present size and
rumber. The implications for staffing are
clear. Fewer counter staff will be
necessary. The requirement will be for
staff who can advise ciients and market
financial services.

One way around the problems induced by
these changes 1s to utilise the existing
branch network of the banks to agressively
sell other financia} services. Insurance
and assurance are obvious examples
together with unit trusts, bonds, shares
and other securities. The rapid changes
in the {inancial sector as new
institutions emerge with an extended range
of activities and expertise provides both
an opportunity and a warning. The agreed
bid between stockbrokers Wood MacKenzie
and the Hiil Samuel group is an example of
the type of link up being made. The move
by the National Westminster Bank to
acquire brokers Fielding, Newsom Smith is
another and supggests that the Scottish
banks should be considering carefully the
future directions of their business and
examining the pessibility of acquiring or
building up activities which wili
interiock with their existing business and
particulariy their branch network and
staff, Warnings about the possibility of
expensive mistakes as a result of such
acquisitions have come thick and fast.
Conasiderable sections of the Edinburgh
financial community seem very wary of the
changes or at least the pace of change.
It remains true, however, that
alterations in the regulatory framework
are making changes inevitable. These
changes are coming at the same Lime as,
and in part in response to, technological
progress which is meking information more
readily available, reducing the burden of
making and monitoring transactions and
making access to financial facilities
easier, more widespread and much less
dependent on geographical location. Some
unsuccessful wergers and reorganisations
are inevitable. Some money will be lost,
but it is certain that many of the
remaining existing specislised



institutions will face greatly increased
compebtition. If they grasp the
opportunities now afforded to them, the
traditional clearing banks could be one
potential source of this competition.

The international nature of many of the
new institutions that are being formed
should not be overlooked., This provides a
new source of competition, often with
substantial resources and a great deal of
expertise. The opening of an Aberdeen
office, in an extension of its Scottish
operations, by {itibank of HNewYork
provides an interesting insight into the
skills that other institutions can offer
and their impact on the market. Very
substantial saies of currency hedging
options are just one of the areas in which
the bank has made a significant impact in
Secotland. Iis UK operations are already
10% of its U8 parents' essets. It is
certain that Citibank will not be the only
foreign bank to become a long term
resident of the UK and a sizeable force in
the market. The thrust of their business
at the moment is in the corporate sector
but it would be foolhardy fo ignore their
potential presence in the retail banking
sector. As communications systems
develop, transferring money electronically
to Citibank from a UK institution may
become routine for many households.

The branch networks of both the building
societies and the banks have been
important in acquiring and retaining
market share but may now increasingly
become an expensive milistone unless the
institutions adapt their functions.
Actively encouraging contact with
customers by providing well~founded advice
on the whole range of financial questions
and vsing this contact to promote sales of
other financial products must be a major
goal of the banks and building societies.

DISTIRIBUTIVE TRADES

Results of the new Scotiish Business
Survey {3BS) indicate that a net 19% of
Seottish wholesale respondents enjoyed an
upward trend in sales in the quarter to
end-September, Furthermore, #6% of
.wholesalers expecfed further increases in
sales in the final guarter of 1984, while
only 13% expected declines, However,
perhaps because of continuing concern over
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the effects of the miners® strike, only a
net 4% of wholesalers were more optimistic
in September about general trading
conditions than they had been in May.
This somewhat cautious attitude is aiso
evidenet in investment intentions with
only a net 3% of respondents indicating
upward revisions to investment intentions
in premises between May and September.

The overall upward trend in wholessaler
sales was not reflected in employment: a
net 13% of respondents had reduced
employment between May and September and a
balance of 8% expected further job
reductions before the end of the year,

Wholesaler markets typically cover a wide
geographical asrea, and hence it is not to
be expected that wholesalers located in
mining areas will necessarily be
especially adversely affected by the
finerst strike. It is more probable that
any detrimental contribution to wholesale
performance would arise through indirect,
macroeconomic effects of the strike,
particulariy any upward influence on
interest rates. In this respect, it is
interesting to note that 24% of 583
wholesale respondents felt that sales
growth o the end of 1984 might be limited
by problems with credit facilities.

Cverall, the situation of Scoitish
wholesalers appears fo be quite similar to
that in the UK as a whole, The September
CBI/FT survey also shows positive
baiances for UK wholesalers experiencing
sales growth in the third quarter and
expecting furiher improvement in the
fourth quarter,

The SBS returns for retail Yrade indicate
that Scottish retailers enjoyed something
of a boom in the third gquarter, with a net
64% reporting increases in sales volume,
Again, this is similar fo the British
experience as & whole as indicated by the
CRI/FT survey, in which 59% of retailers
had increased sales in August 1984
compared with August 1583, Furthermore,
the Index of Retail Sales reached an alie
time record of 114.3 (1980=1900) in
September. Not unexpectedly in view of
the approaching Christmas shopping season,
a net 78% of Seoitish retailers expected
sales to continue to grow in the fourth
quarter of 1984,



This buoyant sales performance is
reflected in investment and, uniike whole-
saling, employment intentions. A net 30%
of Scottish retail respondents reported
that they had revised their intentions to
invest in premises upwards between May and
September, BRelated to this is the fact
that 16% of respondents suggested that
lack of floor space was a possible
iimiting factor to sales growth, 22% of
retailers indicated that total empioyment
had increasesd in the third quarter, while
only 5% reported declines, Furthermore, a
net. 40% expected further employment growth
in the fourth quarter, However, virtually
all the actual and expected growth was in
part-time employment. Indeed a net 12%
of retailers predicted that full-time
employment would fall by the end of the
year,

Recent newspaper reports suggest that
retailers in areas affected by the miners'
strike have suffered reiative to others
because of the reduction in local
household incomes and, hence, in consumer
demand. Among the three areas which are
separably identifiable in the 583, the one
in which retailers would be expected, on a
priori grounds, to be most affected by the
miners® strike is BEdinburgh, Hesponses
for Edinburgh asre compared therefore with
those for Glasgow and Aberdeen in the
table Dbelow, The figures for
Glasgow/Aberdeen are arrived at by
welghting responses for the two Chambers,
the weights reflecting the number of
respondents in each of the Chambers,

GEOGRAPHICAL. RESPONSES 10 SEPT. 1984
SRS SURyEY

Balance of
Responses in:

Glasgow/

Item Edinteargh Aberdeen
% %
Overall confidence UP + 8 +25
Actusl sales UP +75 +57
Expected sales UP +65 +86
Betusl emplovment UP w 9 +29
Expected employment UP +18 +46
Investment Intentions UFP  + 4 +39

If anything, Edinburgh retailers enjoyed a
more Duoyant summer on balance than those
in Glasgow or Aberdeen, However, as a
group the Edinburgh traders were
consistently less confident about
prospects for the fourth quarter,
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The SBS does not cover mobor trades
separately, but the September CBI/FT
survey indicated that in Britain as whole,
z balance of T3 of mobor distributors felt
that their business situwation would worsen
in the fourth guarter,

CENTRAL AND LOCAL GOVERRMENT

During the past year s totsl of 204 new
firms located in the five Scottish New
Towns « 34 in Cumbernauld, #9 in East
Kiibride, 28 in Glenrothes, 29 in Irvine
and 64 in Livingston. It is against this
background that the Secretary of State's
recent announcement that none of the New
Town Corporations will begin its "wind-up"
before April 1990 should be considered.
The Scottish Office have determined that
the "winding-up® stage will begin for each
Corporation when the actual population of
its town reaches a particular percentage
of its designated population., 'This
announcement was generally considered in
the media as a victory, or at very worst a
stay of execution, for the Corporatiocns.
& qguite different interpretation is,
however, possible.

The ™rigger" populations as a percentage
of the designated population differ
markedly ameng the towns, ranging from 66%
in the case of Irvine to 90% in the case
of East Kilbride. If the case of Irvine
is looked at in more detail it is
immediately apparent that the Scottish
gffice has implicitly abandoned the
original designated population of 95,000
as a realistic target. Prior teo
designation in 19586, Irvine had a resident
population of 2%,000. The planned
expansion therefore amounted to 66,000
persons. 1n effect the 3cottish Gffice
decision means that Irvine New Town
Corporation will begin winding-up when the
population increase has reached oniy half
that intended at designation. It 1s
difficult to construe this as s ™ictory®
for that particular New Town,

Despite the verbal support for the New
Towns offered by the Secretary of State,
the publication of revised population
targets, and for the first time mention of
a calendar date after which the New Towns
could be wound up, is certainly the
clearest indication so far that that the
Development Corporations are not immortal.
The most plausible interpretation of the
Scottish Office announcement is that much



of the regional authorities' eriticisms of
the overly optimistic population forecasts
contained within the New Town profiles has
been accepted, Accordingly, while it
would be premature, both politically and
economically, to wing up the New Town
Corporations immediately, present
conditions no longer reguire the large
scale housing provision initially
envisaged in these centres, Thus, the
physical expansion of the New Towns has
beeh scaled down and the first winding-up
announcement may be expected in 1989 -
with Irvine the prime candidate.

The termination of support for the New
Towns can be examined from a number of
prespectives, Firstly, the New Towns are
ne longer Ynew", East Kilbride, for
example, now demonstrates characteristies
common to towns of similar size and
economle structure throughout Secotland:
rising unemployment, skill imbalance, low
levels of indigenous innovation and so
forth. Furthermore, the dominance of
foreign-owned companies in the town makes
it markedly vulnerable to multi-naticnal
disinvestment, Irvine, in contrast, has
never realised its economic potential as a
"growth centre", suffering unemployment
rates consistently above the regional
average, It is zlsgo becoming increasing
difficulf for the Secretary of State to
Justify resource discrimination in favour
of the New Towns when their population
growth rates have fallen Lo a level
similar to small town and suburban areas
around the major cities.

There iz also 2 confliet between
government expenditure on the New Towns
and the policies of wurban renewal,
particularly through the spatial
investments of the 8DA, It is becoming
awkward to reconcile continued investment
in the New Towns when, albeit in another
part of New St. Andrew’s House, the
Secretary of State has approved a variety
of policies to rebuild imer-city areas -
GEAR, Leith, Motherwell, Blackness in
Dundee - and reduce if not actually halt
the drift to greenfield sites,

The statement on the future of the New
Towns can also be interpreted in the light
of the impending restructuring of UK
regional policy. If has been suggested
that the New Towns will be treated less
favourably under the new regime, perhaps
through the removal of their present
assisted area status, Taken with the
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current emphasis on the inner-city, the
Scottish Office announcement can be viewed
as part of an overall re-appraisal of
regional economic/urban policy.

In defence of the New Towns, the
Development Corporations will argue from
two positions. In terms of populatin
growth and housing, their case rests on
indigenous demand for Ysecond-generation”
housing. ‘They have always argued that
they need "56{1)¥ consent to continue
development for local need, originally in
the form of forporation housing, and now
through private sector provision. In
addition, they firmly believe that they
need to have an adequate supply of housing
on offer if they are to continue to
attract imward investment,

Second, they present their record on the
attraction of industry, especially high
technology firms, as ampie evidence that
they have played and will continue to play
& crucial roie in the economic development
of Seotland, This argument may still be
valid in the case of Livingsten and
Glenrothes, but it is not clear that the
same can be said of Cumbernauld, East
Kilbride and Irvinet

Looking at the announcement from a
political perspective raises a policy
contradiction. On the one hand,
*winding~up' the New Towns has political
currency in terms of reducing public
expenditure and -~ perhaps less cbvicusly -
can be measured against pressures to
reduce the number of QUANGO's particularly
in the Tield of regional development,
The 'henefits’ need however to be balanced
against the potential political costs of
deiivering the assets of the New Towns
into the welcoming arms of Labour
controlled Reglonal Councils and the
younger, more committed members in
Pistrict Council.

It is ijironic that because of the
introduction of the 'trigger’ concept the
Labour Councils in Strathclyde and
elsewhere may now become the strongest
supporters of further expansion of the New
fTowns, hastening the time when the 'magic’
percentage is reached and the ‘winding-up’
process begins!



TOURISM

Tt was stated in the last Commentary that
an anajysis of the International Passenger
Survey (IPS) results for 1983 and in
particular those figures relating to
Scotland would be undertaken now.
Unfortunately, the IPS which is collated
by the Office of Population Censuses and
Surveys was not released in time for
inclusion in this Commentary. The data
are normally available from the end of
Aggust.,

There have been gz number of significant
developments in recent months affecting
Scotland’s tourism indusiry., Britain’s
tourism industry generally has had a
particularly successful summer season,
Overseas visitors, especially from the
United States, took advantage of the
relative weakness of sterling and came to
the UK in numbers reminiscent of the peak
years of the 1970s, while domestic
holidaymakers made the mo3t of the driest
sumpmer since 1976, Although it is too
early yet to cite official statistics for
the industry, government spokesmen have
been eulogising 1984 as one of the most
successful vears in memory. A detailed
analysis of Scottish hotel occupancies
will be undertsken in the next Commentary.

Perhaps reflecting this resurgence in
Scotland’s tourism industry, the Secretary
of State has invited Nr Alan Devereux to
remain as Chairman of the Scotiish Tourist
Board for another term of five years.
Appointments of Tourist Board Chairmen are
usually for terms of 4 years. This re-
appointment will enmahle Mr Deveraux to
oversee personally whether his views,
outlined in his forevword to the Sottish
Tourist Board's 1983-84 Annual Report,
that Scottish tourism has the potential to
create a further 58,000 employment
epportunities and to generate a £603m
increase in income by 1990 are fulfilled.

¥r Bevereux was amongst the many who
welcomed the announcement by the
Environment Minister of the cholce of
Glasgow as the venue for the 1988 National
Garden Festivai., The site will be the
redundant Princes Dock and this represents
a considerable coup for the 3DA who
submitted the application, negotiated the
leasing deal with Laings the site ouwners,
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and put together the Dunding package.

Finally, it may be recalled that in the
May Commentary it was reported that the
Scottish hotel company Skean Dhu was
looking for a buyer, The company has been
taken over by Mount Charlotte Investments
for the sum of £27.7Tm. The five hotels
will trade under the logo of the
Hospitality Inns which, according to Mount
Charlotte’s Managing Pirector, Robert
Peel, seek to offer four star standards at
three star prices. With the three hotels
aiready owned in Scotiand by this Leeds-
based group, Mount Chariotie is now well
established as a major hotel operation in
this country.

TRANSPORT AND COMMINICATIONS

The Secretary of State for Transport is
currently considering the evidence
submitted to the Review of Lowiand
Airports Policy. While the bulk of known
opinion favours either development of
Glasgow or construction of a new airport
in the Central Belt, there is widespread
speculation that Mr Ridley will opt for
the status guo and retain Prestwick
airport as Scotland’s intercontinental
gateway. Opposition to the status guo and
scepticism about the case for Prestwlick
has been expressed in past igsues of the
Commentary. In the recent guarter a new
development bas taken place which merits
assessment.

A new company, Highland Express Alrways,
has emerged from the struggling Virgin
Atiantic operation and has brought forward
plans to promote & hub st Prestwick with
an initial route network from Birmingham,
London and Maastricht in Holland feeding
services to Newark and Toronte, Medium-
term plans involve developing feeder
services from Scandinavia and France and
reviving the former Laker routes to Miami
and Los Angeles. Kandolph Fields, the
Chairman of the new airline, has already
raised the bulk of the required capital
and has undertaken a £35m investment in
three Tristar aircraft, Highland Express
projects a total of 300-400 new jobs in
addition to safeguarding the present
workforce at Prestwick. The Field
strategy is based on cheap fares to tap
the tyouth market! and on a clear Scottish



image designed to expand the potentially
large *kith and kin' market which exists
oh both sides of the Atlantic, ‘The Civil
Avigtion Authority (CAA) will hear the
route applications in January and Highland
Express plan to inaugurate their services
in the Spring.

This strategy seeks to remedy the most
telling handicap faced by Prestwick, At
present %the Ayrshire airport is an
airtransport cul~de-sac with only one
feader service to Aberdeen and Belfast.
Until now, any attempt to promote ‘spokes
for the Presitwick thub' has been regarded
as uneconomic. It should be noted that
£he Highland Express scheme 1s not & new
one and was canvassed in June when Field
was with Virgin Atiantie, It could be
argued that the Prestwick plan was one of
the major cvauses of the split between
Field and his Virgin Atlantic co-founder
Richard Branson who regarded the scheme as
ambitious and risky. The 'vouth market!
is well catered for by direct
trangatlantic services and it is not clear
how indirect flights via Prestwick will
fare against direct flights from other
places.

The success of Highliand Express is likely
to hinge on its ability to exploit and
expand the demand for direct fiights to
and from Scotiand. This market is
currently served by Air Canada and North
West Orient at Prestwick by charters and
indirectly through the London sirports.
Clearly any new services will face stiff
competition from existing carriers whose
marketing operaticns are well established.
In addition, the possibility of predatory
pricing via cross-subsidisation is ever
present and the story of Laker should not
be forgotten. Virgin Atlantic has
announced recentiy that it is actively
reviewing its present operations because
of fare cuts by British Alrways. BA is Lo
be privatised in May 1985 and may take =
very robust attitude towards the cheap
fare carriers in order to proteci its
Hezthrow business and its renewed U3
services from Manchester, Highland
Express 1s likely to have a difficult
first two vears.

The key guestion is whether the new
- airline has the resources and marketing
flair to overcome the handicaps of
Prestwick and an operating environment
which is extremely competitive. However,

45

the pro-Prestwick lobby has seized upon
these proposals as & turning point in the
fortunes of the airport and is pressing
the case with Nicholas Ridiey, The Field
strategy contains no certain salvation for
the Ayrshire airport. The Highland
Express operation would have significantly
better prospects if based on an upgraded
Abbotsinch where a large network provides
rumerous interlining copportunities.
However, British Midland Airways, whose
plans to fly transatlantic from Glasgow
proapted the review, have objected to the
Highiand Express route application. In
terms of market potential, the BMA and
Highiand Express proposals are mutually
exclusive., Tronically, the following
scenario is not too unlikely . Mr Ridiey
opts (o continue with Prestwick and
Highland Express starts its new services.
Private capital is injected into UE
airports and Presiwick is again under
pressure, In the medium term Highland
Express could find itself beating Michael
Bishop's BMA to the opportunities at
Glasgow. Clearly the poientially
lucrative Scottish image is capable of
being projected from any suitable Scobtish
basge.

The long term interests of the Scottish
econcmy should govern the ocutcome of the
Ridley Review. In this respect the
Highland Express proposals are marginal if
linked exclusively with Prestwick., Mr
Fields proposals represent a high risk
strategy Tor the Scottish economy. The
arguments in Tavour of Prestwick are based
on social costs, existing investment and a
facile beljef that the market will view
the Ayrshire Airport more favourably in
future, more buoyant times. Nicholas
Ridiey can oniy choose the extent and
timing of bearing the social costs, %The
deveiopment of Manchester, the prospect of
greater azir transport movements at the
London airports and the imminence of
privatisation will singly or jointly cause
Prestwick to lose its scheduled flights,
The Transport Secretary faces the choice
of taking the decision himselfl or leaving
it to be ground out by market forces. in
any event the under«utilised capital at
Prestwick will inevitably become another
unemployed Scottish rescurce.

There are Taint grounds for optimism that
the Highland Express scheme will restore
Prestwick's viability and there is little
time to effect the necessary
restructuring, The air transport indusiry



iz moving out of a recession which has
forced the carriers to be more efficient
and agressively competitive, The industry
is adapting to and gearing up for a more
liberal operating enviromnment., Future
decisions will be made on sirict economic
¢riteria and the present UX air transport
infrastructure favours Manchester and the
Jouth East. Whilst it is not known how
many non-London intercontinentzl hubs the
market will bear, it is slready clear that
the airlines increasingly view Scotiand's
airports as spokes in the Manchester and
London hubs., If Mr Ridley fakes the risk
of giving Prestwick one more chance
through the efforts of Highland Express he
will most likely condemn Scotland to be a
sateliite of the major UK airports.

Aithough Prestwick is marginal in the
plans of the transatlantic carriers, at
present Glasgow and Edinburgh are not. As
suggested earlier, there is potentizlly a
large business and leisure market in
direct flightz from Scotland to North
America and other destinations, This
potential cannot be realised given the
present arrangements and Scotliand is quite
simply not able to compete effectively
because of the past extravagance of
srtificially promoting three complementary
lowiand airports. There is barely time to
make the necessary adjustments

The claims of Glasgow over Edinburgh are
compelling but not irrefutable. Edinburgh
may present the greater long run advantage
since Scoiland's economic centre of
gravity has shifted eastwards, Edinburgh
could be advanced as the strategic choice
and it is the view of certain carriers,
notabiy British Airways, that Edinburgh
has the greater longwerun potential,
However, existing facilities and greater
convenience for a larger number of
consumers are arguments in favour of
Glesgow. In addition, Glasgow and the
West of Scotland, whilst depressed, are
showing initial indications of recovery
and there is the prospect of oilwrelated
development, A transatlantic airport at
Abbotsinch could facilitate economic
development in west Strathclyde by serving
as @ viable growth pole., The Transport
Secretary would do Scotland a service by
allowing the carriers who wish to £ly from
Glasgow to do so and ensure that the
required investment capital is made
available, Pressure should be taken off
the other Scottish airports by diverting
charters to Prestwick and the feasibility

of promoting Prestwick as an aviation
based industrial estate and cargeo terminal
should be expiored.

This modest re-orientation of resources
will require public sector investment and
will, given existing aviation technology,
preclude direct fiights to the growth
areas of Western America., This latter
caveat is only short term in nature.
Ajpreraft will increasingly require less
fuel and shorter runways and will be
guieter. This should be borne in mind
when assessing the self-interested
protests from Glasgow's suburbs. Given
the pending regulations on aircraft roise
allied to the decanting of charters to
Prestwick, the environmental case against
development of Glasgow would be extremely
thin, It is not self evident that the
retention of Prestwick is in the best
interests of the Scottish economy.
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The Labour Market

Ameng economlsts there is a wide diversity
of views on the operation of aggregate
labour markets. At one extreme,
Monetarist advocates of the 'Rational
Expectations Hypothesis' tend to view the
labour market as a highly flezible,
efficient mechanism for the simultaneocus
determination of wages and empioyment.
AL the other end of the spectrum, the
institutionalist wing of Keynesianism
implies that wages and employment are
determined largely independentliy of each
other by institutional pressures and sre
more or less insensitive to market forces.
However, most economists are now agreed on
one very important aspect of labour market
behaviour, namely that the employment
relation tends to be durable. The labour
market is not a 'spot auction market' of
the sort in which shares are traded,
Rather, the employer/employee relationship
tends to be a lasting one, characterised
by the existence of expiicit or implicit
contracts governing working conditions,
emoluments ete,

The durability of the employment relation
is usualiy perceived to be a rational
response to certain ecoromic incentives,
in particular the existence of significant
'fired costs' of employment, ie costs
which are unrelated to the degree of
vtilisation of the labour force., Major
sources of such costs include: hiring and
firing which involve the search costs
associated with screening potential
employees and redundancy payments
respectively; and ‘on the job training'
which develops skills that are in sonme
degree specific to the firm. In effect,
the firm invests in the thuman capital' of
its workforce, just as it does in the
physical capital of its plant, and se it
has an incentive to avoid labour turnover
and reap a reasonable return on its
investment.

Incomplete vesting of pension rights ang
atiractive working conditions are two ways
in which firms commonly seek to avoid
losing out on their investments in the
workforce. One important implication of
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these disincentives to labour mobility is
that they effectively create z labtour
market within the firm: the internal
labour market, A givern number of
empioyees is capable of generating a wide
variation in iabour services both in terms
of the number of hours they work and in
terms of the effort expended per hour.
Among other things, employer/employee
interaction within this internal *‘market’
wiil determine the degree of utilisation
of the existing labour force.

For present purposes the most gignificant
feature of internal labour markets is that
developments therein are iikeily to 'lead!
(ie precede) developments in external
markets and so provide a guide to what is
likeiy to happen to future levels of
vacancies, employment and unemployment.
For this reason, this review of recent
developments in the Scottish labour market
beglins with a discussion of indicators of
activity in internal labour markeis.

DEVELOPMENTS IN TNTERNAL LABOUR MARKETS

The notion that activity in internal
labour markets leads that in external
markets is impiied by recognition of the
significance of fixed employment costs.
Just as a firm undertakes physical
investment on the basis of projected net
revenues over a falrly long period of
time, much the same is true of employment
decisions (which are often human capital
investment decisions), although the
expected life of the investment wili vary
among the different types of labour and
capital. In genersl, then, firms are
unlikely to respond to am increase in
export orders for example, by immediately
resorting to the externszl market through
advertising vacancies and engaging new
employees,  First, even if vacancies are
immediately posted it is likely to take
time to fill them, at least if potentially
costly mistakes are to be avoided, Often
an internal market response, through
varying the hours of work of existing



empioyees is the only fessible one.

Secondly, if the increase in orders occurs
against the backgrowmd of existing excess
capacity, 1t may be that these orders can
be satisfied with little increase in
labour costs by internal labour market
adjustments. This would be so if firgs
had been *hoarding* labour in anticipation
ef an upturn in asectivity (and in
recognition of the potentialiy high costs
of first dispensing with, and then seekring
to re-employ @ part of their labour force}
and so had accepted lower "effort per
hour® than they would typically require of
their employees. Thirdly, in general,
firms are unlikely to know initially
whether the increase in eorders reflects
the start of a permanently higher growth
rate of sales, a permanently higher level
of sales or simply a transitory, ongwoff
stimuius, In sueh ecircumstances, an
internal market response has the
atiraction of being easily reversed and so
is potentlally much less costly than
resort te the external markei, even if the
response involves payments for increased
overtime, Clearly, adjustments to stocks
of finished goods may piay a similar
'buffer’ role for firms,

Datz for Scotland permit the construction
of three main indieators of the ievel of
internal labour market activity: Ilabour
'‘preductivity’, measured as output per
hour worked; short-time working per
employee and overtime working per
employee, Conceptual and practical
difficulties of applying these concepts to
the service sector necessitate confinement
of the discussion to manufacturing.

The jinterpretation of recent productivity
changes, measured as output per employee,
is discussed elsewhere in this 13sue of
the Commentary {see Economic Perspective
2}, The index of cutput per hour has
been constructed by dividing seasonally
adjusted manufacturing output by a
seasonally adjusted estimate of total
hours worked {which allows for overtime
and short-time workingl), The output per
hoeur measure corrects automatically for
variations in heurs per employee, and so
partially adjusts the productivity measure
for cyclicsl irnfluences operating on both
short~time and covertime hours.  However,
the main reason for preferring the output
per hour measure in the present context is
that it is more closely related Lo the
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utilisation decision faken within the
internal labour market. The marked
increase in output per hour throughout the
1980s is subject to a number of competing
interpretations which are considered
elsewhere in this Commentary (see Economic
Perspective 2). It would, in general, be
& mistake to extrapolate current
productivity gains mechanically into
future vacancy and employment gains,
although such a pattern has characterised
past cycles,
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The graph of the S-quarter moving average
of total hours lost through short-time
working per employee shows that while this
indicator is currently much below its
peak, it still remains above pre-recession
levels, (The series is limited by lack of
more recent empleyment data, and the
ebservations for 1982 are affected by a
change in classification). Furthermore,
a part of the reduction may not reflect an
upturn, but may instead reflect g belief
that low levels of demand are fo persist,
so that the initial adjustment in the form
of shori-time working per employee has



been transmitted to the externsl market in
the form of redundancies and/or guits in
response to lower {(perhaps implicit) wage
offers. As discussed below, employment
trends in manufacituring are not
inconsistent with this view.

Cn the cother hand, part of the reduced
short-time working may reflect s pick-up
in demand. The problem here is that
there is littlie evidence of this for the
manufacturing sector.  Nevertheless, to
the extent that such a pick-up may have
occurred, would short~-time working co-
exist with overtime working? At the
aggregate level, the snswer is that there
is ne contradiction. Initial adjustments
to increased demand seem likely to be felt
in short-time working, then effort per
hour vsriation and, finally, overtime
hours. Different demand experiences
among firms then acoount for the observed
coexistence of overtime and short-time
WOrKitg .

Seasonally adjusted total hours per
employee have 'recovered! to above pre-
recession levels {(though note that the
1982 figures are affected by a change in
classification).

Total #ours Worked per Persom
Faployed in Seottish Manufucturing
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This increase in average hours could be
interpreted as pressure of demand being
felt initially in the internal market, but
again it is important to recognise that
this occurs against a background of
continuing evidence of excess capacisy
and depressed demand in the manufacturing
sector, It could, therefore, in part
-reflect similar influences to those on
productivity considered elsewhere in this
Commentary {See Economic Perspective 2).
On the other hand, overtime adjustments,
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on the above arguments, are the ’last
resort’ within the internal labour market
and s0 may hersld & spiliover into
vacancies and employment in the months
ahead,

The *buffer role! of internal labour
market adjustments fmplilies that
considerable caution has o be exercised
in their interpretation. Nevertheless,
where the use of buffers exhibits
regularity, such as would ccour against a
background of regular cycles, they can
provide useful leading indicators of
{externzi) labour market asctivity. This
might reasonably have been argued to be
the oase until the mid-seventies. More
recent behaviour has exhibited much less
regularity, and extra caution is essentiazl
if errors are to be avoided, eg recent
internal labour market developments
reflect adjustment to a much lower level
of the 'permanent workforce' which
manufacturers now perceive to be required.
Finally, as noted earlier, these
indicators apply only to the manufacturing
sector which has been the hardest hit in
the recent recession,  Recent experience
would suggest that even umambiguous,
accurate leading indicators of this
sector's performance would be of limited
use as pointers for the Scottish labour
market as a whole,

DEVELOPMENTS IN EXTERNAL LABCUR MARKETS

At any point in time an individual's
labour market status may be characterised
by membership of any one of three states:
employment, unemployment and non-
participation. The employed are, of
course, 'in' the labour market, and even
when hot involved in active search Tor
othier jobs are necessarily participants in
internal labour markets.

The unemployed, defined as thoze not
currently in employment but actively
seeking jobs (st prevailing wages), are
also clearliy *in' the labour market,
Ron-participants are those who are forced
by circumstance, or who elect Lo remain
cutwith the labour force, and are
conseguently not astive in the labour
market.

Naturally, through time, many individuals
move from one state to ancther.



Redundancies, for example, create an
cutflow from the stock of emploved persons
and an inflow to the wnemployment stock
{and, in some circumstances, the non-
participant} stock,. New hires, in
contrast, reflect an inflow to employment
and an cutflow from unemployment and non-
participants, A simple schematic of the
relationships linking stocks and flows in
the labour market is set out in the
accompanying diagram. The stocks in the
iabour market are represented by boxes and
the fiows by lines, where the arrows
indicate the direction of the flow.
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Those stocks and flows for which some
relevant data exist for Scotliand are
underlined in the diagram. {learly, some
very important flows (such as, quits, new
hires and the unemployment to non-
participation fiow} have no counterpart in
official statistices, Nor is this the
oniy sense in which a2 partial view of the
labour market is the best that can be
achieved, for official definitions of
stoeks and flows invariasbly deviate in
some respect from those which economists
would consider most meaningful, The most
notorions example is ‘unempioyment' where
official statistics in fact measure the
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numbers registered as unemployed, rather
than the number actively seeking work at
prevailing wage rates. If there are some
seeking work who do not register as
unempioyed {(because of the lack of a
financial incentive to do s0) they will be
mis~classified as non-participants and
measured unemployment will understate the
true level of joblessness. Conversely, Yo
the extent that some of those registered
are not in fact actively seeking work and
8¢ should be considered non-participants,
measured unemployment exaggerates the
scaile of present problems. These
ambiguities to some degree permit
radically different policy responses to
any given level of measured uhemployment,
Furthermore, there are, of c¢ourse,
problems concerning the accuracy of
various series. For example, vacancy
statistics are known to underestimate the
true level of vacanclies since firms are
not required to register their
requirements. These probiems, which are
by no means confined £0 Scotitish data,
should be kept in mind in the course of
the following discussion of recent trends
in the maln measured stocks and flows in
the Scottish labour market.

EMPLOYMENT: STOCKS aNb FLOWS

Here the 'employment block' {ie the lower
naif of the diagram) is considered in
relation to recent Scottish experience,

Table 1 Emplovees in  ewmployment in
Seotiand
Total pale Female
Part-
ALY time

1982

June 1,97 1,068 873 3%

Sept 1,453 1,090 863 356

Dec 1,833 1,076 851 356

1983

March 1,915 1,065 Bug 385

June 1,938 1,073 865 367

Sept. 1,941 1,078 868 369

Dec 1,937 1,002 875 380

1984

March 1,929 1,058 864 319

Source: Employment Gazette, fugust 1984



The general trend in employment remains
negative both for Scotland and the UX
{although on a seasonally adjiusted basis
employment in the UX gxhibited a small
increase in each of the last three
quarters), On an unadjusted basis the
number of employees in empiovment did rise
slightly in the middle two qguarters of
1983, but over the yvear as 2 whole
employment continued to fall as it did
{albeit slightly) in the first quarter of
this year. In both Scotisnd and the UK
employment is still almost 10% below the
{very moderate} peak levels of 1979,

Inspection of the sex compesition of
employment lends some supbort to the view
that male and female employment experience
has differed somewhat in the recent past,
Certainly 1983 saw some revival of female
employment in both Scotiand and the UK,
and on a seasonally adjusted basis the
four quarters to March 1884 saw an
increase in total female emplovees in
employment in the UK in contrast to male
employment experience, Part~time female
employment shows signs of an upward trend
in Secotland as well as the UK.

Table 2 Employees in employment In &he
K

Total Male Female
Parb,i
ALl time
1982
June 21,473 12,218 9,250 3,889
Dec 21,248 12,058 9,190 3,922
1983
March 21,027 11,947 9,080 3,890
June 21,210 11,982 9,228 8,012
Sept 21,316 12,057 9,259 4,017
Dec 21,348 12,004 9,345 4,134
1988
March 21,2%7 11,921 §,206 4,103

1Part-time figures are for GB
Source: Fmployment Gazette, August 1084

At least a part of the explanation of the
slightly more favourable employment
experience of females may be their
concentration in industries which have

fared rather bhetter in the recession,
The data in Table 3 are consistent with
this view, The {unadjusted) number of
employees in employment in the production
and construction industries has fallen
fairly consistently in recent quarters in
Seotland, and the trend is even nmore
marked in the manufacturing component of
that group. In contrast, employment in
the service industries, in which female
empioyment is concentrated, has tended to
increase over the interval, although by
rather motest apounts.

Since pari-time female employees are even
more heavily concentrated in the service
sector than females as z whole, the
varying fortunes of different industries
may well account for the employment trerd
here too. In the absence of more
deteiled dats and an in-depth analysis, it
ig difficulit to determine the extent to
which female employment differs from what
would be ‘expected’ simply on the grounds
of a changing industrial composition
(given traditional male/female employment
patterns}, Nevertheless, the evidence
seems not inconsistent with the hypothesia
that industries may be resorting to more
flexible forms of labour input {ie forms
which are less costly to dispense with
shouid the need arise} as a mesns of
coping with the current uncertainty

concerning their likely future. (See
Economic Perspective 2.)
Table 3 Employees in employment

Production &

construction

industries Services Manufac
June 82 687 1,239 U7y
Sept B2 681 1,228 474
Dec 82 670 1,219 564
March 83 657 1,21 U455
June 83 651 1,2U5 45
Sept 83 652 1,245 uhg
Dec 83 66 1,248 1
March Bl 640 1,248 440
Scurce:; Department of Employment

Further tentative support for this
interpretation of recent events is
provided by the June 1984 Scottish results
of the Joint Manpower Watch Survey which
covers virtually =213} local authority
staff. The survey reports overzll
employment little changed as compared to
June 1983 at 252.3 compared to 252.9



thousand in full time equivalents a year
eariier, a shift in the composition of
employment in favour of part-time and
against full-time employees, Thus full-
time manual employment over the year to
June 1984 fell by 2,119 {-2,9%) whereas
part-time manual employment increased by
1,709 {+2.7%). Employment of full-time
non=-manual workers increased by 372
{40.3%) whereas the comparable part-time
figures are 663 and +5.2%. Again,
however, it is not possible to determine
precisely the extent to which this shift
can be tattributed’ to the changing
cccupational composition of local
guthority employment. Consequently, the
view that local authorities may have
responded to the current uncertainty of
their environment by seeking to substitute
part-time for full-time employees should
be treated with some caubion,

Although the stock of unfilled vacancies
is attached to the employment stock in
the schematic diagram, they in fact
reflect an intermediate step between
firms' perceptions of a need for employees
and resulting new hires, This stock
tends to grow as firms decide there is a
need to increase employment, Mt decline
as new hires fill existing vacancies.
Both firms' demands for employment {and
their need to register vacancies prior to
filling the post) and new hires tend to
increase with economic activity, but the
former infiuence tends to predominate s0
that vacancies tend to move procyciically,
the last peak ocourring in the third
quarter of 1979, '
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The tendency for Scottish vacancies to
increase over the iast three quarters of
1982 and the first three of 1983 is not,
as has beepn shown, reflected in any

obvious patitern in employment, indeed the
general trend in the latter is negative.
This relation could refliect a number of
factors. Firsi, it could be that the
contraction in employment has created
vacancies., This would be most likely if
contraction refliected quits, but
comparatively fliat output levels suggests
that this is not in fact the case.
Secondly,it could refiect a desire by
firms to substitute one type of labour for
another, although again it wouid seenm
sensible for firms to achieve this via the
mechanism of voluntary separation. Some
evidence on this is provided by the
redundancy data discussed below.
Finaily, this recent inverse vacancy~
empioyment relation may reflect increased
difficulties in maintaining the rate of
new hires, Again, however, the general
level of activity makes this unlikely.

The drop in this measure of vacancies in
the fourth guarter of 1983 and first of
1984 has not had a detectable effect on
the employment figures, suggesting perhaps
that other employment flows have had
of fsetting effects. In the second and
third quarters of 1984 vacancies in
Scotland again rose, as they did in the
JK, It should be noted that wvacancy
inflows and outflows {at least for the UX}
tend to be of the same order of magnitude
as the existing stock, so that the
incomplete coverage of vacancy data
suggests that considerable caution should
be empioved in their interpretation.

The number of redundancies for all
industries and those for the manufacturing
and service components are presented
beiow. The mere existence of redundancies
in any sector or in the economy as a whole
i3 not necessarily 2 matter for concern.
Even in a buoyant mixed economy patterns
of demand are continuvously shifting among
different products, creating redundancies
in some firms and stimulating new hires in
others, Even large gross fiows out of
empioyment are not a matter for concern
provided that they are matched by large
gross inflows (of a comparable skill
composition and spatial distribution),
However, whilst there have been signs of a
degree of recovery in the Scottish
economy, it is currently far from bucyant
and the redundancy figures have to be
interpreted against the background of a
continuing decline in aggregate
employment. The increased level of
redundancies in the second quarter of this



year is thus a matter for concern in view
of the absence of any marked seasonal
patiern.
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Redundancies in manufacturing inereased in
the first two quarters of this vear,
whereas those for services {exciuding
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construction) declined in the first
quarter and then increased significantly
in the second gquarter., However, even the
absolute level of redundancies in services
remains very significantly below that in
manufacturing (note the different vertical
scales in the latter two diagramsa} and
this despite the fact that employment in
the service sector is much greater than in
manufacturing, Nevertheless, the
comparative redundancy rates would
eraggerate the advantageous position of
services in view of the higher
concentration in that sector {(and
eonstruction) of very smail firms which
are not required to report redundancies.
The continuing high levels of redundancies
ir the manufacturing sector have not been
offset by other flows into empioyment and
so emplioyment in that sector has
continuously declined in the recent past,

UNEMPLOYMENT: STOCKS AND FLOWS

This section is concerned with the
‘unempioyment block' {ie the upper half
of the schematic diagram} in relation to
recent Scobtish experience.

The seasonallyw~adjusted three-month
average level of vnemployment {exciuding
school leavers) increased in the first
three guarters of this vear, reaching
324.6 thousand by September, This
represents an unemployment rate of HH.A4% -
an inprecendented level for this series,
Unemployment did fall slightly in October
as compared Lo September, but the
(monthly) unemployment rate for both
months was 14.5%.

Toral Unemployment, seascually adjusted
3 month average {(000's8)
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The tendency for unemployment to increase
ig not confined Lo males, with & current



unemployment rate (calculated on a monthiy
basis) of 17.5%, but is alse apparent
among females for whom the comparable
unemployment rate is 10.3%. In view of
the evidence of their slightly more
Tavourable employment experience, this
suggests a greater relative flow of
females from non~participation ¢o
employment whether in the form of first
time! entrants and/or those returning to
seek employment. Traditionally, genuine
female unemployment is under-recorded in
recessions {(ie is misclassified as non-
participation} because the proportion of
females eligible for henefits is rather
lower than for males. fart of the
increase in service sector female
employment may then be drawn directly from
the stock of non-participants and so does
not influence registered female
unempl oyment .

Even if the most favourabie interpretation
of recent internal labour marke! {rends is
accepted and recent changes in vacancies
viewed optimistically, it seems unlikely
that unemployment will fall noticeably in
the near future in the absence of
considerable oubput growth,

It would, however, be incorrect %o
visualise the stock of wmemployment as an
economically stagnant *poolt.  In October
1984, for example, the (unadjusted) level
of smployment was 3428 thousand, but the
inflow was #42.1 and the outflow Ui5.2
thousand, With this level of gross flows
the entire existing unemployment stock
couid turn over completely every eight
months or so0. Nevertheless, the same
doubts must be raised concerning the
presumption of some Monetarists that
unemployment is predominantly *'voluntary?,
undertaken perhaps with & view to
searching the labour market for bebter
paid opportunities., Whilst the *stagnant
pocli? vision of unemployment is
inapplicable to Scotland, the 'voluntary
separation-temporary search' vision seems
at least equally inappropriate
{notwithstanding the strained
interpretation of redundancies which such
a vision necessitates). Fortunately,
there are Scottish data which permit a
rather more detailed look at unemployment
stock/fiow relations.

These data indicate that the medjan
duration of completed spells of

unempioyment in Scotland for the second
quarter of 1988 was 17.2 weeks, This
measure of duration, however, focusses
exclusively on the experience of those who
actually left the register over this
interval to join the employed or the
{officially defined} non-participant
stock. The evidence suggests that the
unemployment experience of those lesving
the unemployment stock is quite different
from those who remain, for the median
duration of those continuing in
unemployment was 378 weeks as of the end
of the second guarter of 1984, It is
guite clear that, for Scotland {as indeed
for the UK as a whole) those leaving the
register have a markedly more favoursble
unemployment experience that the stock of
memployed considered as a2 whole, although
even the latter f{ypically have been
unemployed for four months.

INPUSTRIAL. RELATIORS YN SCOTLAND

The focal point of indusirial relations in
Scotliand continues to be the mining
dispute. Nevertheless, the strong sense
of impending redundancy and resulting
industrial conflict elsewhere in the
public sector, indicates fhe likelihood of
a changing focus in the New Year,

Concern over the future of Ravenscraig
surfaced with the jeaking of British Steel
plans which indicated only low levels of
investment in Scotland as compared with
other steel-making areas {See Industrial
Performance; Metal Industries). In
shipbuilding and offshore worik the rising
numbers of employees on fixed short-time
contracts; and the more extensive use of
sub-contractors, have led Lo concern as to
the future levels of employment.
Insecurity and change also underlie
sporadic industrial action in local
goverrment.

The sense of an impending clash is
possibly strongest in education. The
formation of consortia of schools with
resultant timetable changes and
reailocation of pupils has already led to
industrial sction, The implications of
the Munn and Dunning reports on assessment
methods, the introduction of the 16+
Action Plan, declining school rells, and,



hence, school closures, continue Lo sour
industrial relations in this sector. In
addition to these problems are guestions
of cover for absent teachers and the
decline of teachers' pay in the salaries
league, The combination of these factors
is likely to lead to an escalation of
industrial zetion in the New Year and to
continued intermiitent action for some
fime.

PROGNOSIS

Against the background of conventional
cyclical behaviour, recent trends in
indicators of internal labour market
activity would offer cause for moderate
eptimism concerning likely future vacancy
and employment changes in manufacturing.
Tragitionally, the recent productivity
boom, increase in overtime hours per
employee and reduotion in hours lost
through shori-ftime working per employee
would be welcomed as good newst,
However, recent experience does not
confore to conventlonal c¢yelical behaviour
and the continuing asdverse trends in
manuf seturing employment serve as a stark
warning against the value of extrapoiation
from past cyclical experience, There
seems little genuine cause for optimisn
regarding the manufacturing sector,

Manufacturing is, of course, oOnly one
segctor of the Scottish economy, bhut the
performance of other production industries
considered as # whole seems unlikely to be
markedly different if recent past
experience is anything to go by. The
continuing relative strength of the
services sector provides z basis for some
optimism, as a source of at least partisl
compensation for the likely empioyment
losses elsewhere. With current levels of
demand, however, there seems litile
prospect of much change in unemployment
levels in the immedizte future,



Regional

REGIOMAL 1ABOUR MARKETS

The calculation of seasonzlly adjusted
estimates of unempioyment and vacancies
continues to present major statistical
problems, This section reporis seasonally
unadjusted estimates and compares these
with the corresponding estimates of & vear
ago. This should give some indication of
recent trends in lsbour market conditions
at the regional jevel,

The latest figures faor October 1984 show
that congitions remain poor, by historical
standards. Indeed, if current trends
continue, the situation will worsen, Total
Seottish snempleovment, unadjusted for
seagonal variation, now stands at 343,090,
a rise of 9683 over the period, There is
significant variabtion in the registered
unemployment rates between the regions,
ranging from 19.3% for the Western Isles,
to 7.6% in Grampian. All regions, with the
exception of Borders, Tayside and
Shetland, experienced an increase in
unemployment. The largest changes ocourred
in the Highland, Western Isles and Fife
regions, where the perceniage rates
increased by 2.2%, 1.7% and 1.3%

Review

There has also been a marginal increase
over the same period in the number of
vacancies reported. In asil, 18,264
vacancies were reported for Scotland in
Qetober 1984, a rise of 302. The majority
of regions experienced little change, with
the exception of Lothian (4243}, Tayside
(-26%), Fife {~19%) and Shetland (-51%.

Table 2 Vacancies by Scottish region

Change since

Total Out 83
Borders 807 40
Central 1,031 - 13
Dumfries & Gallowny 354 22
Fife 822 «~197
Grampisn 2,633 =231
Highland a5z 34
{othisn 3,3 822
Tayside 699 =249
Jrkney ay 0]
Shetland A3 - 45
Western Isies 85 9
Strathelyde 7,910 e
Totals 18,264 302

respectively.

Table 1 Unemployment by Scottish region
Change Hate %
since Oct Ot

Total Oct 83 84 83

Borders 3,420 - 62 6.0 g.1

Central 18,293 531 6.2 15.4

Dumfries &

Galloway T ,646 333 13.2 12.7
Fife 19,445 1,203 14,8 13,5
Grampian 16,774 744 7.6 T4
Highland 12,459 2,321 W 128
Lothian 44,733 1,315 12.7 12.0
Yayside 28,750 -~ 129 14,2 1.3
Orimey 745 26 10,7 0.7
Shetland 66% ~ 36 5.3 6.0
Western

Isles 1,927 214 19.3  17.6
Totals: 343,090 9,683
Searce:  Department of Employment
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Souree: Department of Employment

These changes in unemployment and
vagcancies have combined to produce an
overall worsening 4in the
unemployment/vacancies ratio for most
regions (see Tabie 3 ). The figures in
brackets provide a measure of this ratio
on the assumption that the M3C estimate
that only one third of actual vacancles
are reported, is correct., However, it may
2180 be the czse that the vacancies that
do exist do not mateh up with the
characteristics of the unemployed, whether
in terms of skill or jocation, Thus, these
figures should be interpreted carefully.
They provide an indication of general
iabour market conditions rather than an
estimate of jobs available per unemployed
person. On closer examination, Table 3
reveals that U/V ratios deteriorated in 9
out of 12 regions over the year to
Getober., This can be interpreted as a
further sign of decline in the fortunes of



regional isbour markets.

stock of unemployed by region. Al}l figures
refer Lo the second quarter of 1984,

Table 3 inemployment-vacancy ratico by Table & Measures of duration by region
region
Medium duration Median duration
October 1950 October 1983 of contimiing  of completed
Region  spells (weeks) spells {weeks)

BOrdErS 8-”’ ( 2-8) 9-5 {3-2}
Central 17.7 { 5.9 17.0 (5.7 Borders 28.2( 7 12.6 { B)
Dunfries & Central 5.0 (5 7.5 { 5)
Gailoway 2.3 ¢ 1.1 21.7T (1.2) Dumnfries &
Fife 23.7 { 1.9 17.9 (6.0} Galloway 5.4 (W) 21.0 ¢ 1)
Grampian 6.8 ( 2.1) 5.6 (1.9 Fife 30.8 ( 6) BT 0D
Highland 14.5 ( 4.8) 12.3 (8,1 Gramplan 23.8 (9 9.9 {10}
Lothian 13.2 ( 4.4) 7.0 (5.7) Highland 2.3 (1) 1.8 { 9
Strathelyde 24.3 ( 8.1 24.2 {8.1) Lothian 5.6 {3 164 ( 6
Tayside 5.8 (11.8) 26.0 (8.7) Strathelyde 43.2 ( 1) 19.2 (2}
Western Isies 22.7 ( 7.6} 22.5 (1.9 Tayside w22 7.7 ¢ W
Orkney 6.9 ( 5.6) 16.3 (4.,5) Wesiern
Shetland 15.6 { 5.2} 8.4 {2.73 Tslea 26.8 {8 19.2 (23
Seotland 18.8 ( 6.3} 8.6 (6.2) Scotland 37.8 7.2
Rote: Fipures in Dbrackets show the ficte: Figures in Brackets dencte regiomal

wmemployment/vacaney ratio on the rankings

assumption that the true number of

vacancies 1s three fimes the Source: Dept, of Empjoyment

number notified.

Source: Dept. of Employment

Further data derived from the compuberised
count of wnemployment, makes it possible
to replicate the analysis of the February
Commentary. This should shed some light on
the validity of the conclusions reached in
the course of that analysis. By comparing
various measures of unemplovment
experience, it was concluded That regions
fare consistently well or badly. There was
a tendency for regions with high
unemployment to zlso exhibit a longer
duration of unemployment spells, a lower
probability that an unemployed person
would leave the register in a given
period; a higher probability that any
member of the workforce would become
unemployed, and more frequent speils of
inenployment in any given time period.

it 1s convenient to remember that the
analysis which follows rests upon the
foliowing assumptions: (1) that the
labour force is homogeneous (2) that no
individual entered, left and re-entered
the register during the period of study
“and (3) that the stock of unempioyed
persons was constant during the periocd.
The data used were Tlows onto and off the
register and duration figures for the

Table 4 compares tvo measures of duration
for all regions for which data were
available. These are the median duration
of comlieted and of continuing spells of
unemployment. The former gives anh
indgication of the length of unempioment
spell experienced by those leaving the
register during the period, whilst the
latter refers to the median spell
experienced by those who remained on the
register st the end of the period. As
expected, figures for the completed spells
are consistently below those for
continuing spells. This is because there
will be a fair number of people who, for a
variety of reasons, will remain on the
register for only a short period, lending
a downward bias to the compleled spells
measure. This will include those whosze
employment 15 of a short term nature (eg
construction workers} and those changing
Jobs but with an intervening period on the
register. Conversely, it would be expected
that those with a parficular employment
disadvantage (eg unskilled workers) wiil
tend to experience spells of relatively
longer duration lending an upward bias to
the continuing spells measure,

From Table 4 it can be seen that there is
& tendency for both measures to be greater
in areas of higher unemployment. Thig is



to be expected zs high unemployment
implies less opportunities to leave the
register., There is, however, quite a wide
varlation in regional experience. The
medianr spell of continuing spells in
Grampian, at 23.8 weeks, is almost half
the length of a continuing spell in
Strathelyde. Similarly, Grampian records
the lowest median compieted speil, again
half that of the region with the largest
durations. Figures in brackets refer to
regional ranks, the ranks progressing from
longest to shortest., This nighlights the
tendency for regions to perform relatively
weil or badiy on both measures,

Table 5 tabulates the results of a number
of measures. The first, the probabjility
of leaving the register during the second
qguarter of 1984, is simply the offwflow
during that period divided by the stock of
unemployed at the end of that peried. It
should give some indication of the
possibility that any person would jeave
the register during that peried. The
second measure, the expected duration of
an unemployment spell, is the inverse of
the first.

Again the tendency is for the regions with
a relatively favoursble wvnemployment rate
also to fare best on these measures. Thus,
an unemployed person in Grampian had a far
greater chance (58%} of leaving the
register during the second quarter than a
comparable person in Strathclyde (32%). By
inverting this measure it can be seen that
the unempioyed in Strathclyde can expect a
significantly longer spell of unemployment
than their counterparts in Grampian
region, Most regions foliow this tendency,
and again there is guite & wide variety of
experience.

The final two messures, the probability of
becoming unemployed and the expected
frequency of unemployment spell, are shown
in Table 5. The former is equivalent to
the number of people joining the register
divided by the f{otal labour force of the
region, The hlgher the measure, the
greater the probability that a worker in
that region would become unempioyed. By
inverting this measure some indication is
given of the freguency with which a worker
can expect to experience a spell of
unemployment. A similar picture emerges,
those regions with relatively higher
unemployment rates tending to perform
worse and vice versa.

Table 5 Hegtomal vesmmptoymest experience

B ©C p& F G H L SN T W

Probebility
of lesving
register W38 &t 3 o9 S 35 32 A 43
during 2nd
quarter 54

Expeated

duration of

wempioyment. 25 32 2% 31 021 0 o 41 w0 B
{ueeks)

Frobability
ef jolning
register 4.2 6,1 B9 B8 5,7 %3 5.0 59 5.4 6.0

ng
quarter ‘54

Expected

frequency of

unespioyment TT 49 £1 51 58 32 60 51 54 ag
apell

{manths)

Overall
raniti g 9% 3 & 5 1w & 7 t 2 4

Kote; Figures for Orkney & Shetland not availabie, Extimetes
of employsd labour farce for each reglen are besed upon
the eatimsted unemployment rates provided by the
Department. of Bsployment, Those themselves gre  based
upon estimates of employed labour foree for Jume 1983,

Huy: Br  Borders, C; Cenbral, MG: Dumbries & Gallowsy, Fi
Fife, H: Highland, L: CLothisn, 3: 3Strathclyde, Ti
Tayaide, W1 Western Tsles,

Bourge: Dept, of Imployment

The above measures are all related to
turpnover in the labour market in some way
or other. For instance, if the magnitude
of on~flouws and off-fiows were to Increase
in iseolation, then some improvement in
these (non-inverted) figures would occcur,
As such, they need not be directly related
to the level of unemployment jtseif, but
are siternative measures of the volume of
labour market activity. However, the
results seem to suggest some positive
relationship between these alternatives.

The final row of Table 5 gives the sums of
the ranks for each region over the 6
measures of unemployment experience. To
recap, these measures are the unemployment
rate, the v/v ratio, the two measures of
duration and the twe probabilities. Those
regions with the lowest ranks are the ones
with the relatively less favourable
unemployment experience, In all, these
findings confirm the conclusions of the
February Commentary, vis a vis the overall
impact of unemployment, Furthermore,
comparison of Table 5 with the
corresponding table for February shouws



that, whilst there is some change in the
magnitude of each measure, the rank orders
of the regions have remained fairiy
stable, Again three distinct groups of
regions can be identified. In the first,
Strathelyde, Western Isles, Tayside and
Central regions, continue to bear the
blggest burden of unemployment. In the
second group, the performance of Grampian
and Borders regions is consistently, and
significantly better. In the third group
comprising Highlands, Fife, Dumfries and
Galloway and Lothian, performance lies
somewhere between these iwo extremes.

Given the differences between the tuc
pericds of study, the consistency of
results implies that there eyxist fairly
entrenched differences within Scotliand,
which can be explained by a number of
factors. The most important is the
differences that exist in the indusirisal
structure of the regions. Those reglons
most badly hit by the current recession
have in the past accounted for 2
signifleantly high proportion of
Svotland's manufacturing base. The
disproportionate impact of the current
recession on manufacturing, has thus had a
greater detrimental effect on these areas,
Conversely, Gramplan region is at the
centre of the oil-boom, while in the
Barders their traditional industries have
lost relatively less ground. This has
insulated that region from the worst of
the employment effects of the current
recesslon. However it should be remembered
that in these regions also, unemployment
is high by historical standards. It is
only their relative performance that gives
some grounds for comfort.

These results can be of use in helping to
assess the lmminent changes in the
coverage of regional pollcy. There is
litile rationale in diverting resources
away from those areas where unemplovment
is a major problem, But even within
regions tLhere is eyceptionelly wide
variaton in the unemployment rates
recorded in different travel to work areas
(TTWA's). The Department of Employment
has recently revised TTWA's and this is
seen by some commentators as providing
some clue as to how the coverage of
regional poliey will alter, on the basis
that the major criteria for aid will
continue to be the unempioyment rate.

Table 6 lists the 20 worst TIWA's in terms
of unempioyment, and it is obvious that
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the majority lie within the regions
ldentified as relatively badly off by Lhe
above analysis. However, some lie
outwith and would miss out on selective
assistance if regions were the aporopriate
basis, The ability to seleect target
areas at such a disaggregated level need
not always be a good thing since it can
lead to problems of boundary hopping ete.
But, in this instance, it should, on
balance, direct aid to where it 1s more
needed as most of the worst areas also lie
within the worse off regions. Boundary
hopping would only then alter the balance
between TIWA’s but some relative
improvement in the regions performance
should sti11l be expected.

Table & Trowei-to.dork mreas nid nesplopeent rates

Dnesl oy Unesplory
Travei-ton wert ratn Travel-ti. e rate
work ares 3 work ares %
Irvine 25,7 Al 18.7
Catnock & Sengquhar 23.5 Kilmarnoch 9.5
Sutherland 224 Westery Islea 19.3
Girvan 21.8 Sieye & Wesber
Inyergordon & Foss 192
Disgwall 2.7 Grasnoak 14,4
Lansaricsnire 214 Falkirk 7.4
Bathgate 21.45 Arbrostih 7.8
Duabarton 21,1 Glasgow 7.6
Forres o Pupdee K
Hewton Stewary 20.%3 Duntant & Bute 16.5

Sowrce:  Dept, of Employment

SCOTTISH BUSINESS SURVEY:
EMPLOYMENT TRENDS

Data from the new Scottish Business Survey
can be used to give some indiestion of
likely employment trends in some of the
Scottish regions over the coming 3 months.
The data are disaggregated by
participating Chamber of Commerce and by
industrial sector,

The resuits for Glasgow chamber are not
encouraging (see Table 7), A substential
balance of respondents (-7%) in the "All
Manufacturing® sector expect employment to
fall in the next three months, In only
three categories, Wholessle and Retail
Distribution and Electrical and Electronic
Engineering, is smployment expected Lo
increase,



Tutle 7 Bal
o

Sector/Chasber

ALl Manufucturing
Lonatruction

Wnolesale Distribution 23
Retatl Distribution 52 18 #h

Hechaniesl Eaginesring
Venicies and other
Transport. Equipment

£lectrical and Elec
tronie Engineering 51 9%

Food, Drink and Tobaooo wid

Textiles, Lesther,
Clothing and Footwear

Macellaneous Maticd'ac-

e s o bt

turing
Faper, Printing and
Publiahing - 15 2
A1) Hanufacturing and
G4l Reloted Industriss - - a7

- Hot. pvailsble

Soaros: Freser of Ailender/Chacbers of Commercs, Scobtish
Snineny Survey

The Edinburgh results. are marginally
petter but are derived from a
significantly smaller sample, Empioyment
in &l)l manufacturing is expected to
increase by a balance of 30% of
respondents,  Much of this can be traced
to the Electrical and Electronics sector,
which expects to continue expanding
vigorousiy,

Figures for Aberdeen are greatiy
infiuenced by fthe oil industry. The
impact of its inclusion along with All
Manufacturing is £o turn a balance of +11%
of respondents expecting total employment
to fall, to a balance of 27% expecting it
to increase, Overall, although reiastive
sectoral and regional fortunes may vary
substantialily over the coming months, the
survey suggests that there will be little
change in employment at the aggregate
level,
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REGIONAL TRENDS

Borders

The continued relative strength of the
Borders economy has been further
demonstrated over the last quarter. HNeve
Electronics Ltd of Keiso have won orders
worth £230,000 for sound control conscles
from twe Moroccan companies, The Kelso
company has alsc secured a £120,000
contract from Recording Audics in England,
Keltex Electronlcs, alsoe of Kelso, have
recruited a further twenty-seven
empl oyees, Borders~based textile
companies also continue to do well,
particularly Hawick knitwear firms.

Central

Closure of the Re~Chem international
toxicwwaste plant was announced by the
Southampton-based company with the loss of
50 jobs., The premature shutdown {(the
piant was not due to ¢lose for at least
ancther five months) followed the
workforce’s refusal to destroy existing
stocks of polychlorinsted biphenyls (PCBs)
which are stored on site. PCBs give of?
deadly dioxin gas if they are not properly
incinerated, Re-Chem has denied that it
is closing the factory as a consequence of
incereasing public disquiet about the
environmental impact of the plant’s

operation, Rather, Re~Chem c¢laim that
closure ig due to finmancial
considerations,

Ponfries and Galloway

ICI’s faith in the future of its petro.
chemical and plastics plant at Dumfries
was further demonstrated by the recent
announcement of additional investment in
the facility. This follows the £35m
invested in 1983 which added 20 Jobs to
existing 1,100 workforce, It seems likely
that about 60 permanent jobs will result
from this latest investment when
production starts in 1986, The plant
will produce polyester film which has a
variety of industrial and commercial uses
such as packaging, photographic films,



video and compubter tapes.

Fife

Courtaulds have anmounced that 51 out of a
total workforce of 83 st the company's
Fabric Group Watson garment and FVC
manufacturing plant at Newburgh are to be
made redundant. This follows continued
iosses in the garment making business and
low level of PVC sales due t© overcapacity
in the industry. The redundancies mean
that the company will be withdrawling from
garment making and concentrating resources
elsewhere,

Grampian

The oil sector remains particularly
healthy with forecasts of greatly
increased activity, In the last few
months seversl new fleids have been
approved or named by operators. Grampian
now accounts for 49,500 of Scotland's oil
jobs, T77% of total Scottish oil
employment, 0il related employment
figures for June 1984 show Gramplan's
snare of Scottish onshore oilwrelated
empioyment up by 3,180 on a year earlier.

Grampian Rest of Scotland

June 1983 46,317 16,975

Dec 1983 43,018 18,728

June 1984 49,506 i, 540
Change over

year #3,189(8%) - 2,835(-14%)

In manufacturing there are yet fmore
redundancies in fish-processing and this
trend is set to continue through the
winter months. Clippa Seafcods issued
redundancy notices to 90 employees at
their Peterhead factory. Further
evidence of the difficulties processors
are facinhg came from Waterside Fish
Company, also of Peterhead, which laid off
15 workers in November. This still
leaves 40 to 5C¢ small and wedium-sized
North East Tish companies. However, with
fish scarcity and high prices, many of the
‘remaining processors could face a very
difficult winter. More than 200 jobs
have been lost in fish-processing since
the start of the summer.

a1

Elsewhere, Grampian Regionsl Council is to
build a £100,000 factory at Mosstodoch and
lezse it to game processors, Bsmels of
Perth. This wilil not, however, creazte
new jobs as the company are moving from
their current factory at Fochabers.
Joseph Walker, makers of shorfbread, are
seeking planning permission to build z new
£im piant st Lberlour.

Highlands and Islands

Although the last gquarber has been a good
one for this region in terms of empioyment
ereation, there is concern that the
Highlands will be subject fo cut-backs in
regicnal assistance programmes during the
goverpment’s regional poliey review. It
seems clear that Seotliand, which last year
received £270 million in aid, may have its
allocation cut guite severely. The
Highiands could be subject to the removal
of development areas status for some or
all of the following, Thurso, Badenoch and
Strathspey, Inverness and Hairn, as
emphasis in ald policy is shifted to job
creation.

On 2 more positive note, the last quarter
has seen a number of welcome economic
developments, Marathon 0il has piaced
orders worth £300 million with Bighland
Fabricators st Nigg Bay and McDermotis of
Ardasier, The Hi-Fab contract came at a
crucial time for the yard, Hecently the
workforce had been reduced to iust over S50
following the completion of the last order
in May, However, the job of building twe
module support frames for the jacket,
means that £7w worth of new investment
will go zhead at the Nigg Bay faoility.
In total, this will bring the workforce up
to 400 hourly paid staff, 320 maintenance
and sub-~coentract personnel and 200
malntenance and equipment staff.
McDermotts of Ardasier will assemble the
20,000 tonne jacket for the Brae B fieid,
together with some other work for
Marathon. This will give continuity of
employment to the 2,084 permanent
empioyees and 1,200 subwcontract workers.

Highiand Hydrocarbons, =zn Inverness-based
company, hope to start work early in 1986
on a £126m petro-chemiczl complex at
Easter Ross. The plan involives
reclaiming 113 acres of Nigg foreshore fo
construct @ plant which will produce a



iead«substitute for use in petrol.
Cutline planning consent for the facility
Was given in May, ‘The Secretary of State
has aiready indicated that he will not
exercise his right to call for a public
enquiry.

Gaeltec, world pioneers in specialist
electronics for use in hospitals, are
moving into a new factory in Portree.
They already occupy a unit in Dunregan.
Gaeltec employ 19 at the Dunregan facility
and will c¢reate 6 new jobs at Portree.
The company manufactures pressure
transistors and plan fo produce monitoring
and read-out units at the new fackory,

f.othian

Quarteriy economic news in Lothian has
centred on the clash between the Regional
Council and the Secretary of State about
local government spending guidelines.
According to Lothian Region, as many as
1,500 jobs in education, the police and
social work will be in jeopardy if the
Council meet recommended expenditure
limits. If spending continued at present
levels it would rise to to £15m above the
guidelines. Lothian Regionfs Labour
controiied Coumeil hope that agreement can
be reached with the Government which would
ailow the Region to restrict cuts to
around £6m, 2% above guidelines, and
thereby obviate the need for compulsory
redundancies, although voluntary
redundancies still seem likely. In the
last three vears, Lothian Region has shed
4,500 jobs,

The report of a working party set up in
July by George Youmger to examine possible
action to improve the economic position of
the Bathpate area following the closure of
the Leyland piant has been published and
includes 16 recommendations to improve the
overall economic status of the area.
They include improvements to road and rail
commmications, increased activity by the
local enterprise agency, environmental
schemes and the development of industrial
sites. Mr Younger has already said that
it is important that an early start be
made to give effect to the working party's
recomendations.

Bathgage's gloom contrasts markedly with
the continuing success of i%ts near
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Livingston, The Japanese
group, NEC, which already employs 200
peocplie at its Livingston plant, has
announced a further £75m worth of
investment (see Industrial Performance;
Electrical and Instrument Engineeringl.

neighbour,

Stratho)yde

Strathelyde Regional Council hag embarked
upen an ambitious plan te secure EEC
grants, worth £217m over five years, for
the regeneration of Glasgow. There are
7C proposals in all and they have been put
together by the Region, District Cowmcils,
the Government and the Scottish
Development Agency. Thus far no estimate
of the l1ikely number of jobs to result if
the plan is endorsed has been forthcoming.

The government has announced that
redundancies will cccur at Royal Ordnance
factories throughout the UK, Up to 1,800
jobs are likely to go as a resuit of a
significant fali-off in orders. The
Ordnance factory at Bishopton, near
Glasgow, will lose up to 460 jobs,

Tayside

The most important development over the
last quarter has been the announcement
from W L Gore, the US multi-national, of
several major investments in the Region.
Gore is to invest £6,000,000 in a plastic
coatings plant at West Pitkerro. The
operation will provide 125 jobs directly
and up to 275 indirect jobs, Gore has
also announced that more than 200 jobs
will result as a consequence of the
investment in a plant to be located in the
high.technology park north of Invergowrie.
The piant will produce micro-wave, Co-
axisl transmission lines for super high-
freguency signals. 700 more jobs could
be created if Gore goes ahead with plans
to invest £36m in Dundee by 1990,



